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COMPREHENSIVE  HEALTH  INSURANCE  LEGIS- 
LATION, INCLUDING  H.R.  3205,  THE  "HEALTH 
INSURANCE  COVERAGE  AND  COST  CONTAIN- 
MENT ACT  OF  1991" 


TUESDAY,  OCTOBER  8,  1991 

House  of  Representatives, 
Committee  on  Ways  and  Means, 

Washington,  D.C. 
The  committee  met,  pursuant  to  notice,  at  10:04  a.m.,  in  room 
1100,  Longworth  House  Office  Building,  Hon.  Dan  Rostenkowski 
(chairman  of  the  committee)  presiding. 

[Press  releases  announcing  the  hearings  and  a  copy  of  the  bill, 
H.R.  3205,  follow.  Oral  testimony  begins  on  p.  202.] 
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FOR  IMMEDIATE  RELEASE 
FRIDAY,   AUGUST  30,  1991 


PRESS  RELEASE  #17 
COMMITTEE  ON  WAYS  AND  MEANS 
U.S.   HOUSE  OF  REPRESENTATIVES 
1102  LONGWORTH  HOUSE  OFFICE  BLDG. 
WASHINGTON,   D.C.  20515 
TELEPHONE:    (202)  225-3625 


THE  HONORABLE  DAN  ROSTENKOWSKI    (D. ,   ILL.),  CHAIRMAN, 
COMMITTEE  ON  WAYS  AND  MEANS,   U.S.   HOUSE  OF  REPRESENTATIVES, 
ANNOUNCES  HEARINGS  ON  COMPREHENSIVE  HEALTH  INSURANCE  LEGISLATION, 
INCLUDING  H.R.   3205,  THE  "HEALTH  INSURANCE  COVERAGE  AND  COST 
CONTAINMENT  ACT  OF  1991" 


The  Honorable  Dan  Rostenkowski  (D. ,  111.),  Chairman,  Committee 
on  Ways  and  Means,  U.S.  House  of  Representatives,  announced  today 
that  the  Committee  will  hold  hearings  on  legislation  to  improve 
health  insurance  coverage  and  contain  health  care  costs,  including 
H.R.  3205,  the  "Health  Insurance  Coverage  and  Cost  Containment  Act 
of  1991."    The  hearings  will  be  held  on  October  8,  9  and  10,  1991, 
beginning  each  day  at  10:00  a.m.,  in  the  main  Committee  hearing  room, 
1100  Longworth  House  Office  Building. 

In  announcing  these  hearings,  Chairman  Rostenkowski  said:  "The 
Committee  on  Ways  and  Means  has  devoted  much  of  its  time  this  year  to 
studying  the  nation's  health  care  system  and  its  problems.  Last 
spring  the  Committee  held  a  series  of  hearings  on  long-term 
strategies  for  health  care  reform.     In  addition,  health  care  was 
comprehensively  discussed  and  reviewed  at  the  Committee's  annual 
issues  seminar  held  earlier  this  year  at  West  Point.     It  is  now 
appropriate  to  take  the  next  step  and  begin  active  consideration  of 
legislation  with  hearings  on  specific  health  insurance  bills.  These 
hearings  will  give  the  Committee  an  opportunity  to  focus  on  specific 
reform  proposals,  instead  of  the  more  general  analysis  we  have 
received  thus  far. 

"Members  of  the  Committee  and  the  House  of  Representatives  have 
introduced  a  number  of  bills  that  present  different  approaches  for 
reform  of  the  health  care  system.    My  own  bill,  H.R.  3205,  proposes 
an  employer-based  universal  health  plan  based  on  premiums  paid  by 
employers  and  employees.    My  bill  would  reduce  the  age  of  eligibility 
for  Medicare  to  age  60.     The  bill  also  includes  important  restraints 
on  future  increases  in  health  care  costs.     In  addition,  the  bill 
complies  with  pay-as-you-go  financing  requirements  through  payroll 
taxes  and  a  surcharge  on  personal  and  corporate  income  tax 
liabilities. 

"Some  bills  introduced  by  my  colleagues  would  extend  Medicare  to 
all  residents  of  the  U.S.  or  establish  a  universal,  public  health 
insurance  system  similar  to  that  of  Canada.    Other  bills  would  make 
limited  reforms  in  the  health  insurance  and  health  financing  systems. 
All  of  these  proposals  should  be  closely  scrutinized  as  we  work  to 
develop  a  national  consensus  on  health  care  reform. 

"I  particularly  look  forward  to  the  testimony  of  the 
Administration,  and  the  presentation  of  their  proposals  on  these 
issues  of  critical  importance  to  the  American  people." 

Witnesses  are  anticipated  to  include  senior  officials  of  the 
Office  of  Management  and  Budget  and  the  Department  of  Health  and 
Human  Services,  as  well  as  representatives  of  organized  labor,  major 
corporations,  small  business  and  other  employers,  health  insurers, 
hospitals,  physicians  and  other  health  care  providers. 

SCQPE  O?  THE  HEARINGS : 

The  following  bills  are  among  the  major  legislative  proposals  to 
improve  health  insurance  coverage  and  contain  health  care  costs  that 
have  been  introduced  in  the  102nd  Congress  and  will  be  the  subject  of 
these  hearings: 
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H.R.  8  (Mrs.  Oakar,  Mr.  Rangel,  Mr.  Ford  of  Tennessee,  et  al) , 
Comprehensive  Health  Care  for  All  Americans  Act 

H.R.  16  (Mr.  Dingell,  et  al) ,  National  Health  Insurance  Act 

H.R.  650  (Mr.  Stark,  Mr.  Gibbons,  et  al) ,  Mediplan  Health  Care  Act 
of  1991 

H.R.  1230  (Mr.  Grandy,  Mr.  Bunning,  et  al) ,  Universal  Health  Benefits 
Empowerment  and  Partnership  Act  of  1991 

H.R.  1255  (Mr.  Pease) ,  Universal  Health  Insurance  Act  of  1991 

H.R.  1300  (Mr.  Russo,  Mr.  Moody,  Mr.  Downey,  Mr.  Rangel,  Mr. 

McDermott,  Mr.  Coyne,  et  al) ,  Universal  Health  Care  Act  of  1991 

H.R.  1565  (Mrs.  Johnson,  Mr.  Chandler,  et  al) ,  Health  Equity  and 
Access  Reform  Today  Act  of  1991 

H.R.  1777  (Mr.  Gibbons,  Mr.  Stark,  et  al) ,  Medicare  Universal 
Coverage  Expansion  Act  of  1991 

H.R.  2535  (Mr.  Waxman) ,  Pepper  Commission  Health  Care  Access  and 
Reform  Act  of  1991 

H.R.  3205  (Mr.  Rostenkowski) ,  Health  Insurance  Coverage  and  Cost 
Containment  Act  of  1991 

DETAILS  FOR  SUBMISSION  OF  REQUESTS  TO  BE  HEARD; 

Individuals  and  organizations  interested  in  presenting  oral 
testimony  before  the  Committee  must  submit  their  requests  to  be  heard 
by  telephone  to  Harriett  Lawler,  Diane  Kirkland  or  Laura  Cook 
[(202)  225-1721]  no  later  than  Tuesday,  September  24,  1991,  to  be 
followed  by  a  formal  written  request  to  Robert  J.  Leonard,  Chief 
Counsel  and  Staff  Director,  Committee  on  Ways  and  Means,  U.S  House  of 
Representatives,  1102  Longworth  House  Office  Building, 
Washington,  D.C.  20515.     The  Committee  staff  will  notify  by  telephone 
those  scheduled  to  appear  as  soon  as  possible  after  the  filing 
deadline.     Any  questions  concerning  a  scheduled  appearance  should  be 
directed  to  the  Committee  staff  [(202)  225-1721]. 

It  is  urged  that  persons  and  organizations  having  a  common 
position  make  every  effort  to  designate  one  spokesperson  to  represent 
them  in  order  for  the  Committee  to  hear  as  many  points  of  view  as 
possible.     Time  for  oral  presentations  will  be  strictly  limited  with 
the  understanding  that  a  more  detailed  statement  may  be  included  in 
the  printed  record  of  the  hearings.     (See  formatting  requirements 
below.)     In  addition,  witnesses  may  be  grouped  as  panelists  with 
strict  time  limitations  for  each  panelist. 

In  order  to  assure  the  most  productive  use  of  the  limited  amount 
of  time  available  to  question  hearing  witnesses,  all  witnesses 
scheduled  to  appear  before  the  Committee  are  requested  to  submit  250 
copies  of  their  prepared  statements  to  the  Committee  office,  room 
1102  Longworth  House  Office  Building,  at  least  24  hours  in  advance  of 
the  scheduled  appearance.     Failure  to  comply  with  this  requirement 
may  result  in  the  witness  being  denied  the  opportunity  to  testify  in 
person. 

WRITTEN  STATEMENTS  IN  LIEU  OF  PERSONAL  APPEARANCE; 

Any  interested  person  or  organization  may  file  written  comments 
for  inclusion  in  the  printed  record.     Persons  submitting  written 
statements  for  the  printed  record  of  the  hearing  should  submit  at 
least  six  (6)  copies  by  the  close  of  business  on  Friday, 
October  25,  1991,  to  Robert  J.  Leonard,  Chief  Counsel,  Committee  on 
Ways  and  Means,  U.S.  House  of  Representatives,   1102  Longworth  House 
Office  Building,  Washington,  D.C.  20515.    An  additional  supply  of 
statements  may  be  furnished  for  distribution  to  the  press  and  public 
if  250  copies  are  supplied  to  the  Committee  office,  1102  Longworth 
House  Office  Building,  before  the  hearing  begins. 
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Each  statement  presented  for  printing  to  the  Committee  by  a  witness,  any  written  statement  or  exhibit  submitted  for  the 
printed  record  or  any  writttn  comments  in  response  to  a  request  for  written  comments  must  conform  to  the  guidelines  listed  below. 
Any  statement  or  exhibit  net  in  compliance  with  these  guidelines  will  not  be  printed,  but  will  be  maintained  in  the  Committee 
files  for  review  and  use  by  the  Committee. 

1 .  All  statements  and  any  accompanying  exhibits  for  printing  must  be  typed  in  single  space  on  legal-size  paper  and  may  not 
exceed  a  total  of  1 0  pages. 

2.  Copies  of  whole  documents  submitted  as  exhibit  material  will  not  be  accepted  for  printing.  Instead,  exhibit  material  should 
be  referenced  and  quoted  or  paraphrased.  All  exhibit  material  not  meeting  these  specifications  will  be  maintained  in  the 
Committee  files  for  review  and  use  by  the  Committee. 

3.  Statements  must  contain  the  name  and  capacity  in  which  the  witness  will  appear  or.  for  written  comments,  the  name  and 
capacity  of  the  person  submitting  the  statement,  as  well  as  any  clients  or  persons,  or  any  organization  for  whom  the  witness 
appears  or  for  whom  the  statement  is  submitted. 

4.  A  supplemental  sheet  must  accompany  each  statement  listing  the  name,  full  address,  a  telephone  number  where  the  witness 
or  the  designated  representative  may  be  reached  and  a  topical  outline  or  summary  of  the  comments  and  recommendations 
in  the  full  statement.  This  supplemental  sheet  will  not  be  included  in  the  printed  record. 

The  above  restrictions  and  limitations  apply  only  to  material  being  submitted  for  printing.  Statements  and  exhibits  or 
supplementary  material  submitted  solely  for  distribution  to  the  Members,  the  press  and  public  during  the  course  of  a  public  hearing, 
may  be  submitted  in  other  forms. 
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FOR  IMMEDIATE  RELEASE 
THURSDAY,   SEPTEMBER  26,  1991 


PRESS  RELEASE  #18 
COMMITTEE  ON  WAYS  AND  MEANS 
U.S.  HOUSE  OF  REPRESENTATIVES 
1102  LONGWORTH  HOUSE  OFFICE  BLDG. 
WASHINGTON,  D.C.  20515 
TELEPHONE:      (202)  225-1721 


THE  HONORABLE  DAN  ROSTENKOWSKI   (D. ,   ILL.),  CHAIRMAN, 
COMMITTEE  ON  WAYS  AND  MEANS,  U.S.  HOUSE  OF  REPRESENTATIVES, 
ANNOUNCES  ADDITIONAL  HEARINGS  ON 
COMPREHENSIVE  HEALTH  INSURANCE  LEGISLATION, 
INCLUDING  H.R.   3393  AND  H.R.  3410 


The  Honorable  Dan  Rostenkowski  (D. ,  111.),  Chairman, 
Committee  on  Ways  and  Means,  U.S.  House  of  Representatives, 
announced  today  that  the  full  Committee  will  hold  additional 
hearings  in  October  to  accommodate  public  requests  to  testify  on 
comprehensive  health  insurance  legislation. 

These  hearings  are  additional  sessions  in  the  series  of 
hearings  on  comprehensive  health  insurance  reform  announced  for 
October  8,  9,  and  10,  1991.     (The  hearings  were  announced  and  the 
scope  of  the  sessions  described  in  press  release  #17,  dated 
August  30,  1991.)     The  additional  hearings  will  be  held  on 
October  22,  23,  and  24,  1991,  beginning  each  day  at  10:00  a.m., 
in  the  main  Committee  hearing  room,  1100  Longworth  House  Office 
Building.    Witnesses  will  be  limited  to  those  persons  who- have 
already  requested  to  testify  in  response  to  the  August  30,  1991, 
press  release. 

Witnesses  at  all  six  days  of  hearings  are  expected  to 
address  the  issues  identified  and  the  bills  listed  in  the 
August  30,  1991,  press  release.     In  addition,  witnesses  are 
invited  to  comment  on  other  comprehensive  health  insurance 
proposals,  including  the  following  bills  recently  introduced  by 
members  of  the  Committee  on  Ways  and  Means: 

H.R.  3393,   (Mr.  Matsui,  Mr.  Rangel,  et  al) ,  the  Children  and 
Pregnant  Women's  Health  Insurance  Act  of  1991;  and 

H.R.  3410,   (Mrs.  Kennelly,  et  al) ,  the  Health  Access  and 
Affordability  Today  Act  of  1991. 
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To  amend  the  Internal  Revenue  Code  of  1986  and  the  Social  Security  Act 
to  provide  for  health  insurance  coverage  for  workers  and  the  public 
in  a  manner  that  contains  the  costs  of  health  care  in  the  United  States. 


IN  THE  HOUSE  OF  REPRESENTATIVES 
August  2,  1991 

Mr.  ROSTENKOWSKI  introduced  the  following  bill;  which  was  referred  jointly 
to  the  Committees  on  Ways  and  Means,  Energy  and  Commerce,  and  Edu- 
cation and  Labor 


A  BILL 

To  amend  the  Internal  Revenue  Code  of  1986  and  the  Social 
Security  Act  to  provide  for  health  insurance  coverage 
for  workers  and  the  public  in  a  manner  that  contains 
the  costs  of  health  care  in  the  United  States. 

1  Be  it  enacted  by  the  Senate  and  House  of  Representa- 

2  tives  of  the  United  States  of  America  in  Congress  assembled, 

3  SECTION  1.  SHORT  TITLE;  TABLE  OF  CONTENTS. 

4  (a)  Short  Title. — This  Act  may  be  cited  as  the 

5  '  'Health  Insurance  Coverage  and  Cost  Containment  Act 

6  of  1991". 

7  (b)  Table  of  Contents. — The  table  of  contents  of 

8  this  Act  is  as  follows: 
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Sec.  1.  Short  title;  table  of  contents. 

TITLE  I — REQUIRING  EMPLOYERS  TO  PROVIDE  HEALTH  INSUR- 
ANCE COVERAGE  FOR  EMPLOYEES  AND  DEPENDENTS 
OR  TO  PAY  FOR  COVERAGE  THROUGH  THE  PUBLIC 
HEALTH  PLAN 

Sec.  101.  "Pay-or-play"  requirement. 

Sec.  102.  Meeting  requirement  through  enrollment  of  employees  and  families 
under  qualified  employer  health  plans. 

"TITLE  XXI — REQUIREMENT  FOR  ENROLLMENT  OF  EMPLOYEES 
UNDER  A  QUALIFIED  EMPLOYER  HEALTH  PLAN 

"Sec.  2100.  Relation  to  "pay-or-play"  requirement. 

"Part  A — Employer  Requirement  to  Enroll  Employees  and  Families 
in  a  Qualified  Employer  Health  Plan 

"Sec.  2101.  Application  to  full-time  employees. 

"Sec.  2102.  Application  to  part-time  employees. 

"Sec.  2103.  Application  to  seasonal  and  temporary  employees. 

"Sec.  2104.  Treatment  of  all  family  members  as  a  unit;  uniform  treatment 

of  full-time  employees  and  of  part-time  employees. 

"Sec.  2105.  Application  of  requirement  to  employers  of  different  sizes. 

"Sec.  2106.  Timing  of  enrollment,  period  of  coverage. 

"Part  B — Requirements  for  Qualified  Employer  Health  Plans 
"Sec.  2121.  Qualified  employer  health  plan  defined. 

"Sec.  2122.  Requirements  relating  to  employee  premiums  and  cost-shar- 
ing. 

"Part  C — Standards  for  Qualified  Health  Plans 
"Sec.  2151.  Certification  of  qualified  health  plans. 

"Sec.  2152.  Treatment  of  family  as  a  unit;  coverage  period;  health  plan 
cards. 

"Sec.  2153.  Requirements  respecting  basic  benefits. 

"Sec.  2154.  Requirements  respecting  limits  on  pre-existing  condition  exclu- 
sions and  coverage  standards  for  basic  health  services. 
"Sec.  2155.  Requirements  respecting  limits  on  cost-sharing. 
"Sec.  2156.  Adequacy  of  payments. 

"Sec.  2157.  Coordination  and  portability  of  health  coverage  under  quali- 
fied health  plans. 
"Sec.  2158.  Consumer  protections. 

"Sec.  2159.  Preemption  of  certain  state  and  federal  requirements. 

"Sec.  2160.  Use  of  uniform  claims  forms;  uniform  information  reporting. 

"Part  D — Definitions  and  Miscellaneous 
"Sec.  2181.  Definitions. 

"Sec.  2182.  Nonapplication  to  residents  of  Puerto  Rico  and  territories. 
Sec.  103.  Repeal  of  COBRA  continuation  requirements. 

TITLE  H— PROVISION  OF  HEALTH  INSURANCE  THROUGH  A 
PUBLIC  HEALTH  PLAN 

Sec.  201.  Public  health  plan. 

•HR  3205  IH 
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"TITLE  XXTT — PUBLIC  HEALTH  PLAN 
"Part  A — Eligibility  and  Enrollment 

Eligibility  to  enroll  for  health  insurance  benefits  and  to  apply 

for  low-income  assistance. 
Application  for  enrollment. 
Coverage  period;  termination  of  enrollment. 
Requirement  of  health  insurance  coverage. 

"Part  B — Health  Insurance  Benefits 
"Sec.  2211.  Required  health  services. 

"Part  C — Payments  for  Benefits;  Deductibles,  Coinsurance,  and 
Stop-loss  Protection  for  Basic  Health  Services 

"Sec.  2221.  Payments  for  benefits. 

"Sec.  2222.  Deductible  for  required  health  services. 

"Sec.  2223.  Coinsurance  for  required  health  services. 

"Sec.  2224.  Limit  on  cost-sharing  for  required  health  services. 

"Sec.  2225.  Exclusions;  coordination. 

"Sec.  2226.  Application  of  particular  qualified  health  plan  requirements. 
"Part  D— Premiums,  Public  Health  Trust  Fund 

"Sec.  2231.  Premiums. 

"Sec.  2232.  Collection  of  premiums. 

"Sec.  2233.  Public  Health  Trust  Fund. 

"Sec.  2234.  Transfer  payments  in  the  case  of  multiple  employers. 

"Sec.  2235.  Use  of  uniform  claims  forms;  uniform  information  reporting. 

"Part  E — Assistance  for  Low-Income  Individuals 

"Sec.  2241.  Assistance  for  individuals  with  income  below  the  poverty  line 

enrolled  on  a  non-employment  basis. 
"Sec.  2242.  Assistance  for  individuals  with  income  below  twice  the  poverty 

line  enrolled  on  a  non-employment  basis. 
"Sec.  2243.  Assistance  for  individuals  covered  under  qualified  employer 

health  plans. 
"Sec.  2244.  Applications  for  assistance. 

"Sec.  2245.  Reconciliation  of  premium  assistance  through  use  of  income 
statements. 

"Sec.  2246.  Treatment  of  certain  cash  assistance  recipients. 
"Sec.  2247.  Computation  of  family  adjusted  total  income. 

"Part  F — Administrative  Provisions 

"Sec.  2261.  Agreements  with  hospitals;  participating  physicians;  treatment 

of  Indian  Health  Service  facilities. 
"Sec.  2262.  Health  maintenance  organizations. 
"Sec.  2263.  Use  of  fiscal  agents. 
"Sec.  2264.  General  administration. 

"Sec.  2265.  Determinations;   appeals;   Provider  Reimbursement  Review 
Board. 

"Sec.  2266.  Program  integrity;  miscellaneous  provisions. 
"Sec.  2267.  Information  by  telephone. 
"Sec.  2268.  Demonstration  project  authority. 


"Sec.  2201. 

"Sec.  2202. 
"Sec.  2203. 
"Sec.  2204. 
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"Sec.  2269.  Incorporation  of  miscellaneous  medicare  provisions. 
"Part  H — Definitions  and  Miscellaneous 

"Sec.  2281.  Incorporation  of  certain  definitions  used  in  other  health-relat- 
ed titles. 

"Sec.  2282.  Definitions  relating  to  families. 
"Sec.  2283.  Other  definitions. 

"Sec.  2284.  Authorizing  reciprocal  coverage  of  foreign  nationals. 
"Sec.  2285.  Nonapplication  to  residents  of  Puerto  Rico  and  territories. 

TITLE  m— COST  CONTAINMENT 

Establishment  of  Health  Care  Cost  Containment  Commission. 
Specification  of  overall  health  care  spending  amounts. 
Establishment  of  ceilings  for  provider  payment  rates. 
Use  of  state  uniform  payment  rules. 

Application  of  peer  review  program  under  the  public  health  plan. 
TITLE  W — GROUP  HEALTH  INSURANCE  REFORM 

Sec.  401.  Excise  tax  on  premiums  received  on  health  insurance  policies  which 

do  not  meet  certain  requirements. 
Sec.  402.  Group  health  insurance  standards. 

"TITLE  XXm— GROUP  HEALTH  INSURANCE  STANDARDS 

"Part  1 — General  Standards;  Definitions 

"Sec.  2301.  Application  of  requirements  to  employment-related  health 
plans. 

"Sec.  2302.  Establishment  of  standards. 

"Sec.  2303.  Requirements  applicable  to  all  employment-related  health 
plans. 

"Sec.  2304.  Definitions. 

"Sec.  2305.  Notice  of  plans  meetings  requirements. 

"Part  2 — Small  Employer  Health  Insurance  Reform 

"Sec.  2311.  Enrollment  practice  and  guaranteed  renewability  requirements 

for  small  employer  health  plans. 
"Sec.  2312.  Rating  practices  for  small  employer  health  plans. 
"Sec.  2313.  Basic  benefit  package  for  small  employer  health  plans. 
"Sec.  2314.  Miscellaneous  disclosure  and  record-keeping  requirements  for 

small  employer  health  plans. 
"Sec.  2315.  Payment  of  commissions. 

"Sec.  2316.  Nonapplication  in  Puerto  Rico  and  the  territories. 
TITLE  V — CHANGES  IN  MEDICARE  PROGRAM 

Sec.  501.  Phased  reduction  in  age  for  medicare  ehgibility  to  60. 

Sec.  502.  Coverage  of  colorectal  screening. 

Sec.  503.  Coverage  of  certain  immunizations. 

Sec.  504.  Coverage  of  well-child  care. 

Sec.  505.  Annual  screening  mammography. 

Sec.  506.  Demonstration  projects  for  coverage  of  other  preventive  services. 

Sec.  507.  OTA  study  of  process  for  review  of  medicare  coverage  of  preventive 
services. 


Sec.  301. 

Sec.  302. 

Sec.  303. 

Sec.  304. 

Sec.  305. 
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Sec.  508.  Phased-in  requirement  of  part  B  enrollment. 
Sec.  509.  Changes  in  participation  agreements. 

Sec.  510.  Assuring  coordination  of  enrollment  with  qualified  health  plans. 
Sec.  511.  Coordination  of  low-income  assistance  for  medicare  beneficiaries. 

TITLE  VI— FINANCING  PROVISIONS 

Subtitle  A — General  Provisions 

Sec.  601.  Surtax  to  provide  funds  for  universal  health  coverage. 
Sec.  602.  Increase  in  wage  base  for  hospital  insurance  tax. 
Sec.  603.  Increase  in  rate  of  hospital  insurance  tax. 

Subtitle  B — Deductibility  of  Certain  Health  Insurance  Costs 

Sec.  611.  Indefinite  extension  of  deduction  for  health  insurance  costs  of  self- 
employed  individuals. 
Sec.  612.  Increase  in  amount  of  deduction. 

Subtitle  C — State  Maintenance  op  Effort 

Sec.  621.  State  maintenance  of  effort. 

TITLE  Vn— MEDICAID  PROVISIONS 

Sec.  701.  Coordination  with  public  health  plan. 

Sec.  702.  Use  of  medicare-related  payment  rates  as  floor  for  payments  for  inpa- 
tient hospital  services  and  physicians'  services  under  the  medic- 
aid program. 

1  TITLE  I— REQUIRING  EMPLOY- 

2  ERS  TO  PROVIDE  HEALTH 

3  INSURANCE  COVERAGE 

4  FOR  EMPLOYEES  AND  DE- 

5  PENDENTS  OR  TO  PAY  FOR 

6  COVERAGE  THROUGH  THE 

7  PUBLIC  HEALTH  PLAN 

8  SEC.  101.  "PAY-OR-PLAY"  REQUIREMENT. 

9  (a)  Premium  Taxes. — 

10  (1)  In  GENERAL. — Subtitle  C  of  the  Internal 

11  Revenue  Code  of  1986  (relating  to  employment 

12  taxes)  is  amended  by  inserting  after  chapter  21  the 

13  following  new  chapter: 
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1  "CHAPTER  21A— PUBLIC  HEALTH  PLAN 

2  TAXES 

"Sec.  3151.  Imposition  of  tax. 

"Sec.  3152.  Definitions  and  special  rules. 

3  "SEC.  3151.  IMPOSITION  OF  TAX. 

4  "(a)  Imposition  of  Tax. — In  addition  to  other 

5  taxes,  if  an  employee  of  any  employer  is  not  covered  under 

6  a  qualified  employer  health  plan  of  such  employer — 

7  "(1)  Tax  ON  EMPLOYERS. — There  is  hereby  im- 

8  posed  on  such  employer,  with  respect  to  having  such 

9  employee  in  his  employ,  a  tax  equal  to  the  employer 

10  rate  percentage  of  the  wages  paid  by  such  employer 

11  to  such  employee. 

12  "(2)  Tax  ON  employees. — There  is  hereby  im- 

13  posed  on  the  income  of  such  employee  a  tax  equal 

14  to  the  employee  rate  percentage  of  the  wages  re- 

15  ceived  by  such  employee  from  such  employer. 

16  "(3)  Wages  taken  into  account. — Wages 

17  shall  be  taken  into  account  under  this  subsection 

18  only  to  the  extent  attributable  to  the  period  during 

19  which  such  employee  is  not  covered  under  a  qualified 

20  employer  health  plan  of  such  employer. 

21  "(b)  Percentages. — For  purposes  of  this  section — 

22  "(1)  Employer  rate  percentage. — The  em- 

23  ployer  rate  percentage  for  any  calendar  year  is  80 
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1  percent  of  the  percentage  determined  under  para- 

2  graph  (3)  for  such  year. 

3  "(2)  Employee  eate  percentage. — The  em- 

4  ployee  rate  percentage  for  any  calendar  year  is  20 

5  percent  of  the  percentage  determined  under  para- 

6  graph  (3)  for  such  year. 

7  "(3)  Percentage  based  on  public  health 

8  plan  expenditures. — 

9  11  (A)  In  general. — The  percentage  deter- 

10  mined  under  this  paragraph  is — 

11  "(i)  9.0  percent  for  1993,  and 

12  "(ii)    for   any   subsequent  calendar 

13  year,  the  percentage  determined  by  multi- 

14  plying  the  update  percentage  for  such  year 

15  by  the  percentage  determined  under  this 

16  paragraph  for  the  preceding  calendar  year. 

17  If  any  percentage  determined  under  clause  (ii) 

18  is  not  a  multiple  of  0.1  percentage  point,  such 

19  percentage  shall  be  rounded  to  the  nearest  mul- 

20  tiple  of  0.1  percentage  point  (or  if  such  percent- 

21  age  is  a  multiple  of  0.05  percentage  point  but 

22  not  of  0.1  percentage  point,  such  percentage 

23  shall  be  increased  to  the  next  higher  multiple  of 

24  0.1  percentage  point). 
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1  "(B)  Update  percentage. — The  update 

2  percentage   for   any  calendar  year   is  100 

3  percent — 

4  "(i)  plus  or  minus  the  percentage  in- 

5  crease  or  decrease,  respectively,  (as  esti- 

6  mated  by  the  Secretary  of  Health  and 

7  Human  Services  as  of  October  1  before  the 

8  year  involved)  in  the  average  per  capita  ex- 

9  penditures  under  the  public  health  plan 

10  (under  title  XXII  of  the  Social  Security 

1 1  Act)  from  the  previous  year  to  the  year  in- 

12  volved,  and 

13  "(ii)  minus  or  plus  the  percentage  in- 

14  crease  or  decrease,  respectively,  (as  esti- 

15  mated  by  the  Secretary  as  of  October  1  be- 

16  fore  the  year  involved)  in  the  average  an- 

17  nual  wages  per  employee  for  employees 

18  whose  employment  is  subject  to  the  tax 

19  under  this  section  from  the  previous  year 

20  to  the  year  involved. 

21  "(C)  Per  capita  expenditures. — For 

22  purposes  of  subparagraph  (B),  the  term  'ex- 

23  penditures,  does  not  include  expenditures  at- 

24  tributable  to  low-income  assistance  under  part 

25  E  of  title  XXII  of  the  Social  Security  Act. 
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1  "(c)  Exceptions. — 

2  "(1)  Transition. — The  taxes  imposed  by  this 

3  section  shall  not  take  effect  before  the  date  on  which 

4  the  requirements  of  part  A  of  title  XXI  of  the  Social 

5  Security  Act  apply  with  respect  to  the  employer 

6  under  section  2105(a)  of  such  Act. 

7  "(2)  Employees  covered  by  another  em- 

8  ployer's  plan. — The  taxes  imposed  by  subsection 

9  (a)(2)  of  this  section  shall  not  apply  to  wages  paid 

10  to  any  employee  of  an  employer  for  any  period  such 

11  employee  is  covered  by  a  qualified  employer  health 

12  plan  of  another  employer  (whether  as  an  employee 

13  or  family  member  of  an  employee). 

14  "(3)    Employees    covered    by  federal 

15  health  PLAN. — The  taxes  imposed  by  this  section 

16  shall  not  apply  to  wages  paid  to  any  employee  of  the 

17  United  States  if,  by  reason  of  such  employment  (or 

18  the    employment    of    a    family    member),  the 

19  employee — 

20  "(A)  is  enrolled  in  a  health  benefits  plan 

21  under  chapter  89  of  title  5,  United  States  Code, 

22  or 

23  "(B)  is  provided  medical  and  dental  bene- 

24  fits  under  chapter  55  of  title  10  of  such  Code. 
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1  "SEC.  3152.  DEFINITIONS  AND  SPECIAL  RULES. 

2  "(a)  Wages. — For  purposes  of  this  chapter,  the  term 

3  'wages*  has  the  meaning  given  such  term  by  section 

4  3121(a)  except  that— 

5  "(1)  the  modifications  of  subsection  (b)  shall 

6  apply  in  detennining  whether  any  service  is  employ- 

7  ment,  and 

8  "(2)  the  applicable  contribution  base  under  sec- 

9  tion  3121(x)(2)  (relating  to  hospital  insurance)  shall 

10  be  used  under  section  3121(a)(1)  for  purposes  of 

1 1  this  chapter. 

12  "(b)  Employment. — For  purposes  of  this  chapter — 

13  "(1)  In  general. — Except  as  modified  in 
14*  paragraph  (2),  the  term  'employment'  has  the  mean- 

15  ing  given  such  term  by  section  3121(b). 

16  "(2^  MODDHCATIONS. — The  modifications  re- 

17  f erred  to  in  this  paragraph  are  that — 

18  "(A)  paragraphs  (5),  (6),  (7),  (8),  and  (9) 

19  of  section  3121(b)  shall  not  apply,  and 

20  "(B)  subsections  (r)  and  (w)  of  section 

21  3121  shall  not  apply. 

22  "(c)  Employee;  Employer. — For  purposes  of  this 

23  chapter,  the  terms  'employee*  and  'employer'  have  the 

24  same  meanings  as  such  terms  have  for  purposes  of  chapter 

25  21. 
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1  "(d)  Qualified  Employer  Health  Plan. — For 

2  purposes  of  chapter,  the  term  'qualified  employer  health 

3  plan'  means  a  plan  meeting  the  requirements  of  title  XXI 

4  of  the  Social  Security  Act. 

5  "(e)  Deduction  From  Wages. — Rules  similar  to 

6  the  rules  of  section  3102  shall  apply  to  the  tax  imposed 

7  by  section  3151(a)(2). 

8  "(f)  Other  Rules.— 

9  "(1)  In  general. — Rules  similar  to  the  rules 

10  of  sections  3123,  3125,  and  3126,  and  subsections 

11  (q)  and  (s)  of  section  3121,  shall  apply  for  purposes 

12  of  this  chapter. 

13  "(2)    Deposits. — The    deposit  requirements 

14  under  section  6302  applicable  to  the  taxes  imposed 

15  by  chapter  21  shall  apply  to  the  taxes  imposed  by 

16  this  chapter. 

17  "(3)  Multiple  employers. — 

18  "(A)  In  general. — Except  to  the  extent 

19  inconsistent  with  subparagraph  (B),  rules  simi- 

20  lar  to  the  rules  of  section  6413  shall  apply  to 

21  the  tax  imposed  by  section  3151(a)(2). 

22  "(B)  Contribution  base  to  apply  to 

23  wages  of  entire  family. — In  applying  sec- 

24  tion  6413(c)(1)  for  purposes  of  subparagraph 

25  (A),  the  employee  and  the  employee's  spouse 
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1  and  children  (as  defined  in  section  2282  of  the 

2  Social  Security  Act)  shall  be  treated  as  1  em- 

3  ployee.  The  credit  or  refund  allowable  by  reason 

4  of  the  preceding  sentence  shall  be  allocated 

5  among  such  individuals  in  such  manner  as  the 

6  Secretary  may  by  regulations  prescribe." 

7  (2)   Clerical  amendment. — The   table  of 

8  chapters  for  such  subtitle  C  is  amended  by  inserting 

9  after  the  item  relating  to  chapter  21  the  following 

10  new  item: 

"Chapter  21A.  Public  health  plan  taxes." 

1 1  (b)  Penalty  Taxes. — 

12  (1)  In  general. — Chapter  47  of  such  Code  is 

13  amended  by  adding  at  the  end  thereof  the  following 

14  new  section: 

15  "SEC.  5000A.  FAILURE  TO  ENROLL  EMPLOYEES  UNDER 

16  PUBLIC  HEALTH  PLAN. 

17  "(a)  In  General. — If  the  tax  imposed  by  section 


18  3151  applies  to  wages  (as  defined  in  section  3152)  paid 

19  by  an  employer  to  any  individual,  there  is  hereby  imposed 

20  a  tax  on  the  failure  by  the  employer  to  provide  to  the  Sec- 

21  retary  of  Health  and  Human  Services  (in  such  form  and 

22  manner  as  such  Secretary  may  specify  and  no  later  than 

23  the  date  enrollment  under  a  qualified  employer  health  plan 

24  is  required  under  section  2105  of  the  Social  Security  Act) 

25  completed  application  forms  for  enrollment  with  the  public 
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1  health  plan  of  employees  (and  family  members)  required 

2  to  be  enrolled  under  such  section  and  not  enrolled  under 

3  a  qualified  employer  health  plan. 

4  "(b)  Amount  op  Tax. — 

5  "(1)  In  general. — The  amount  of  the  tax  im- 

6  posed  by  subsection  (a)  on  any  failure  with  respect 

7  to  an  employee  shall  be  $100  for  each  day  in  the 

8  noncompliance  period  with  respect  to  such  failure. 

9  "(2)  Noncompliance  period. — For  purposes 

10  of  this  section,  the  term  'noncompliance  period' 

1 1  means,  with  respect  to  any  failure,  the  period — 

12  "(A)  beginning  on  the  date  such  failure  1st 

13  occurs,  and 

14  "(B)  ending  on  the  date  such  failure  is 

15  corrected. 

16  "(c)  Liability  for  Tax. — The  employer  shall  be  lia- 

17  ble  for  the  tax  imposed  by  subsection  (a). 

18  "(d)  Exceptions. — 

19  "(1)  Tax  not  to  apply  where  failure  not 

20  discovered    exercising    reasonable  dili- 

21  GENCE. — No  tax  shall  be  imposed  by  subsection  (a) 

22  on  any  failure  during  any  period  for  which  it  is  es- 

23  tablished  to  the  satisfaction  of  the  Secretary  that  the 

24  employer  did  not  know,  and  exercising  reasonable 
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1  diligence  would  not  have  known,  that  such  failure 

2  existed. 

3  "(2)  Tax  not  to  apply  to  failures  cor- 

4  RECTED  WITHIN  30  DAYS. — No  tax  shall  be  imposed 

5  by  subsection  (a)  on  any  failure  if — 

6  "(A)  such  failure  was  due  to  reasonable 

7  cause  and  not  to  willful  neglect,  and 

8  "(B)  such  failure  is  corrected  during  the 

9  1st  30  days  of  the  noncompliance  period  with 

10  respect  to  such  failure. 

11  "(3)  Waiver  by  secretary. — In  the  case  of  a 

12  failure  which  is  due  to  reasonable  cause  and  not  to 

13  willful  neglect,  the  Secretary  may  waive  part  or  all 

14  of  the  tax  imposed  by  subsection  (a)  to  the  extent 

15  that  the  payment  of  such  tax  would  be  unduly  bur- 

16  densome  relative  to  the  failure  involved.". 

17  (c)  Deficiency  Procedures  to  Apply  to  Chap- 

18  ter  47. — 

19  (1)  The  following  provisions  of  the  Internal 

20  Revenue  Code  of  1986  are  each  amended  by  striking 

21  "or  44"  each  place  it  appears  and  inserting  "44,  or 

22  47". 

23  (A)  Subsections  (a)  and  (b)(2)  of  section 

24  6211. 

25  (B)  Section  6212(a). 
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1  (C)  Subsections  (a)  and  (g)  of  section 

2  6213. 

3  (D)  Subsections  (c)  and  (d)  of  section 

4  6214. 

5  (E)  Section  6161(b)(1). 

6  (F)  Section  6344(a)(1). 

7  (G)  Subsections  (a)  and  (b)(1)  of  section 

8  6512. 

9  (H)  Section  7422(e). 

10  (2)  Sections  6211(a)  and  6862(a)  of  such  Code 

11  are  each  amended  by  striking  "and  44"  and  insert- 

12  ing  "44,  and  47". 

13  (3)  Paragraph  (1)  of  section  6212(b)  of  such 

14  Code  is  amended — 

15  (A)  by  striking  "or  chapter  44"  and  insert- 

16  ing  "chapter  44,  or  chapter  47",  and 

17  (B)  by  striking  "chapter  44,  and  this  chap- 

18  ter"  and  inserting  "chapter  44,  chapter  47,  and 

19  this  chapter". 

20  (4)  Paragraph  (1)  of  section  6212(c)  of  such 

21  Code  is  amended  by  striking  "or  of  chapter  44  tax 

22  for  the  same  taxable  period"  and  inserting  ",  of 

23  chapter  44  tax  for  the  same  taxable  period,  or  of 

24  chapter  47  for  each  act  or  failure  to  act  to  which  the 

25  petition  relates". 
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1  (d)  Clerical  Amendments. — 

2  (1)  So  much  of  chapter  47  of  such  Code  as  pre- 

3  cedes  subsection  (a)  of  section  5000  is  amended  to 

4  read  as  follows: 

5  "CHAPTER  47 — TAXES  RELATING  TO 

6  GROUP  HEALTH  PLANS 

"Sec.  5000.  Contributions  to  nonconforming  large  group  health 
plans. 

"Sec.  5000A.  Failure  to  enroll  employees  under  public  health 
plan. 

7  "SEC.  5000.  CONTRIBUTIONS  TO  NONCONFORMING  LARGE 

8  GROUP  HEALTH  PLANS." 

9  (2)  The  table  of  chapters  for  subtitle  D  of  such 

10  Code  is  amended  by  striking  the  item  relating  to 

1 1  chapter  47  and  inserting  the  following: 

"Chapter  47.  Taxes  relating  to  group  health  plans." 

12  (e)  Effective  Date. — The  amendments  made  by 

13  this  section  shall  apply  to  remuneration  paid  after  Decem- 

14  ber  31,  1992. 

15  SEC.  102.  meeting  requirement  through  enroll- 

16  ment  of  employees  and  families  under 

17  qualified  employer  health  plans. 

18  The  Social  Security  Act  is  amended  by  adding  at  the 

19  end  the  following  new  title: 
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1  "TITLE  XXI— REQUIREMENT    FOR  ENROLL- 

2  MENT  OF  EMPLOYEES  UNDER  A  QUALI- 

3  FIED  EMPLOYER  HEALTH  PLAN 

4  "SEC.  2100.  RELATION  TO  "PAY-OR-PLAY"  REQUIREMENT. 

5  "If  an  employer  fails  to  enroll  employees  (and  family 

6  members)  under  a  qualified  employer  health  plan  in  ac- 

7  cordance  with  this  title — 

8  "(1)  the  employer  and  employee  are  each  liable 

9  for  payment  of  an  excise  tax  under  section  3151(a) 

10  of  the  Internal  Revenue  Code  of  1986,  and 

11  "(2)  the  employer  is  required,  under  section 

12  5000A  of  such  Code,  to  provide  information  neces- 

13  sary  to  enroll  such  employees  and  family  members 

14  under  the  public  health  plan  under  title  XXIL 

15  "Part  A — Employer  Requirement  to  Enroll  Em- 

16  ployees  and  families  in  a  qualified  em- 

17  ployer  Health  Plan 

1 8  "SEC.  2101.  application  to  full-time  employees. 

19  "(a)  Unmarried  Employees. — 

20  "(1)  In  general. — Except  as  provided  in  this 

21  part,  each  employer  shall,  in  accordance  with  this 

22  title,  enroll  each  of  its  full-time  employees  who  is  un- 

23  married  in  a  qualified  employer  health  plan. 

24  "(2)  Multiple  full-time  employment. — 


23 

18 

1  "(A)  Each  offers  qualified  plan. — In 

2  the  case  of  an  unmarried  individual  who  is  a 

3  full-time  employee  of  more  than  1  employer,  if 

4  more  than  1  such  employer  offers  the  employee 

5  enrollment  under  a  qualified  employer  health 

6  plan — 

7  "(i)  the  individual  shall  elect  (in  a 

8  manner  specified  by  the  Secretary)  the 

9  qualified  employer  health  plan  under  which 

10  the  individual  (and  family  members)  will 

11  be  enrolled; 

12  "(ii)  a  nonenrolling  employer — 

13  "(I)  is  not  obligated  to  enroll  the 

14  employee  (and  family  members)  under 

15  its  qualified  employer  health  plan  (if 

16  any)  and  may  not  charge  the  individ- 

17  ual  any  premiums  for  required  cover- 

18  age   under   the    qualified  employer 

19  health  plan,  and 

20  "(II)  is  not  liable  for  any  tax 

21  under  section  3151(a)(1)  of  the  Inter- 

22  nal  Revenue  Code  of  1986  but  is  lia- 

23  ble  for  a  nonenrolling  employer  premi- 

24  urn  under  section  2234(a)(1)(A);  and 
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1  "(iii)  the  enrolling  employer  is  eligible 

2  for  an  enrolling  employer  subsidy  under 

3  section  2234(a)(1)(B). 

4  "(B)  Only  i  offers  qualified  plan. — 

5  In  the  case  of  an  unmarried  individual  who  is 

6  a  full-time  employee  of  more  than  1  employer, 

7  if  only  1  employer  offers  the  employee  enroll- 

8  ment  under  a  qualified  employer  health  plan — 

9  "(i)  the  individual  shall  be  enrolled 

10  under  such  plan  and,  pursuant  to  subsec- 

11  tion  (c)(2)  of  section  3151  of  the  Internal 

12  Revenue  Code  of  1986,  is  not  subject  to 

13  taxes  under  subsection  (a)(2)  of  such  sec- 

14  tion  with   respect   to   employment  with 

15  nonenrolling  employers,  and 

16  "(ii)  the  enrolling  employer  is  eligible 

17  for  an  enrolling  employer  subsidy  under 

18  section  2234(a)(1)(B). 

19  "(b)  Married  Employees. — 

20  "(1)  In  general. — Except  as  provided  in  this 

21  part,  each  employer  shall,  in  accordance  with  this 

22  title,  enroll  each  of  its  full-time  employees  who  is 

23  married  in  a  qualified  employer  health  plan. 

24  "(2)  Both  full-time  employees. — In  the 

25  case  of  married  individuals,  if  both  are  full-time  em- 
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1  ployees  of  1  or  more  employers,  rules  established  by 

2  the  Secretary  based  on  the  rules  under  subsection 

3  (a)(2)  for  multiple  employment  of  unmarried  individ- 

4  uals  shall  apply. 

5  "(c)  Construction. — Nothing  in  this  section  shall 

6  be  construed  as  preventing  the  nonenrolling  plan  from 

7  supplementing  the  benefits  of  the  enrolling  plan. 

8  "(d)  Definitions. — In  this  section,  the  terms  'en- 

9  rolling  employer'  and  'enrolling  plan'  mean,  with  respect 

10  to  an  individual  or  a  married  couple,  the  employer  that 

1 1  offers  the  qualified  employer  health  plan  in  which  the  indi- 

12  vidual  or  couple  is  enrolled  under  subsection  (a)(2)(A)(i) 

13  or  (b)(2)(A)(i)  and  such  plan,  respectively,  and  the  terms 

14  'nonenrolling  employer'  and  'nonenrolling  plan'  mean  the 

15  other  employer  and  other  qualified  employer  health  plan, 

16  respectively. 

17  "SEC.  2102.  APPLICATION  TO  PART-TIME  EMPLOYEES. 

18  "(a)   Application   of   Full-Time  Employee 

19  Rules. — Subject  to  subsection  (b),  the  provisions  of  sec- 

20  tion  2101  shall  apply  to  part-time  employees  in  the  same 

21  manner  as  they  apply  to  full-time  employees. 

22  "(b)  Separate  Treatment  of  Part-Time  and 

23  Full-Time  Employees  Under  Qualified  Employer 

24  Health  Plans. — For  rule  regarding  separate,  but  uni- 
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1  form,  treatment  of  full-time  and  part-time  employees  (and 

2  family  members),  see  section  2104(b). 

3  "SEC.  2103.  APPLICATION  TO  SEASONAL  AND  TEMPORARY 

4  EMPLOYEES. 

5  "(a)  Enrollment  Under  Qualified  Employer 

6  Health  Plan  Not  Affecting  Application  of  Excise 

7  Tax. — The  enrolling  by  an  employer  of  an  employee  desig- 

8  nated  under  subsection  (b)  as  a  seasonal  or  temporary  em- 

9  ployee  (as  defined  in  section  2181(b)(3)),  whether  a  part- 

10  time  or  full-time  employee,  under  the  qualified  employer 

11  health  plan  of  the  employer  shall  not  be  considered,  for 

12  purposes  of  section  3151  of  the  Internal  Revenue  Code 

13  of  1986,  coverage  of  the  employee  under  a  qualified  em- 

14  ployer  health  plan. 

15  "(b)  Designation  of  Seasonal  or  Temporary 

16  Employees. — Each  employer  shall  designate,  at  the  time 

17  of  initial  employment  and  in  a  manner  specified  by  the 

18  Secretary,  if  the  individual  is  to  be  treated  under  this  title 

19  and  title  XXII  as  a  seasonal  or  temporary  employee. 

20  "SEC  2104.  TREATMENT  OF  ALL  FAMILY  MEMBERS  AS  A 

21  UNIT;  UNIFORM  TREATMENT  OF  FULL-TIME 

22  EMPLOYEES  AND  OF  PART-TIME  EMPLOYEES. 

23  "(a)  Treatment  of  All  Family  Members  as  a 

24  Unit.— 


•HR  3205  IH 


27 


22 

1  "(1)  In  general. — In  accordance  with  section 

2  2152(a),  enrollment  of  an  employee  in  a  qualified 

3  employer  health  plan  shall  include  enrollment  of  the 

4  other  family  members  of  the  employee. 

5  "(2)  Treatment  op  children. — In  the  case 

6  of  an  individual  who  is  a  child,  the  employer  of  the 

7  child  is  not  required  to  enroll  the  child  in  a  qualified 

8  employer  health  plan  by  virtue  of  the  part-time  or 

9  full-time  employment  of  the  child  (whether  or  not 

10  the  parent  of  the  child  is  a  full-time  or  part-time 

11  employee).  However,  the  employer  is  liable  for  taxes 

12  under  section  3151(a)(1)  of  the  Internal  Revenue 

13  Code  of  1986  (or  payment  of  a  nonenrolling  employ- 

14  er  premium  under  section  2234(a)(1)(A))  with  re- 

15  spect  to  such  employment,  and  the  child  is,  subject 

16  to  section  3151(c)(2)  of  such  Code,  liable  for  taxes 

17  under  section  3151(a)(2)  of  such  Code. 

18  "(b)  Uniform  Treatment  of  Full-Time  Employ- 

19  EES  AND  OF  PART-TIME  EMPLOYEES —Except  as  author- 

20  ized  under  sections  2101  and  2102  (with  respect  to  per- 

21  mitting  certain  multiple-employed  individuals  to  elect  cov- 

22  erage  under  qualified  employer  health  plans)  and  as  pro- 

23  vided  under  section  2103  and  subsection  (a)(2)  of  this  sec- 

24  tion,  an  employer  health  plan  is  not  a  qualified  employer 

25  health  plan  if  the  plan — 
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1  "(1)  enrolls  some  (but  not  all)  full-time  employ- 

2  ees  (and  family  members)  required  to  be  enrolled 

3  under  this  part,  or 

4  "(2)  enrolls  some  (but  not  all)  part-time  em- 

5  ployees  (and  family  members)  required  to  be  enrolled 

6  under  this  part. 


7  However,  a  plan  may  be  a  qualified  employer  health  plan 

8  and  enroll  only  full-time  employees  (and  family  members), 

9  but  not  part-time  employees  (and  family  members). 

10  "SEC.  2105.  APPLICATION  OF  REQUIREMENT  TO  EMPLOY- 


1 1  ERS  OF  DIFFERENT  SIZES. 

12  "(a)  In  General. — Except  as  provided  in  subsection 

13  (b),  the  requirements  of  this  part  apply — 

14  "(1)  as  of  January  1,  1993,  to  large  employers; 

15  "(2)  as  of  January  1,  1994,  to  medium-size  em- 

16  ployers  that  normally  employ  at  least  50  employees 

17  on  a  typical  business  day  during  the  calendar  year; 

18  "(3)  as  of  January  1,  1995,  to  medium-size  em- 

19  ployers  not  described  in  paragraph  (2);  and 

20  "(4)  as  of  January  1,  1996,  to  small  employers. 

21  "(b)  Transition  for  Collective  Bargaining 

22  Agreements. — The  requirements  of  this  part  shall  not 

23  apply  to  employers  with  respect  to  their  employees,  insofar 

24  as  such  employees  are  covered  under  a  collective  bargain- 

25  ing  agreement  ratified  before  the  date  of  the  enactment 
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1  of  this  title,  earlier  than  the  date  of  termination  of  such 

2  agreement  (determined  without  regard  to  any  extension 

3  thereof  agreed  to  after  the  date  of  the  enactment  of  this 

4  title). 

5  "SEC.  2106.  TIMING  OF  ENROLLMENT;  PERIOD  OF  COVER- 


6  AGE. 

7  "(a)  Timing  of  Enrollment;  Notices. — 

8  "(1)  In  GENERAL. — Enrollment  under  this  part 

9  shall  occur  not  later  than  the  date  on  which  the  em- 

10  ployment,  for  which  such  enrollment  is  required 

1 1  under  this  part,  commences. 

12  "(2)  Reference  to  disclosure  require- 

13  MENT. — For  requirement  for  disclosure  to  employees 

14  of  information  respecting  the  availability  of  low-in- 

15  come  assistance  under  part  E  of  title  XXII,  see  sec- 

16  tion  2158(a)(1). 

17  "(b)  Period  of  Coverage. — 

18  "(1)    Beginning   of   coverage. — Coverage 

19  under  a  qualified  employer  health  plan  shall  begin  in 

20  accordance  with  section  2152(b). 

21  "(2)  Termination  of  coverage. — 

22  "(A)  In  general. — If  an  enrollment  is  ef- 

23  fected  under  this  part  on  the  basis  of  employ- 

24  ment,  coverage  under  such  enrollment  may  be 

25  terminated,  subject  to  subparagraph  (B),  on  the 
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1  last  day  of  the  month  (or  of  any  subsequent 

2  month)  during  which  such  employment  is  termi- 

3  nated. 

4  "(B)  Notice  required. — Effective  on  the 

5  date  specified  in  section  2157(b)(2),  coverage 

6  under  a  qualified  employer  health  plan  shall  not 

7  be  terminated  unless  notice  has  been  provided 

8  to    the    Secretary,    as    required    in  section 

9  2157(b)(1),  of  such  termination  at  least  7  days 

10  before  the  last  day  of  the  month  in  which  em- 

11  ployment  is  terminated   (or  any  subsequent 

12  month). 

13  "(3)  Treatment  of  family  members. — Sub- 

14  ject  to  section  2152,  the  period  of  coverage  for  fami- 

15  ly  members  of  an  employee  shall  be  the  same  as  the 

16  period  of  coverage  for  the  employee. 

17  "Part  B — Requirements  for  Qualified  Employer 

18  Health  Plans 

19  "SEC.  2121.  QUALIFIED  EMPLOYER  HEALTH  PLAN  DEFINED. 

20  "(a)  In  General. — In  this  title  and  title  XXII,  sub- 

21  ject  to  subsection  (b),  the  term  'qualified  employer  health 

22  plan'  means  an  employment-related  health  plan  (as  de- 

23  fined  in  section  2304(a)(2))  that— 

24  "(1)  is  a  qualified  health  plan  (as  defined  in 

25  section  2151(a)), 
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1  "(2)  except  as  provided  in  section  2122,  does 

2  not  impose  premiums,  deductibles,  or  copayments  on 

3  employees  (and  family  members)  required  to  be  en- 

4  rolled  in  a  qualified  employer  health  plan  under  part 

5  A,  and 

6  "(3)    meets    the    requirements    t)f  section 

7  2243(c)(3)  (relating  to  coordination  of  low-income 

8  assistance  for  deductibles). 

9  "(b)  Types  op  Qualified  Employer  Health 

10  Plans.— 

11  "(1)  Large  employers. — A  large  employer 

12  may  meet  the  requirements  of  this  title  through  a 

13  qualified  employer  health  plan  that  is  an  insured 

14  plan  or  that  is  a  self-insured  plan. 

15  "(2)  Medium-size  and  small  employers. — 

16  A  medium-size  or  small  employer  may  meet  the  re- 

17  quirements  of  this  title  only  through  a  qualified  em- 

18  ployer  health  plan  that  is  an  insured  plan. 

19  "(3)  Insured  plan  defined. — The  term  'in- 

20  sured  plan'  has  the  meaning  given  the  term  'applica- 

21  ble  accident  and  health  insurance  contract'  in  sec- 

22  tion  5000B (e)(1)  of  the  Internal  Revenue  Code  of 

23  1986. 
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1  "SEC.  2122.  REQUIREMENTS  RELATING  TO  EMPLOYEE  PRE- 

2  MIUMS  AND  COST-SHARING. 

3  "(a)  Enrollee  Premiums  and  Cost-Sharing 

4  Permitted. — 

5  "(1)  In  general. — A  qualified  employer  health 

6  plan  may  require  an  enrollee  to  pay  for — 

7  "(A)  premiums  for  coverage  under  the 

8  plan,  but  only  if  the  premiums  do  not  exceed 

9  the  limitations  imposed  under  this  section,  and 

10  "(B)  cost-sharing  amounts  for  coverage 

1 1  under  the  plan,  but  only  if  the  cost-sharing  does 

12  not   exceed   the   limitations   on  deductibles, 

13  copayments,  and  coinsurance  imposed  with  re- 

14  spect  to  qualified  health  plans  under  section 

15  2155. 

16  "(2)  Treatment  of  additional,  required 

17  COVERAGE. — If  a  qualified  employer  health  plan  pro- 

18  vides  benefits  in  addition  to  the  benefits  required 

19  under  this  title  and  the  employee  is  not  permitted 

20  the  option  of  not  accepting  such  additional  benefits, 

21  the  plan — 

22  "(A)  may  not  impose  a  premium,  for  such 

23  required  and  additional  benefits,  that  exceeds 

24  the  premiums  that  may  be  imposed  for  the 

25  basic  benefits,  and 


•HR  3205  m 


33 


28 

1  "(B)  shall  assure  that  cost- sharing  is  not 

2  imposed  with  respect  to  required  health  services 

3  once  the  cost-sharing  limit  has  been  reached  in 

4  a  year  with  respect  to  benefits  for  such  services. 

5  "(3)     Nondiscrimination     in  premium 

6  AMOUNTS. — Under  a  qualified  employer  health  plan, 

7  no  employee  may  be  charged  a  different  premium  for 

8  similar  benefits  in  the  same  employer  health  plan  for 

9  the  same  beneficiary  class  based  on  the  age  or  sex 

10  of  the  employee. 

1 1  "(b)  Limitation  on  Premiums. — 

12  "(1)  Monthly  premium  limited  to  20  per- 

13  CENT  OF  ACTUARIAL  RATE. — 

14  "(A)  In  GENERAL. — A  qualified  employer 

15  health  plan  may  not  require  an  employee  to  pay 

16  a  premium — 

17  "(i)  for  coverage  for  a  period  of  longer 

18  than  one  month,  or 

19  "(ii)  the  amount  of  which  on  a  month- 

20  ly  basis  exceeds  20  percent  of  the  monthly 

21  actuarial  rate  (as  defined  under  subpara- 

22  graph  (B)). 

23  "(B)  Monthly  actuarial  rate  de- 

24  fined. — For  purposes  of  this  subsection,  the 

25  term  'monthly  actuarial  rate'  means,  with  re- 
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1  spect  to  a  qualified  employer  health  plan  in  a 

2  plan  year,  the  average  monthly  per  enrollee 

3  amount  that  the  plan  estimates,  for  enrollees 

4  under  the  plan  during  the  year,  would  be  neces- 

5  sary  to  pay  for  the  total  benefits  required  dur- 

6  ing  the  year  under  the  plan  (with  respect  to  re- 

7  quired  health  services),  including  administrative 

8  costs  for  the  provision  of  such  benefits  and  an 

9  appropriate  amount  for  a  contingency  margin. 

10  "(C)  Application  on  basis  of  family 

11  status. — For  purposes  of  subparagraph  (B),  a 

12  qualified  employer  health  plan  may  provide  for 

13  the  premium  to  be  applied,  and  the  monthly  ac- 

14  tuarial  rate  described  in  such  subparagraph  to 

15  be  estimated,  for  required  health  services  based 

16  on  the  beneficiary  classes  described  in  section 

17  2231(d)(1)  or  on  such  other  beneficiary  classifi- 

18  cations,  consistent  with  subsection  (a),  as  the 

19  employer  or  plan  may  specify. 

20  "(3)  Liability  for  payment  of  premiums. — 

21  An  employee  enrolled  under  a  qualified  employer 

22  health  plan  is  liable  for  payment  of  premiums  re- 

23  quired  under  that  plan  in  accordance  with  this  sub- 

24  section.  In  no  case  shall  an  employee  be  liable  for 

25  premiums  with  respect  to  a  qualified  employer 
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1  health  plan,  other  than  the  portion  of  the  premium 

2  which  may  be  imposed  on  the  employee  consistent 

3  with  this  section. 

4  "(4)  Withholding  permitted. — No  provision 

5  of  State  law  shall  prevent  an  employer  of  an  employ- 

6  ee  enrolled  under  a  qualified  employer  health  plan 

7  from  withholding  the  amount  of  any  premium  due 

8  by  the  employee  under  this  subsection  from  the 

9  wages  paid  the  employee. 

10  "(5)  Construction. — Nothing  in  this  section 

1 1  shall  be  construed — 

12  "(A)  as  preventing  an  employer  from  pay- 

13  ing  part  or  all  of  the  employee  premium  for  re- 

14  quired  health  services  or  other  health  services, 

15  or 

16  "(B)  subject  to  subsection  (a),  from  re- 

17  quiring  an  employee  to  pay  for  all  or  part  of  the 

18  premium  for  benefits  for  services  other  than  re- 

19  quired  health  services. 

20  "Part  C — Standards  for  Qualified  Health  Plans 

21  "SEC.  2151.  CERTIFICATION  OF  QUALIFIED  HEALTH  PLANS. 

22  "(a)  Qualified  Health  Plan  Defined. — For 

23  purposes  of  this  title,  the  term  'qualified  health  plan' 

24  means  a  health  plan  that  the  Secretary  certifies,  upon  ap- 
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1  plication  by  the  plan,  to  meet  the  requirements  of  this 

2  part. 

3  "(b)  Review  and  Recertification. — The  Secre- 

4  tary  shall  establish  procedures  for  the  periodic  review  and 

5  recertification  of  plans  as  qualified  health  plans. 

6  "(c)  Termination  of  Certification. — The  Secre- 

7  tary  shall  terminate  the  certification  of  a  qualified  health 

8  plan  if  the  Secretary  determines  that  the  plan  no  longer 

9  meets  the  requirements  for  certification.  Before  effecting 

10  a  termination,  the  Secretary  shall  provide  the  plan  notice 

11  and  opportunity  for  a  hearing  on  the  proposed  termina- 

12  tion. 

13  "SEC.  2152.  TREATMENT  OF  FAMILY  AS  A  UNIT;  COVERAGE 

14  PERIOD;  HEALTH  PLAN  CARDS. 

15  "(a)  Treatment  of  Family  as  a  Unit. — 

16  "(1)  In  general. — Subject  to  paragraph  (2), 

17  enrollment  of  an  individual  in  a  qualified  health  plan 

18  shall  include  enrollment  of  the  other  family  members 

19  (as  defined  in  section  2282(1))  of  the  individual. 

20  "(2)   Treatment  of  ineligible  indivtd- 

21  UALS. — Nothing  in  paragraph  (1)  shall  be  construed 

22  as  requiring  a  qualified  health  plan  (or  permitting 

23  the  public  health  plan)  to  enroll  individuals  who  are 

24  not    eligible    individuals    (as    defined   in  section 

25  2201(d)). 
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1  "(b)  Beginning  of  Coverage. — 

2  "(1)  In  general. — In  the  case  of  an  individual 

3  enrolled  under  any  qualified  health  plan,  subject  to 

4  subsection  (c),  the  benefits  under  the  plan  shall  first 

5  become  available  for  services  furnished  beginning  on 

6  the  first  day  of  the  month  following  the  month  of 

7  enrollment. 

8  "(2)  Special  rules. — The  Secretary  shall  pro- 

9  vide  for  such  standards  as  may  be  necessary  to  pro- 

10  vide  for  the  allocation  of  responsibility  among  quali- 

11  fied  health  plans  (including  the  public  health  plan 

12  under  title  XXII)  in  the  case  of  an  inpatient  hospital 

13  stay,  or  in  the  case  in  which  a  single  payment 

14  amount  if  made  for  other  services  provided  over  a 

15  period  of  time,  that  begins  during  the  period  of  cov- 

16  erage  under  one  qualified  health  plan  and  ends  dur- 

17  ing  a  period  of  coverage  under  another  qualified 

18  health  plan. 

19  "(c)  Standards  to  Reflect  Changes  in  Family 

20  and  Employment  Status. — 

21  "(1)  In  general. — Under  standards  estab- 

22  lished  by  the  Secretary  consistent  with  this  subsec- 

23  tion,  qualified  health  plans  shall  provide  for  appro- 

24  priate  changes  in  the  coverage  of  family  members  to 

25  take  into  account — 
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1  "(A)  changes  in  family  composition  or  sta- 

2  tus,  including  marriage,  divorce  (or  legal  sepa- 

3  ration),  birth  or  adoption  of  children,  and  the 

4  aging  of  children  into  adulthood,  and 

5  "(B)  changes  in  employment  status. 

6  "(2)  Monthly  changes. — Except  as  specifi- 

7  cally  provided  in  this  subsection,  such  standards 

8  shall  be  designed — 

9  "(A)  to  effect  a  change  in  enrollment  (or 

10  status  of  enrollment)  as  of  the  first  day  of  the 

11  first  month  (or,  in  order  to  provide  for  notice 

12  and  an  opportunity  for  coordination  among 

13  plans,  a  later  month)  following  the  date  of  the 

14  event  causing  the  change, 

15  "(B)  to  prevent  any  periods  of  noncoverage 

16  under  any  qualified  health  plans,  and 

17  "(C)  to  provide,  in  the  case  of  a  change  of 

18  family  status  such  as  marriage,  divorce,  or  legal 

19  separation,  for  accounting  and  crediting  of  cost- 

20  sharing  among  family  members  (described  in 

21  section  2157(c))  in  an  equitable  and  adminis- 

22  trable  manner. 

23  "(3)  Treatment  of  newborns. — 

24  "(A)  Birth  to  woman  during  period 

25  OF  coverage. — Any  child  born  to  a  woman 
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1  during  the  period  of  coverage  under  a  qualified 

2  health  plan  shall,  as  of  the  date  of  birth,  be 

3  automatically  enrolled  and  covered  for  benefits 

4  under  the  plan. 

5  a(B)  Birth  to  woman  without  cover- 

6  AGE. — Any  child  born  in  the  United  States  to 

7  a  woman  who  is  not,  at  the  time  of  birth,  en- 

8  rolled  under  a  qualified  health  plan  shall  be 

9  automatically  enrolled  and  covered  for  benefits 

10  under  this  title  as  of  the  date  of  birth  if  an  ap- 

11  plication  for  such  enrollment  is  made  not  later 

12  than  60  days  after  the  date  of  birth  or,  if  later, 

13  the  end  of  the  year  in  which  the  child  is  born. 

14  "(4)  Adoption. — 

15  "(i)  Treatment  of  voluntary  relin- 

16  QUISHMENT. — Any  child  who  is  voluntarily  re- 

17  linquished  to  a  public  or  private  agency  shall, 

18  upon  the  application  by  the  agency,  be  enrolled 

19  under  this  title  and  covered  as  of  the  date  of 

20  the  relinquishment,  until  the  date  of  the  child's 

21  placement  for  adoption. 

22  "(h)   Treatment   of  adopted  chil- 

23  DREN. — Any  child  who  is  placed  for  adoption 

24  with  an  individual  during  the  period  the  individ- 

25  ual  is  enrolled  and  covered  under  a  qualified 
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1  health  plan  shall,  as  of  the  date  of  the  place- 

2  ment  for  adoption,  be  treated  as  the  child  of  the 

3  individual  and  be  automatically  enrolled  and 

4  covered  under  such  plan. 

5  "(5)  Placement  in  custody  of  public 

6  agency  pursuant  to  court  order  or  other- 

7  WISE. — Any  child  who  is  removed  from  the  family 

8  and  placed  in  the  temporary  custody  of  a  public 

9  agency  pursuant  to  a  court  order  or  otherwise  shall, 

10  upon  application  by  the  public  agency  on  or  after  the 

11  date  of  the  removal  and  placement  with  the  public 

12  agency,  be  deemed  to  be  automatically  enrolled  and 

13  covered  for  benefits  under  this  title  as  of  the  date 

14  of  the  application,  until  the  child  is  returned  to  the 

15  family  or  placed  for  adoption. 

16  "(6)  Treatment  of  legal  wards,  foster 

17  children,  ETC. — In  cases  not  described  in  para- 

18  graphs  (4)  or  (5),  the  Secretary  shall  establish 

19  standards  relating  to  the  time  an  individual  de- 

20  scribed  in  section  2282(5)(B)(ii)  is  treated  as  the 

21  child  of  the  person  with  custody  and  such  other 

22  standards  as  may  be  necessary  to  assure  the  proper 

23  coordination  of  enrollment  of  children  and  other  in- 

24  dividuals  among  qualified  health  plans. 
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1  "(d)  Health  Plan  Cards. — In  conjunction  with  en- 

2  rollment  of  individuals  under  a  qualified  health  plan,  the 

3  plan  shall  provide  for  the  issuance  of  a  card  which  may 

4  be  used  for  purposes  of  identification  of  such  enrollment 

5  and  the  processing  of  claims  for  benefits  under  the  plan. 

6  Such  card  shall — 


7  "(1)  identify  (as  appropriate)  the  types  of  bene- 

8  fits  to  which  the  individual  is  entitled  under  the 

9  plan,  and 

10  "(2)  contain  such  other  information  as  the  Sec- 

1 1  retary  (and  the  plan)  shall  specify. 

12  "SEC.  2153.  REQUIREMENTS  RESPECTING  BASIC  BENEFITS. 

13  "(a)  In  General. — Each  qualified  health  plan  must 

14  provide  for  benefits  for  at  least  all  required  health  services 

15  (as  defined  in  section  2211(a)(2)). 

16  "(b)  Treatment  of  Additional  Benefits. — 

17  Nothing  in  this  section  shall  be  construed  as  preventing 

18  a  qualified  health  plan  from  including  benefits  in  addition 

19  to  benefits  for  required  health  services. 

20  "sec.  2154.  requirements  respecting  limits  on  pre- 

21  existing  condition  exclusions  and  cov- 

22  erage  standards  for  basic  health 

23  services. 

24  "(a)  In  General. — Except  as  provided  under  sub- 

25  section  (b),  a  qualified  health  plan — 
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1  "(1)  may  not  deny,  limit,  or  condition  the  cov- 

2  erage  under  (or  benefits  of)  the  plan  with  respect  to 

3  basic  health  services  based  on  the  health  status, 

4  claims  experience,  receipt  of  health  care,  medical  his- 

5  tory,  or  lack  of  evidence  of  insurability,  of  an  indi- 

6  vidual,  and 

7  "(2)  may  not  provide  for  exclusions  from  cover- 

8  age  for  basic  health  services  that  are  more  restrictive 

9  than  the  exclusions  for  such  services  under  this  title. 

10  "(b)  Treatment  of  Pre-existing  Condition  Ex- 

1 1  CLUSIONS  FOR  ALL  SERVICES. — 

12  "(1)  In  general. — Subject  to  the  succeeding 

13  provisions  of  this  subsection,  a  qualified  health  plan 

14  (other  than  the  public  health  plan)  may  exclude  cov- 

15  erage  with  respect  to  services  related  to  treatment  of 

16  a  pre-existing  condition,  but  the  period  of  such  ex- 

17  elusion  may  not  exceed  6  months. 

18  "(2)   Nonapplication  to  newborns  and 

19  sunset  of  pre-existing  condition  exclusions 

20  FOR  BASIC  health  services. — The  exclusion  of 

21  coverage  permitted  under  paragraph  (1)  shall  not 

22  apply  to— 

23  "(A)  services  furnished  to  newborns,  or 
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1  "(B)  basic  health  services  furnished  on  or 

2  after  July  1  of  the  4th  year  beginning  after  the 

3  date  of  the  enactment  of  this  title. 

4  "(3)  Crediting  op  previous  coverage. — 

5  "(A)  In  general. — If  an  individual  is  in 

6  a  period  of  continuous  coverage  (as  defined  in 

7  subparagraph  (B)(i))  with  respect  to  particular 

8  services  as  of  the  date  of  initial  coverage  under 

9  a  plan,  any  period  of  exclusion  of  coverage  with 

10  respect  to  a  pre-existing  condition  for  such  serv- 

11  ices  or  type  of  services  shall  be  reduced  by  1 

12  month  for  each  month  in  the  period  of  continu- 

13  ous  coverage. 

14  "(B)  Definitions. — In  this  paragraph: 

15  "(i)  Period  of  continuous  cover- 

16  AGE. — The  term  'period  of  continuous  cov- 

17  erage'  means,  with  respect  to  particular 

18  services,  the  period  beginning  on  the  date 

19  an  individual  is  enrolled  under  a  health 

20  plan  or  program  (including  a  qualified 

21  health  plan,  a  Federal  health  plan,  the 

22  medicare  program,  a  State  plan  under  title 

23  XIX,  or  a  State  general  medical  assistance 

24  program)  which  provides  the  same  or  sub- 

25  •  stantially  similar  benefits  with  respect  to 
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1  such  services  and  ends  on  the  date  the  in- 

2  dividual  is  not  so  enrolled  for  a  continuous 

3  period  of  more  than  3  months. 

4  "(ii)  Pre-existing  condition. — The 

5  term  'pre-existing  condition'  means,  with 

6  respect  to  coverage  under  a  plan,  a  condi- 

7  tion  which  has  been  diagnosed  or  treated 

8  during  the  3 -month  period  ending  on  the 

9  day  before  the  first  date  of  such  coverage, 

10  except  that  such  term  does  not  include  a 

11  condition  which  was  first  diagnosed  or 

12  treated  during  a  period  of  continuous  cov- 

13  erage. 

14  "(C)   Standards  for  similar  bene- 

15  FITS. — The  Secretary  shall  establish  such  crite- 

16  ria  for  determining  if  benefits  are  substantially 

17  similar  as  may  be  necessary  to  carry  out  this 

18  subsection. 

19  "SEC.  2155.  REQUIREMENTS  RESPECTING  LIMITS  ON  COST- 

20  SHARING. 

21  "(a)  In  General. — A  qualified  health  plan  may  not 

22  impose  deductibles,  copayments,  or  coinsurance  with  re- 

23  spect  to  required  health  services  in  excess  of  the  deductible 

24  and  coinsurance  permitted  under  part  C  of  title  XXII  with 
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1  respect  to  such  services  (not  taking  into  account  any  low- 

2  income  assistance  provided  under  part  E  of  title  XXII). 

3  "(b)  Construction. — Nothing  in  this  section  shall 

4  be  construed  as  preventing  a  qualified  health  plan  from 

5  providing  for  deductibles,  coinsurance,  and  copayments  or 

6  other  restrictions  with  respect  to  services  other  than  re- 

7  quired  health  services  that  are  different  from  those  per- 

8  mitted  with  respect  to  required  health  services. 

9  "SEC.  2156.  ADEQUACY  OF  PAYMENTS. 

10  "(a)  In  General. — A  qualified  health  plan  shall  es- 

11  tablish  adequate  payment  rates  for  required  health  serv- 

12  ices. 

13  "(b)  Test  if  Rates  Below  Reference  Rates. — 

14  "(1)  In  general. — If  a  qualified  health  plan 

15  provides  payment  rates  for  required  health  services 

16  that,  on  average  (as  weighted  to  reflect  the  relative 

17  frequency  and  dollar  amount  of  such  services  under 

18  the  plan),  are  less  than  95  percent  of  the  payment 

19  rates  for  such  services  specified  under  section  303  of 

20  the  Health  Insurance  Coverage  and  Cost  Contain- 

21  ment  Act  of  1991,  the  plan  is  not  considered  to  meet 

22  the  requirement  of  subsection  (a)  unless  it  demon- 

23  strates  to  the  satisfaction  of  the  Secretary  that  its 

24  enrollees,  in  order  to  obtain  medically  necessary  re- 

25  quired  health  services,  are  not  required  to  incur  out- 
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1  of-pocket  expenditures  (for  other  than  premiums) 

2  substantially  in  excess  of  the  out-of-pocket  expendi- 

3  tures  the  enrollees  would  have  incurred  if  enrolled 

4  under  the  public  health  plan. 

5  "(2)  Treatment  of  health  maintenance 

6  ORGANIZATIONS. — Paragraph  (1)  shall  not  apply  to 

7  a  plan  of  an  eligible  organization  (as  defined  in  sec- 

8  tion  1876(b))  which  provides  for  enrollee  protections 

9  which  are  at  least  as  great  as  the  enrollee  protec- 

10  tions  provided  under  section  2262  (but  without  the 

11  application  of  section  2262(b)(5)  or  1876(c)(3)(B)). 

12  "SEC.  2157.  COORDINATION  AND  PORTABILITY  OF  HEALTH 

13  COVERAGE     UNDER     QUALIFIED  HEALTH 

14  PLANS. 

15  "(a)  In  General. — Each  qualified  health  plan  shall 

16  provide  for  coordination  of — 

17  "(1)  enrollment  and  termination  of  enrollment 

18  among  the  qualified  health  plans,  the  public  health 

19  plan,  and  title  XVIII,  and 

20  "(2)  application  of  deductibles  and  limitations 

21  on  cost-sharing  among  such  plans, 

22  in  accordance  with  standards  established  by  the  Secretary 

23  consistent  with  this  section. 

24  "(b)  Requirement  of  Notices  With  Respect  to 

25  Coverage. — 
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1  "(1)  In  GENERAL. — Each  qualified  health  plan 

2  shall  provide  notice  at  the  time  an  individual's  cover- 

3  age  under  the  plan  begins  or  is  terminated.  Such  no- 

4  tice  shall  be  provided  (in  a  form  and  manner  and  at 

5  a  time  specified  by  the  Secretary) — 

6  "(A)  to  the  individual  (or  in  the  case  of  en- 

7  rollment  only  of  a  child  or  children,  to  the  par- 

8  ent  enrolling  the  child  or  children),  and 

9  "(B)  effective  (on  the  date  specified  in 

10  paragraph  (2))  to  the  Secretary. 

11  The  notice  under  this  paragraph  shall  include  the 

12  names  and  other  identifying  information  of  family 

13  members  whose  coverage  is  affected  by  the  change. 

14  "(2)  Date  of  requirement  for  notice  to 

15  public  health  plan. — The  date  specified  in  this 

16  paragraph  is  January  1,  1993,  or,  with  respect  to  a 

17  qualified  employer  health  plan  of  an  employer,  the 

18  date  the  requirements  of  part  A  apply  with  respect 

19  to  the  employer  under  section  2105(a). 

20  "(3)  Notice  to  beneficiary  and  other 

21  qualified  health  plans  upon  obtaining  cov- 

22  ERAGE. — In  the  case  of  an  individual  who  begins 

23  coverage  under  a  qualified  employer  health  plan  (or 

24  under  this  title  on  an  employment  basis),  when  the 

25  Secretary  receives  notice  under  paragraph  (1)(B) — 
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1  "(A)  if,  at  the  time  of  obtaining  such  cov- 

2  erage,  the  individual  is  enrolled  on  a  non-em- 

3  ployment  basis  in  the  public  health  plan,  the 

4  Secretary  shall  notify  the  individual  that  cover- 

5  age  for  such  services  on  such  a  basis  or  for 

6  such  benefits  shall  be  terminated  effective  on 

7  the  date  of  coverage  under  such  a  plan,  and 

8  "(B)  the  Secretary  shall  provide  for  notice 

9  to  any  other  qualified  health  plan  in  which  the 

10  Secretary  knows  the  individual  is  enrolled  of  the 

1 1  fact  of  such  new  coverage. 

12  "(4)  Notices  of  termination. — Each  notice 

13  of  termination  under  paragraph  (1)  shall  include — 

14  "(A)  the  effective  date  of  the  termination, 

15  "(B)  in  the  case  of  notice  to  the  Secretary, 

16  sufficient  information  to  permit  enrollment  of 

17  the  individuals  affected  under  the  public  health 

18  plan,  and 

19  "(C)  in  the  case  of  an  individual  whose 

20  coverage  under  the  plan  is  terminated  other 

21  than  at  the  end  of  a  calendar  year,  the  account- 

22  ing  statement  produced  under  subsection  (c)(2). 

23  "(c)  Accounting  for  Cost-Sharing. — 

24  "(1)  In  general. — Each  qualified  health  plan 

25  shall  provide  for  an  ongoing  accounting,  for  each  en- 
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1  rollee  (and  enrolled  family  members)  on  a  calendar 

2  year  basis,  of  expenses  incurred  for  required  health 

3  services  that  are  counted  towards  the  deductible  es- 

4  tablished  under  section  2222  and  that  are  counted 

5  towards  the  cost-sharing  limit  established  under  sec- 

6  tion  2224.  The  amount  credited  for  each  account 

7  shall  be  determined  in  accordance  with  standards  es- 

8  tablished  by  the  Secretary  in  order  to  provide  con- 

9  sistency  among  qualified  health  plans  and  to  pro- 

10  mote  portability  of  benefits  across  qualified  health 

1 1  plans. 

12  "(2)  Statement  of  account  balance. — In 

13  the  case  of  an  individual  whose  coverage  under  the 

14  plan  is  terminated  other  than  at  the  end  of  a  calen- 

15  dar  year,  the  qualified  health  plan  shall  produce  an 

16  accounting  statement  (in  a  uniform  manner  estab- 

17  lished  by  the  Secretary)  of  the  amounts  that  are 

18  credited  under  the  plan  towards  such  deductible  and 

19  cost-sharing  Umitations  for  the  year  for  each  enrollee 

20  (and  family  members)  involved,  in  accordance  with 

21  the  accounting  under  paragraph  (1). 

22  "(3)  Crediting  of  previous  expenses  to- 

23  WARDS    DEDUCTIBLES    AND    COINSURANCE. — Each 

24  qualified  health  plan  shall,  in  the  case  of  an  individ- 

25  ual  who  is  enrolled  under  the  plan  after  the  begin- 
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1  ning  of  a  year,  credit,  against  the  deductible  and 

2  cost-sharing  limit  for  required  health  services  under 

3  its  plan,  the  amounts  previously  accounted  against 

4  the  deductible  and  cost-sharing  limit  under  another 

5  qualified  health  plan  for  the  calendar  year.  The 

6  credit  under  this  subparagraph  shall  be  based  on  the 

7  accounting  statement  produced  under  paragraph  (2). 

8  "(d)  Coverage  Under  Public  Health  Plan.— 

9  "(1)  In  general. — Except  as  provided  in  this 

10  subsection,  the  public  health  plan  under  title  XXII 

11  shall  enroll  each  eligible  individual  whose  coverage 

12  under  another  qualified  health  plan  or  under  title 

13  XVIII  is  terminated,  effective  on  the  date  following 

14  the  effective  date  of  termination  of  coverage  under 

15  such  plan. 

16  "(2)  Treatment  of  medicare-eligible  indi- 

17  VIDUALS. — Except  as  provided  in  paragraphs  (3) 

18  and  (4),  in  the  case  of  an  individual  who — 

19  "(A)  is  eligible  for  enrollment  under  part 

20  B  of  title  XVni, 

21  "(B)  is  not  so  enrolled  because  of  enroll- 

22  ment  under  a  qualified  health  plan,  but 

23  "(C)  whose  enrollment  under  such  a  plan 

24  is  terminated, 
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1  the  Secretary  shall  provide,  upon  the  effective  date 

2  of  such  termination,  for  enrollment  of  the  individual 

3  under  such  part. 

4  "(3)    Obtaining  alternate   coverage. — 

5  Paragraphs  (1)  and  (2)  shall  not  apply  if  the  indi- 

6  vidual  provides  satisfactory  evidence  that  the  individ- 

7  ual  has  obtained  coverage  through  another  qualified 

8  health  plan  or  is  a  medicare  beneficiary  enrolled 

9  under  part  B  of  title  XVIII. 

10  "(4)    NO    AUTOMATIC    ENROLLMENT  DURING 

11  TRANSITION. — Paragraphs  (1)   and  (2)   shall  not 

12  apply  to  terminations  occurring  before  January  1, 

13  1996.  During  the  period  before  January  1,  1996,  be- 

14  fore  an  individual  described  in  paragraph  (1)  enrolls 

15  under  this  title,  the  Secretary  shall  provide  the  indi- 

16  vidual  with  a  notice  of  the  minimum  enrollment  peri- 

17  od  required  under  section  2202(a)(3). 

18  "(e)  Provision  of  Information  on  Enrollees. — 

19  Each  qualfied  health  plan  shall  provide  the  Secretary  with 

20  such  information  as  the  Secretary  may  require  in  order 

21  to  ascertain  whether  (and  the  amount  of)  any  transfer 

22  payments  to  be  made  under  section  2234. 

23  "SEC.  2158.  CONSUMER  PROTECTIONS. 

24  "(a)  Disclosure  Requirements  for  Employer 

25  Plans.— 
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1  "(1)  Notice  of  availability  of  low-income 

2  ASSISTANCE. — At  the  time  of  enrollment  of  an  em- 

3  ployee  under  a  qualified  employer  health  plan,  the 

4  plan  (directly  or  through  the  employer)  shall  provide 

5  the  employee  with  a  notice  (in  a  form  specified  by 

6  the  Secretary)  of  the  low-income  assistance  available 

7  under  part  E  of  title  XXII  with  respect  to  enroll- 

8  ment  under  the  plan. 

9  "(2)  For  small  employer  plans. — In  the 

10  case  of  a  qualified  employer  health  plan  that  is  of- 

11  fered  to  a  small  employer,  the  plan  may  not  be  is- 

12  sued  or  sold  to  the  employer  unless  the  employer  has 

13  been  provided,  in  addition  to  any  information  re- 

14  quired  to  be  disclosed  under  paragraph  (1),  the  fol- 

15  lowing  information: 

16  "(A)  A  description  of  the  benefits  covered 

17  in  the  plan  and  cost-sharing  required  with  re- 

18  spect  to  such  benefits. 

19  "(B)  A  comparison  of  the  benefits  and 

20  cost-sharing  described  in  subparagraph  (A)  with 

21  the  benefits  and  cost-sharing  available  under 

22  the  public  health  plan  (not  taking  into  account 

23  any  low-income  assistance  under  part  E  of  title 

24  XXII). 
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1  "(3)    Standard    format. — The  disclosures 

2  under  paragraphs  (1)  and  (2)  shall  be  made  in  a 

3  uniform  format  established  by  the  Secretary. 

4  "(4)  Violations. — Any  entity  that  issues  or 

5  sells  a  qualified  health  plan  in  violation  of  paragraph 

6  (1)  or  (2)  is  subject  to  a  civil  money  penalty  of  an 

7  amount  not  to  exceed  $5,000  with  respect  to  each 

8  such  issuance  or  sale.  The  provisions  of  section 

9  1128A  (other  than  the  first  sentence  of  subsection 

10  (a)  and  other  than  subsection  (b))  shall  apply  to  a 

11  civil  money  penalty  under  the  previous  sentence  in 

12  the  same  manner  as  such  provisions  apply  to  a  pen- 

13  alty  or  proceeding  under  section  1128A(a). 

14  "(b)  Effective  Grievance  Procedures. — Each 

15  qualified  health  plan  shall  provide  for  effective  procedures 

16  for  hearing  and  resolving  grievances  between  the  plan  and 

17  individuals  enrolled  under  the  plan. 

18  "(c)  Restriction  on  Certain  Physician  Incen- 

19  tive  Plans. — 

20  "(1)  In  general. — A  health  plan  is  not  a 

21  qualified  health  plan  if  it  operates  a  physician  incen- 

22  tive  plan  (as  defined  in  paragraph  (2))  unless  the  re- 

23  quirements  specified  in  clauses  (i)  through  (iii)  of 

24  section  1876(i)(8)(A)  are  met  (in  the  same  manner 
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1  as  they  apply  to  eligible  organizations  under  section 

2  1876). 

3  "(2)  Physician  incentive  plan  defined. — 

4  In  this  subsection,  the  term  'physician  incentive 

5  plan'  means  any  compensation  or  other  financial  ar- 

6  rangement  between  the  qualified  health  plan  and  a 

7  physician  or  physician  group  that  may  directly  or  in- 

8  directly  have  the  effect  of  reducing  or  limiting  serv- 

9  ices  provided  with  respect  to  individuals  enrolled 

10  under  the  plan. 

11  "(d)  Enrollee  Financial  Protection. — 

12  "(1)  Solvency  protection  for  insured 

13  plans. — In  the  case  of  a  qualified  health  plan  that 

14  is  an  insured  plan  (as  defined  by  the  Secretary)  and 

15  is  issued  in  a  State,  in  order  for  the  plan  to  be  certi- 

16  fied  under  this  part  the  Secretary  must  find  that  the 

17  State  has  established  satisfactory  protection  of  en- 

18  rollees  with  respect  to  potential  insolvency. 

19  "(2)     Protection     against  provider 

20  claims. — In  the  case  of  a  failure  of  a  qualified 

21  health  plan  to  make  payments  with  respect  to  re- 

22  quired  health  services,  under  standards  established 

23  by  the  Secretary,  an  individual  who  is  enrolled  under 

24  the  plan  is  not  liable  to  any  health  care  provider  or 

25  practitioner  with  respect  to  the  provision  of  required 
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1  health  services  for  payments  in  excess  of  the  amount 

2  for  which  the  enrollee  would  have  been  liable  if  the 

3  plan  were  to  have  made  payments  in  a  timely  man- 

4  ner. 

5  "SEC.  2159.  PREEMPTION  OF  CERTAIN  STATE  AND  FEDERAL 

6  REQUIREMENTS. 

7  "(a)  Benefit  and  Coverage  Rules. — Effective  as 

8  of  January  1,  1993,  no  State  shall  establish  or  enforce 

9  any  law  or  regulation  that — 

10  "(1)  requires  the  offering,  as  part  of  a  qualified 

11  employer  health  plan,  of  any  services,  category  of 

12  care,  or  services  of  any  class  or  type  of  provider  that 

13  is  different  from  the  benefits  required  to  be  provided 

14  under  section  2153, 

15  "(2)  specifies  the  individuals  to  be  covered 

16  under  a  qualified  employer  health  plan  or  the  dura- 

17  tion  of  such  coverage,  or 

18  "(3)  requires  a  right  of  conversion  from  a  quali- 

19  fied  employer  health  plan  to  an  individual  qualified 

20  health  plan. 

21  "(b)  State  Defined. — In  this  section,  the  term 

22  'State'  means  the  50  States  and  the  District  of  Columbia. 

23  "SEC.  2160.  USE  OF  UNIFORM  CLAIMS  FORMS;  UNIFORM  IN- 

24  FORMATION  REPORTING. 

25  "Each  qualified  health  plan  shall  provide  for — 
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1  "(1)  submission  of  claims  using  uniform  claims 

2  forms  developed  by  the  Health  Care  Cost  Contain- 

3  ment  Commission,  and 

4  "(2)    reporting   of   information    on  required 

5  health  services  provided  under  the  plan  pursuant  to 

6  standards  developed  by  the  Commission  under  sec- 

7  tion  303(c)(4)  of  the  Health  Insurance  Coverage  and 

8  Cost  Containment  Act  of  1991. 

9  'Tart  D — Definitions  and  Miscellaneous 

10  "SEC.  2181.  DEFINITIONS. 

11  "(a,)  Wages,  Employment,  Etc. — In  this  title — 

12  "(1)  Wages. — The  term  'wages'  has  the  mean- 

13  ing  given  such  term  by  section  3121(a)  of  the  Inter- 

14  nal  Revenue  Code  of  1986  except  that — 

15  "(A)  the  modifications  of  subsection  (b) 

16  shall  apply  in  determining  whether  any  service 

17  is  employment,  and 

18  "(B)    the    applicable    contribution  base 

19  under  section  3121(x)(2)  of  such  Code  (relating 

20  to  hospital  insurance)  shall  be  used  under  sec- 

21  tion  3121(a)(1)  for  purposes  of  this  title. 

22  "(2)  Employment.— 

23  "(A)  In  general. — Except  as  modified  in 

24  subparagraph  (B),  the  term  'employment'  has 
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1  the   meaning   given   such   term   by  section 

2  3121(b)  of  the  Internal  Revenue  Code  of  1986. 

3  "(B)  Modifications. — The  modifications 

4  referred  to  in  this  paragraph  are  that — 

5  "(i)  paragraphs  (5),  (6),  (7),  (8),  and 

6  (9)  of  section  3121(b)  of  such  Code  shall 

7  not  apply,  and 

8  "(ii)  subsections  (r)  and  (w)  of  section 

9  3121  of  such  Code  shall  not  apply. 

10  "(C)  Treatment  of  federal  employ- 

11  MENT. — In   applying   subparagraph    (A),  the 

12  term  'employment'  shall  not  be  considered  to 

13  include  service  performed  in  the  employ  of  the 

14  United  States  if,  in  connection  with  the  per- 

15  formance  of  such  service  (or  the  service  of  a 

16  family  member),  the  individual — 

17  "(i)  is  enrolled  in  a  health  benefits 

18  plan  under  chapter  89  of  title  5,  United 

19  States  Code,  or 

20  "(ii)  is  provided  medical  and  dental 

21  benefits  under  chapter  55  of  title  10,  Unit- 

22  ed  States  Code. 

23  "(3)  EMPLOYEE;  employer. — The  terms  'em- 

24  ployee'  and  'employer'  have  the  same  meanings  as 
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1  such  terms  have  for  purposes  of  chapter  21  of  the 

2  Internal  Revenue  Code  of  1986. 

3  "(b)  Definitions  Relating  to  Employees. — In 

4  this  title: 

5  "(1)  Full-time  employee. — The  term  'full- 

6  time  employee'  means,  with  respect  to  an  employer, 

7  an  employee  who  normally  performs  on  a  monthly 

8  basis  at  least  17  V2  hours  of  service  per  week  for 

9  that  employer. 

10  "(2)  Part-time  employee. — The  term  'part- 

11  time  employee'  means,  with  respect  to  an  employer, 

12  an  employee  who  is  not  a  full-time  employee. 

13  "(3)  Seasonal  or  temporary  employee. — 

14  The  term  'seasonal  or  temporary  employee'  means, 

15  with  respect  to  an  employer,  an  employee  who  is  em- 

16  ployed  by  the  employer  for  not  more  than  4  months 

17  in  any  12  month  period;  except  that  the  Secretary 

18  may  extend  such  period  for  up  to  6  months  in  any 

19  12  month  period  in  the  case  of  employment  that  is 

20  sporadic,  irregular,  and  seasonal  in  nature. 

21  "(4)  Treatment  of  consultants  and  con- 

22  TRACTORS. — The  term  'employee'  includes  an  indi- 

23  vidual  who  is  a  consultant  or  contractor  of  an  em- 

24  ployer  if  the  Secretary  determines  that  the  consult- 


•HR  3205  IH 


59 


54 

1  ing  arrangement  or  contract  was  entered  into  to 

2  avoid  the  requirements  of  this  title. 

3  "(5)  Exclusion  of  foreign  employment. — 

4  The    term    'employee'    does    not    include  an 

5  individual — 

6  "(A)  who  is  not  a  citizen  or  resident  of  the 

7  United  States  with  respect  to  service  performed 

8  outside  the  United  States,  or 

9  "(B)  who  is  a  citizen  or  resident  of  the 
10  United  States  with  respect  to  services  per- 
il formed  outside  the  United  States  for  an  em- 

12  ployer  other  than  an  American  employer  (as  de- 

13  fined  in  section  3121(h)  of  the  Internal  Reve- 

14  nue  Code  of  1986). 

15  "(c)  Definitions  Relating  to  Size  of  Employ- 

16  ER. — In  this  title: 

17  "(1)  Small  employer. — The  term  'small  em- 

18  ployer'  means,  with  respect  to  a  calendar  year,  an 

19  employer  that  normally  employs  fewer  than  25  em- 

20  ployees  on  a  typical  business  day  during  the  calen- 

21  dar  year. 

22  "(2)  Medium-size  employer. — The  term  'me- 

23  dium-size  employer'  means,  with  respect  to  a  calen- 

24  dar  year,  an  employer  that  normally  employs  at  least 
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1  25,  but  fewer  than  101,  employees  on  a  typical  busi- 

2  ness  day  during  the  calendar  year. 

3  "(3)  Large  employer. — The  term  'large  em- 

4  ployer'  means  an  employer  that  is  not  a  small  em- 

5  ployer  or  a  medium-size  employer. 

6  "(4)  Application  of  controlled  group 

7  RULES. —  For  purposes  of  determining  if  an  employ- 

8  er  is  a  small,  medium-size,  or  large  employer  or  the 

9  number  of  hours  an  individual  is  normally  employed 

10  with  respect  to  an  employer,  rules  similar  to  the 

11  rules  of  subsection  (b)  and  (c)  of  section  414  of  the 

12  Internal  Revenue  Code  of  1986  shall  apply. 

13  "(d)  Incorporation  of  Definitions. — Except  as 

14  otherwise  provided  in  this  title,  the  terms  defined  in  sec- 

15  tion  2282  and  2283  shall  apply  under  this  title  in  the 

16  same  manner  as  they  apply  under  title  XXII. 

17  "SEC.  2182.  NONAFPLICATION  TO  RESIDENTS  OF  PUERTO 

1 8  RICO  AND  TERRITORIES. 

19  "The  provisions  of  this  title  shall  not  apply  with  re- 

20  spect  to  an  employee  who  is  not  a  resident  of  one  of  the 

21  50  States  or  the  District  of  Columbia.". 

22  SEC  103.  repeal  of  cobra  continuation  require- 

23  ments. 

24  (a)  Internal  Revenue  Code  Provisions. — 
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1  (1)  In  GENERAL. — Section  4980B  of  the  Inter- 

2  nal  Revenue  Code  of  1986  is  repealed. 

3  (2)  Conforming  amendments. — Section  414 

4  of  such  Code  is  amended — 

5  (A)  in  subsection  (n)(3)(C),  by  striking 

6  "505,  and  4980B"  and  inserting  "and  505", 

7  and 

8  (B)  in  subsection  (t)(2),  by  striking  "505, 

9  or  4980B"  and  inserting  "or  505". 

10  (b)  ERISA. — 

11  (1)  In  general. — Part  6  of  subtitle  B  of  title 

12  I  of  the  Employee  Retirement  Income  Security  Act 

13  of  1974  is  repealed. 

14  (2)      Conforming      amendment. — Section 

15  502(c)(1)  of  such  Act  (29  U.S.C.  1132(c)(1))  is 

16  amended  by  striking  "paragraph  (1)  or  (4)  of  sec- 

17  tion  606  or". 

18  (c)  Public  Health  Service  Act. — Title  XXII  of 

19  the  Public  Health  Service  Act  is  repealed. 

20  (d)  Effective  Date. — The  repeals  and  amend- 

21  ments  made  by  this  section  shall  apply  to  health  plans  of 

22  employers  as  of  the  date  specified  with  respect  to  employ- 

23  ers  of  that  size  under  section  2105  of  the  Social  Security 

24  Act. 
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1  (e)  Notice  of  Benefits  Under  Public  Health 

2  Plan. — In  the  case  of  continuation  coverage  which  is  in 

3  effect  on  the  date  of  a  repeal  under  this  section  but  which 

4  is  to  be  discontinued  after  such  date  (and  before  the  date 

5  required  under  law  in  effect  before  the  date  of  the  enact- 

6  ment  of  this  Act)  such  continuation  may  not  be  discontin- 

7  ued  without  30-days  notice  to  the  individual  of  such  dis- 

8  continuation.  Such  notice  shall  include  such  information 

9  respecting  continuation  of  coverage  through  enrollment 

10  under  the  public  health  plan  under  title  XXII  of  the  Social 

1 1  Security  Act  as  the  Secretary  of  Health  and  Human  Serv- 

12  ices  shall  specify. 

13  TITLE  II— PROVISION  OF 

14  HEALTH  INSURANCE 

15  THROUGH  A  PUBLIC 

16  HEALTH  PLAN 

17  SEC.  201.  PUBLIC  HEALTH  PLAN. 

18  The  Social  Security  Act  is  amended  by  adding  after 

19  the  title  added  by  section  101  the  following  new  title: 
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1  "TITLE  XXII— PUBLIC  HEALTH  PLAN 

2  "Part  A — Eligibility  and  Enrollment 

3  "SEC.  2201.  ELIGIBILITY  TO  ENROLL  FOR  HEALTH  INSUR- 

4  ANCE  BENEFITS  AND  TO  APPLY  FOR  LOW-IN- 

5  COME  ASSISTANCE. 

6  "(a)  Eligibility  to  Enroll  for  Health  Insur- 

7  ance  Benefits. — 

8  "(1)  In  general. — Subject  to  paragraph  (2), 

9  each  eligible  individual  (as  defined  in  subsection  (d)) 

10  who  is  not  a  medicare  beneficiary  and  who  is  not  en- 

11  rolled  under  a  qualified  employer  health  plan  pursu- 

12  ant  to  title  XXI  or  under  a  Federal  health  plan  (as 

13  defined  in  section  2204(f))  is  eligible  to  enroll  under 

14  this  title  for  health  insurance  benefits. 

15  "(2)  Effective  date. — No  health  insurance 

16  benefits  are  available  under  this  title  for  items  and 

17  services  furnished  before  January  1,  1993,  or,  for 

18  individuals. 

19  "(b)  Eligibility  to  Apply  for  Low-Income  As- 

20  sistance. — 

21  "(1)  In  general. — Subject  to  paragraph  (2), 

22  each  eligible  individual  who — 

23  "(A)  is  enrolled  in  the  public  health  plan 

24  under  this  title,  whether  on  a  non-employment 

25  basis  or  on  an  employment  basis, 
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1  "(B)  is  enrolled  under  a  qualified  employer 

2  health  plan,  or 

3  "(C)  is  a  medicare  beneficiary, 

4  is  eligible  to  apply  for  low-income  assistance  under 

5  part  E. 

6  "(2)  Effective  date. — No  low-income  assist- 

7  ance  is  available  for  premiums  for  months  before 

8  January  1996  or  for  expenses  incurred  for  any  items 

9  or  services  furnished  before  January  1,  1996. 

10  "(c)  Enrollment  Terms. — 

11  "(1)  Enrollment  under  title  on  an  em- 

12  ployment   and   non-employment   basis  de- 

13  FINED. — An  eligible  individual  is  considered,  for  pur- 

14  poses  of  this  title,  to  be  enrolled  under  this  title — 

15  "(A)  on  an  'employment  basis'  only  if  the 

16  individual  is  enrolled  by  an  employer  pursuant 

17  to  the  requirement  of  section  5000A  of  the  In- 

18  ternal  Revenue  Code  of  1986,  or 

19  "(B)  on  a  'non-employment  basis'  in  any 

20  other  case. 

21  "(2)  Enrollment  under  a  qualified  em- 

22  ployer  health  plan  defined. — An  individual  is 

23  considered,  for  purposes  of  this  title,  to  be  'enrolled 

24  under  a  qualified  employer  health  plan'  if — 
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1  "(A)  the  individual  is  enrolled  under  a 

2  qualified  employer  health  plan  (as  defined  in 

3  section  2281(b)(8))  as  an  employee  (or  family 

4  member  of  an  employee), 

5  "(B)  the  employer  is  required  to  provide 

6  for  such  enrollment  under  part  A  of  title  XXI, 

7  and 

8  "(C)  the  amount  of  the  employee  share  of 

9  the  premium  is  limited  under  section  2122(b). 

10  "(d)  Eligible  Individual  Defined. — In  this  sec- 

1 1  tion,  the  term  'eligible  individual'  means  an  individual  who 

12  is— 

13  "(1)(A)  a  citizen  or  national  of  the  United 

14  States,  (B)  an  alien  lawfully  admitted  for  permanent 

15  residence,  or  (C)  an  alien  otherwise  residing  perma- 

16  nently  in  the  United  States  under  color  of  law,  and 

17  "(2)  a  resident  of  the  United  States. 

18  "SEC.  2202.  APPLICATION  FOR  ENROLLMENT. 

19  "(a)  Period  of  Application. — Individuals  eligible 

20  to  enroll  under  this  title  may  apply  to  enroll  at  any  time 

21  at  which  they  are  so  eligible. 

22  "(b)  Application  Process. — 

23  "(1)  In  general. — The  filing  of  an  application 

24  for  enrollment  under  this  title  shall  (except  as  the 

25  Secretary  may  provide)  constitute  enrollment  under 
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1  this  title.  Such  an  application  may  be  filed  with  the 

2  Secretary  by  mail  or  at  such  locations  as  the  Secre- 

3  tary  may  specify. 

4  "(2)  Availability  of  applications. — The 

5  Secretary  shall  make  applications  for  enrollment 

6  under  this  title  available — 

7  "(A)  at  local  offices  of  the  Social  Security 

8  Administration, 

9  "(B)  at  out-reach  sites  (such  as  provider 

10  and  practitioner  locations),  and 

11  "(C)  at  other  locations  (including  post  of- 

12  fices)  accessible  to  a  broad  cross-section  of  indi- 

13  viduals  eligible  to  enroll. 

14  "(3)  Application  for  low-income  assist- 

15  ANCE. — An  application  for  enrollment  under  this 

16  section  may  (but  need  not)  be  accompanied  by  an 

17  application  for  low-income  assistance  under  part  E. 

18  "(4)  Restriction  on  use  of  agents. — The 

19  Secretary  may  not  provide  for  receipt  or  processing 

20  of  applications  for  enrollment  under  this  title — 

21  "(A)  by  any  non-Federal  entity  which  is 

22  directly  or  indirectly  involved  in  the  administra- 

23  tion  of  title  IV,  XVI,  or  XLX  of  this  Act,  or 

24  "(B)  by  any  entity  which  does  not  meet 

25  such  standards  as  the  Secretary  establishes  to 
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1  assure  the  confidentiality  of  information  colleet- 

2  ed  in  the  enrollment  process. 

3  "SEC.  2203.  COVERAGE  PERIOD;  TERMINATION  OF  ENROLL- 

4  MENT. 

5  "(a)  Beginning  of  Coverage. — The  provisions  of 

6  section  2152(b)  shall  apply  to  the  public  health  plan  in 

7  the  same  manner  as  they  apply  to  qualified  health  plans. 

8  "(b)  Termination  of  Enrollment  During  Tran- 

9  sition  Period. — 

10  "(1)  In  general. — Before  January  1,  1996, 

11  except  as  provided  in  paragraph  (3) — 

12  "(A)  an  individual  enrolled  under  this  title 

13  may  terminate  enrollment  on  a  non-employment 

14  basis  by  providing  written  notice  to  the  Secre- 

15  tary  that  the  individual — 

16  "(i)  no  longer  wishes  to  be  enrolled  in 

17  the  public  health  plan,  or 

18  "(ii)  is  enrolled  under  a  qualified  em- 

19  ployer  health  plan  or  is  a  medicare  benefi- 

20  ciary;  and 

21  "(B)  the  Secretary  may  terminate  enroll- 

22  ment  on  a  non-employment  basis  of  an  individ- 

23  ual,  after  providing  the  individual  (or  the  indi- 

24  vidual's  representative)  with  written  notice,  for 
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1  failure  to  pay  premiums  required  with  respect 

2  to  such  enrollment. 

3  The  termination  of  enrollment  of  an  individual 

4  (other  than  due  to  the  individual  becoming  a  medi- 

5  care  beneficiary)  shall  terminate  the  enrollment  of 

6  other  family  members  enrolled  with  the  individual. 

7  "(2)  Effective  date  of  termination. — A 

8  termination  of  enrollment  under  paragraph  (1)(A) 

9  shall  take  effect  at  the  close  of  the  month  following 

10  the  month  in  which  the  notice  is  filed.  A  termination 

11  of  enrollment  under  paragraph  (1)(B)  shall  take  ef- 

12  feet  on  a  date  (determined  under  regulations)  after 

13  the  date  written  notice  of  such  termination  has  been 

14  provided  to  the  enrollee  (or  the  enrollee's  representa- 

15  tive).  Such  regulations  shall  provide  a  grace  period 

16  of  at  least  1  month  after  the  date  of  written  notice 

17  in  which  overdue  premiums  may  be  paid  and  cover- 

18  age  continued. 

19  "(3)  Minimum  period  of  enrollment  dur- 

20  ING  transition. — Subject  to  paragraph  (4),  before 

21  January  1,  1996— 

22  "(A)  In  GENERAL. — An  individual  (other 

23  than  a  pregnant  woman  or  newborn)  who  is  en- 

24  rolled  under  this  title  on  a  non-employment 
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1  basis  may  not  terminate  enrollment  less  than 

2  12  months  after  the  date  of  the  enrollment. 

3  "(B)  Pregnant       women  and 

4  NEWBORNS. — In  the  case  of  a  pregnant  woman 

5  who  is  enrolled  under  this  title  on  a  non-em- 

6  ployment  basis — 

7  "(i)  the  enrollment  of  the  woman  may 

8  not  be  terminated  earlier  than  the  end  of 

9  the  month  in  which  the  60-day  period,  be- 

10  ginning  on  the  last  day  of  the  pregnancy, 

11  ends;  and 

12  "(ii)    the    newborn    child    shall  be 

13  deemed  enrolled  under  this  title  as  of  the 

14  date  of  birth,  and  such  enrollment  may  not 

15  be  terminated  earlier  than  the  end  of  the 

16  month  in  which  the  child's  first  birthday 

17  occurs. 

18  "(4)  Termination  permitted  if  covered 

19  under  qualified  employer  health  plan. — the 

20  minimum  period  of  enrollment  under  paragraph  (3) 

21  shall  not  apply  if,  at  the  time  of  termination  of  en- 

22  rollment,  the  individual  is  immediately  covered  under 

23  a  qualified  employer  health  plan  which  will  provide 

24  coverage  during  the  minimum  period  for  which  en- 
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1  rollment  is  otherwise  required  under  such  para- 

2  graph. 

3  "(c)  Termination  of  Enrollment  After  Tran- 

4  SITION  Period. — For  limitations  on  termination  of  enroll- 

5  ment  under  this  title  on  or  after  January  1,  1996,  see 

6  section  2204(c). 

7  "SEC.  2204.  REQUIREMENT  OF  HEALTH  INSURANCE  COVER- 

8  AGE. 

9  "(a)  Requirement  for  All  Eligible  Indivtd- 

10  UALS. — 

11  "(1)  In  general. — Effective  on  and  after  the 

12  date  specified  in  subsection  (e),  each  eligible  individ- 

13  ual  (as  defined  in  section  2201(d))  who  is  not  an  ex- 

14  cepted  individual  (as  defined  in  paragraph  (2)),  is 

15  deemed  to  have  enrolled  under  this  title  on  the  date 

16  before  such  date  or  as  soon  thereafter  as  the  individ- 

17  ual  is  not  an  excepted  individual.  If  such  an  individ- 

18  ual  has  not  filed  an  application  for  enrollment  under 

19  this  title  by  such  date,  the  Secretary  shall  provide  a 

20  means  to  collect  information  sufficient  to  effect  such 

21  enrollment  as  soon  as  possible  after  such  date. 

22  "(2)  Excepted  individuals. — For  purposes 

23  of  paragraph  (1),  the  term  'excepted  individual' 

24  means  an  individual  who — 

25  "(A)  is  a  medicare  beneficiary, 
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1  "(B)  is  enrolled  under  a  qualified  employer 

2  health  plan,  or 

3  "(C)  demonstrates  (in  a  manner  specified 

4  by  the  Secretary)  enrollment  under  a  Federal 

5  health  plan  (as  defined  in  subsection  (f)). 

6  "(b)  Automatic  Continuing  Enrollment. — For 

7  provisions  relating  to  coordination  of  enrollment  among 

8  qualified  health  plans  and  assuring  continuous  coverage 

9  for  required  health  services  (and  portability  of  health  in- 

10  surance  benefits  among  such  plans),  see  section  2157. 

11  "(c)  Limitation  on  Termination  of  Enroll- 

12  ment. — Effective  on  the  date  specified  in  subsection  (e) — 

13  "(1)  Employment-based  enrollment. — An 

14  individual  enrolled  under  this  title  on  an  employment 

15  basis  may  not  elect  to  terminate  such  enrollment. 

16  "(2)  Non-employment  basis. — An  individual 

17  enrolled  under  this  title  on  a  non-employment  basis 

18  may  not  terminate  such  enrollment  unless — 

19  "(A)  the  individual  is  no  longer  eligible  to 

20  be  enrolled  under  this  title  because  of  a  change 

21  of  immigration  or  residency  status,  or 

22  "(B)  the  individual  demonstrates  to  the 

23  1    satisfaction  of  the  Secretary  that  the  individual 

24  is  a  medicare  beneficiary  or  is  enrolled  under  a 

25  qualified  employer  health  plan. 
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1  "(d)  Enforcement. — 

2  "(1)  Monitoring  of  individual  tax  re- 

3  TURNS. — The  Secretary  of  the  Treasury  shall  re- 

4  quire  the  riling  of  such  information  as  may  be  neces- 

5  sary  to  establish  compliance  with  subsection  (a). 

6  "(2)  Retroactive  enrollment. — If  such  an 

7  individual  has  not  provided  evidence  of  enrollment  in 

8  a  qualified  employer  health  plan  or  Federal  health 

9  plan,  the  Secretary — 

10  "(A)  shall  enroll  the  individual  pursuant  to 

1 1  the  filing  of  such  return,  and 

12  "(B)  shall  require  the  payment  of  twice  the 

13  amounts  of  premiums  that  would  have  been 

14  paid  if  the  person  had  been  enrolled  on  a  timely 

15  basis,  unless  the  individual  has  established  to 

16  the  satisfaction  of  the  Secretary  good  cause  for 

17  the  failure  to  enroll  on  a  timely  basis. 

18  "(e)  Effective  Date  of  Requirement. — The  date 

19  specified  in  this  subsection  is  January  1,  1996. 

20  "(f)  Federal  Health  Plan  Defined. — In  this 

21  section,  the  term  'Federal  health  plan'  means  a  health 

22  plan  of,  or  contributed  to  by,  the  Federal  Government  on 

23  behalf  of  its  employees,  retirees,  and  their  family  mem- 

24  bers,  and  includes — 
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1  "(1)  the  Federal  employees  health  insurance 

2  program  under  chapter  89  of  title  5,  United  States 

3  Code, 

4  "(2)  the  program  for  the  provision  of  medical 

5  and  dental  benefits  under  chapter  55  of  title  10, 

6  United  States  Code,  and 

7  "(3)  the  program  for  the  provision  of  hospital 

8  care  and  medical  services  by  the  Department  of  Vet- 

9  erans'  Affairs  under  chapter  17  of  title  38,  United 

10  States  Code. 

11  "Part  B — Health  Insurance  Benefits 

12  "SEC.  2211.  REQUIRED  HEALTH  SERVICES. 

13  "(a)  Medicare  Benefits. — 

14  "(1)  In  GENERAL. — Except  as  provided  in  the 

15  succeeding  provisions  of  this  part  and  part  C,  the 

16  health  insurance  benefits  provided  to  an  individual 

17  enrolled  under  this  title  (whether  on  an  employment 

18  basis  or  a  non-employment  basis)  shall  consist  of  en- 

19  titlement  to  the  same  benefits  as  are  provided  under 

20  title  XVIII  to  individuals  entitled  to  benefits  under 

21  part  A,  and  enrolled  under  part  B,  of  title  XVIII. 

22  "(2)  Required  health  services  defined. — 

23  In  this  title  and  title  XXI,  the  term  'required  health 

24  services'  means  the  services  provided  under  this  title 
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1  (including  services  described  in  subsections  (b)  and 

2  m. 

3  "(b)  Unlimited  Inpatient  Hospital  Services 


4  FOR  Children. — For  children,  required  health  benefits 

5  also  shall  include  payment  for  inpatient  hospital  services 

6  without  regard  to  any  day  limitations  under  subsections 

7  (a)(1)  and  (b)(1)  of  section  1812. 


8  "(c)  Pregnancy-Related  Services. — 

9  "(1)  In  general. — In  the  case  of  a  pregnant 

10  woman  (as  defined  in  section  2283(3)),  benefits 

1 1  under  this  title  shall  include  entitlement  to  have  pay- 

12  ment  made  for  the  following,  subject  to  the  periodici- 

13  ty  schedule  established  with  respect  to  the  services 

14  under  paragraph  (2)  and  prior  authorization  of  cer- 

15  tain  services  under  paragraph  (3): 

16  "(A)  Prenatal  care,  including  care  for  all 

17  complications  of  pregnancy. 

18  "(B)  Inpatient  labor  and  delivery  services. 

19  "(C)  Postnatal  care. 

20  "(D)  Postnatal  family  planning  services. 

21  "(2)  Periodicity  schedule. — The  Secretary, 

22  in  consultation  with  the  American  College  of  Obstet- 

23  rics  and  Gynecology,  shall  establish  a  schedule  of  pe- 

24  riodicity  which  reflects  the  general,  appropriate  fre- 

25  quency  with  which  services  listed  in  paragraph  (1) 
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1  should  be  provided  to  pregnant  women  without  com- 

2  plications  of  pregnancy. 

3  "(3)  Prior  authorization  required  for 

4  certain  services. — 

5  "(A)  In  general. — Except  in  the  case  of 

6  items  and  services  specified  under  subpara- 

7  graph  (B),  benefits  are  not  available  with  re- 

8  spect  to  an  item  or  service  under  paragraph  (1) 

9  unless  the  provision  of  the  item  or  service  has 

10  been  approved  by  a  utilization  and  quality  con- 

11  trol  peer  review  organization  before  the  provi- 

12  sion  of  the  item  or  service. 

13  "(B)  Exception  for  routine  or  com- 

14  MON  ITEMS  AND  SERVICES. — Subparagraph  (A) 

15  shall  not  apply  to  items  and  services  which  the 

16  Secretary  has  specified  on  a  list  as  being 

17  either — 

18  "(i)  related  to  normal  pregnancy,  or 

19  "(ii)  related  to  a  highly  prevalent 

20  complication  of  pregnancy, 

21  or  in  the  case  of  emergency  services. 

22  "(d)  Preventive  Services  Defined. — In  this  title, 


23  the  term  'preventive  services'  means  the  following  items 

24  and  services  furnished  in  accordance  with  any  applicable 

25  periodicity  schedules: 
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1  "(1)  Pregnancy-related  services  (described  in 

2  subsection  (c)(1)). 

3  "(2)  Well-child  care   (as  defined  in  section 

4  1861(H)(1)). 

5  "(3)  Screening  mammography  (as  defined  in 

6  section  1861(jj)). 

7  "(4)  Screening  pap  smear  (as  defined  in  section 

8  1861(nn)). 

9  "(5)  Colorectal  cancer  screening  services. 

10  "(6)  Immunization  services  described  in  section 

11  1862(a)(1)(H). 


12  The  services  referred  to  in  paragraph  (5)  are  screening 

13  fecal-occult     blood     tests     and     screening  flexible 

14  sigmoidoscopies  provided  for  the  purpose  of  early  detection 

15  of  colon  cancer. 

16  "Part  C — Payments  for  Benefits;  Deductibles, 


17  Coinsurance,   and   Stop-loss  Protection 

18  for  Required  Health  Services 

19  "sec.  2221.  payments  for  benefits. 

20  "(a)  Use  of  Medicare  Payment  Rules. — 

21  "(1)  In  general. — Except  as  otherwise  provid- 

22  ed  in  this  title — 

23  "(A)  payment  of  benefits  under  this  title 

24  with  respect  to  services  shall  be  made,  subject 

25  to  adjustment  in  payment  rates  under  subsec- 
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1  tion  (b),  in  the  same  amounts  and  on  the  same 

2  basis  as  payment  may  be  made  with  respect  to 

3  such  services  under  title  XVIII,  and 

4  "(B)  the  provisions  of  sections  1814,  1815, 

5  1833,  1834,  1835,  1842,  1848,  1886,  1887 

6  shall  apply  to  payment  of  benefits  (and  provi- 

7  sion  of  services  and  charges  thereon)  under  this 

8  title  in  the  same  manner  as  they  apply  to  bene- 

9  fits,  services,  and  charges  under  title  XVIII. 

10  "(2)  Identification  of  comparable  pay- 

11  MENT  METHODS  FOR  NEW  SERVICES. — In  the  case 

12  of  services  for  which  there  is  not  a  payment  basis  es- 

13  tablished  under  title  XVIII,  the  Secretary  shall  es- 

14  tablish  payment  rules  that  are  similar  to  the  pay- 

15  ment  rules  for  similar  services  under  such  title. 

16  "(3)    NO   JUDICIAL   OR  ADMINISTRATION  RE- 

17  VIEW. — There  shall  be  no  administrative  or  judicial 

18  review  of  the  payment  rates  or  rules  under  this  sec- 

19  tion  (including  adjustments  made  under  subsection 

20  (b)). 

21  "(b)  Payment  Based  on  Reference  Rates. — 

22  "(1)    In    general. — Payments    for  services 

23  under  this  title  shall  be  based  on  rates  established 

24  by  the  Secretary,  and  approved  by  the  the  Health 

25  Care  Cost  Containment  Commission,  under  title  III 
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1  of  the  Health  Insurance  Coverage  and  Cost  Contain- 

2  ment  Act  of  1991. 

3  11  (2)  Payment  for  obstetrical  services. — 

4  "(A)  Global  fee. — In  making  payment 

5  under  this  title  with  respect  to  the  group  of  ob- 

6  stetrical  services  typical  of  treatment  through- 

7  out  a  course  of  pregnancy,  the  Secretary  shall 

8  establish  a  global  fee  schedule  with  respect  to 

9  such  group  of  services. 

10  "(B)  Disincentive  for  cesarean  sec- 

11  TIONS. — The  fee  schedule  amount  otherwise  es- 

12  tablished  with  respect  to  a  cesarean  section 

13  shall  be  95  percent  of  the  fee  schedule  amount 

14  otherwise  established. 

15  "(c)  Use  of  Trust  Fund. — In  applying  the  provi- 


16  sions  described  in  subsection  (a)(1)(B)  in  carrying  out  this 

17  section,  any  reference  in  title  XVIII  to  a  trust  fund  shall 

18  be  treated  as  a  reference  to  the  Public  Health  Trust  Fund 

19  established  under  section  2233. 

20  "(d)  Withholding  of  Payments  for  Certain 

21  Medicare  and  Medicaid  Providers. — The  provisions 

22  of  section  1885  (relating  to  withholding  of  payments  for 

23  certain  medicaid  providers)  shall  apply  under  this  title  in 

24  the  same  manner  as  they  apply  under  title  XVLII,  except 
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1  that  for  this  purpose  any  reference  in  such  section  to  title 

2  XIX  shall  be  deemed  to  include  a  reference  to  title  XVIII. 

3  "SEC.  9332  DEDUCTIBLE  FOR  REQUIRED  HEALTH  SERV- 


4  ICES. 

5  "(a)  Deductible. — 

6  "(1)  In  general. — Except  as  provided  in  this 

7  section  and  part  B,  the  amount  of  expenses  for  re- 

8  quired  health  services  with  respect  to  which  an  indi- 

9  vidual  is  entitled  to  have  payment  made  under  this 

10  title  for  any  year  shall  first  be  reduced  by  a  deducti- 

11  bleof$250. 

12  "(2)  Family  limit  of  $500. — In  the  case  of  a 

13  family,  the  deductible  under  paragraph  (1)  shall  not 

14  apply  in  a  year  after  members  of  the  family  (who 

15  are  not  medicare  beneficiaries)  have  collectively  had 

16  expended  $500  towards  such  deductible. 

17  "(3)  Application  of  deductible  in  place 

18  OF  medicare  deductibles. — Under  this  title,  the 

19  deductible  established  under  this  subsection  shall  be 

20  applied  instead  of  applying  the  deductible  for  inpa- 

21  tient  hospital  services  under  the  first  sentence  of 

22  section  1813(a)(1)  and  the  deductible  under  section 

23  1833(b). 

24  "(4)  Indexing  of  dollar  amounts  of  de- 

25  ductible. — The  dollar  amounts  specified  in  para- 
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1  graphs  (1)  and  (2)  shall  each  be  increased  each  year 

2  (beginning  with  second  year  after  the  year  in  which 

3  this  title  is  enacted)  by  a  percentage  equal  to  the 

4  percentage  increase  in  the  contribution  and  benefit 

5  base  (determined  under  section  230)  from  the  year 

6  before  the  year  in  which  this  title  is  enacted  to  the 

7  year  before  the  year  involved.  Any  such  increase 

8  shall  be  rounded  to  the  nearest  multiple  of  $5. 

9  "(b)  Deductible  Does  Not  Apply  to  Preven- 

10  TrvE  Services. — The  deductible  established  under  sub- 

1 1  section  (a)  does  not  apply  to  preventive  services  provided 

12  consistent  with  any  applicable  periodicity  schedules. 

13  "SEC.  2223.  COINSURANCE  FOR  REQUIRED  HEALTH  SERV- 

14  ICES. 

15  "(a)  Coinsurance  Eates. — Subject  to  subsections 

16  (b)  and  (c)  and  part  E,  the  coinsurance  rates  applicable 

17  to  required  health  services  under  title  XVIII  shall  apply 

18  in  the  administration  of  this  title. 

19  "(b)  No  Coinsurance  for  Preventive  Serv- 

20  ICES. — There  shall  be  no  coinsurance  under  this  title  in 

21  the  case  of  preventive  services  provided  consistent  with 

22  any  applicable  periodicity  schedules. 

23  "(c)  No  Coinsurance  for  Inpatient  Hospital 

24  Services  for  Children. — There  shall  be  no  coinsur- 
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1  ance  under  this  title  in  the  case  of  inpatient  hospital  serv- 

2  ices  furnished  to  children. 

3  "SEC.   2224.   LIMIT   ON   COST-SHARING   FOR  REQUIRED 

4  HEALTH  SERVICES. 

5  "(a)  Limitation. — 

6  "(1)  In  general. — Whenever  in  a  calendar 

7  year  an  individual's  or  family's  expenses  for  the  de- 

8  ductible  and  coinsurance  with  respect  to  required 

9  health  services  covered  under  this  title  and  furnished 

10  during  the  year  equals  $2,500  or  $3,000,  respective- 

1 1  ly,  payment  of  benefits  under  this  title  for  the  indi- 

12  vidual  or  family  for  required  health  services  fur- 

13  nished  during  the  remainder  of  the  year  shall  be 

14  paid  without  the  application  of  any  coinsurance. 

15  "(2)    Indexing   of    dollar   amount  of 

16  LIMIT. — The  dollar  amounts  specified  in  paragraph 

17  (1)  shall  be  increased  each  year  (beginning  with  the 

18  second  year  after  the  year  in  which  this  title  is  en- 

19  acted)  by  a  percentage  equal  to  the  percentage  in- 

20  crease  in  the  contribution  and  benefit  base  (deter- 

21  mined  under  section  230)  from  the  year  before  the 

22  year  in  which  this  title  is  enacted  to  the  year  before 

23  the  year  involved.  Any  such  increase  shall  be  round- 

24  ed  to  the  nearest  multiple  of  $5. 
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1  "(b)  Crediting  for  Expenses  Incurred  under 

2  Qualified  Employer  Health  Plans. — Cost  sharing 

3  incurred  under  a  qualified  employer  health  plan  for  re- 

4  quired  health  services  shall  be  credited  under  this  section 

5  against  the  limits  contained  in  subsection  (a). 

6  "SEC.  2225.  EXCLUSIONS;  COORDINATION. 


7  "(a)  Exclusions. — 

8  "(1)  In  general. — Except  as  provided  in  this 

9  section,  section  1862  shall  apply  to  expenses  in- 

10  curred  for  items  and  services  provided  under  this 

11  title  the  same  manner  as  such  section  applies  to 

12  items  and  services  provided  under  title  XVIII. 

13  11  (2)  Preventive  services. — In  the  case  of 

14  preventive  services  provided  consistent  with  the  ap- 

15  plicable  periodicity  schedule — 

16  "(A)  such  services  shall  be  considered  to  be 

17  reasonable  and  medically  necessary,  and 

18  "(B)  shall  not  be  subject  to  exclusion 

19  through  the  operation  of  paragraph  (1),  (7),  or 

20  (12)  of  section  1862(a)  (as  incorporated  under 

21  paragraph  (1)). 

22  "(3)  Use  of  same  national  coverage  deci- 

23  SION  REVIEW  PROCESS. — The  provisions  of  section 

24  1869(b)(3)  shall  apply  under  this  title  in  the  same 

25  manner  as  they  apply  under  title  XVIII.  Any  deter- 


83 


78 

1  mination  under  such  title  that,  under  paragraph  (1), 

2  would  apply  under  this  title  shall  not  be  subject  to 

3  review  under  this  paragraph. 

4  "(b)  Relationship  to  Medicare  in  Case  of  Em- 

5  ployment-Based  Enrollment. — In  the  case  of  enroll- 

6  ment  of  a  medicare  beneficiary  on  an  employment  basis 

7  under  this  title,  in  applying  section  1862(b)  (pursuant  to 

8  subsection  (a)(2)  of  this  section),  the  public  health  plan 

9  shall  be  treated  as  a  large  group  health  plan  (described 

10  in  section  1862(b)). 

11  "SEC.   2226.   APPLICATION   OF   PARTICULAR  QUALIFIED 

12  HEALTH  PLAN  REQUIREMENTS. 

13  "  Section  2152  (relating  treatment  of  family  members 

14  as  a  unit;  coverage  period;  and  health  plan  cards)  and  sec- 

15  tion  2157  (relating  to  coordination  and  portability  of 

16  health  coverage  under  qualified  health  plans)  shall  apply 

17  to  the  public  health  plan  in  the  same  manner  as  they  apply 

18  to  a  qualified  health  plan. 

19  "Part  D — Premiums,  Public  Health  Trust  Fund 

20  "SEC.  2231.  PREMIUMS. 

21  "(a)  Amount  of  Premiums. — 

22  "(1)  In  GENERAL. — Except  as  provided  in  this 

23  section    (and    section    2234    with    respect  to 

24  nonenrolling  employer  premiums),  the  premium  to 

25  be  charged  for  enrollment  under  this  title  on  a  non- 
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1  employment  basis  of  any  individual  in  a  beneficiary 

2  class  (as  defined  in  subsection  (d))  in  any  communi- 

3  ty  (as  defined  in  subsection  (e))  is  the  actuarial  rate 

4  established  under  paragraph  (2)  with  respect  to  such 

5  class  and  community. 

6  "(2)  Credit  for  employment  taxes  paid 

7  FOR  PART-TIME  AND  SEASONAL  OR  TEMPORARY  EM- 

8  PLOYEES. — 

9  "(A)  In  general. — Subject  to  subpara- 

10  graph  (C),  in  the  case  of  an  individual  who  is 

11  a  covered  employee  (as  defined  in  subparagraph 

12  (B)),  the  premium  to  be  charged  for  enrollment 

13  under  this  title  on  a  non-employment  basis  is — 

14  "(i)  the  actuarial  rate  otherwise  appli- 

15  cable  under  paragraph  (1),  less  the  amount 

16  of  the  taxes  paid  by  the  individual  and  all 

17  employers  with  respect  to  the  employee 

18  (and  family  members  of  the  employee) 

19  under  section  3151(a)  of  the  Internal  Rev- 

20  enue  Code  of  1986,  or 

21  "(ii)  20  percent  of  such  actuarial  rate, 

22  whichever  is  greater. 

23  "(B)  Covered  employee  defined. — In 

24  subparagraph  (A),  the  term  'covered  employee' 

25  means  an  individual — 
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1  "(i)  who  is  employed  by  one  or  more 

2  employers  as  a  part-time  employee  or  as  a 

3  seasonal  or  temporary  employee,  and 

4  "(ii)  none  of  whose  employers  is  en- 

5  rolling  part-time  employees  or  seasonal  or 

6  temporary  employees,  respectively,  under  a 

7  qualified  employer  health  plan,  but  all  of 

8  which  are  required  to  pay  a  tax  with  re- 

9  spect  to  such  employees  under  section 

10  3151(a)(1)  of  the  Internal  Revenue  Code 

11  of  1986, 

12  and  includes  the  family  members  of  such  an 

13  employee. 

14  "(C)  Limit  on  premium  where  premium 

15  SUBSIDY. — In  no  case  shall  the  premium  under 

16  subparagraph  (A)  exceed — 

17  "(i)  the  beneficiary  actuarial  rate  oth- 

18  erwise  applicable  under  paragraph  (1),  re- 

19  duced  by 

20  "(ii)  the  amount  of  any  premium  sub- 

21  sidy  under  part  E. 

22  "(b)  Determination  op  Actuarial  Rates. — 

23  "(1)  In  GENERAL. — In  September  of  each  year, 

24  beginning  with  1992,  the  Secretary  shall  determine 

25  and  publish  the  actuarial  rate  for  each  beneficiary 
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1  class  (as  specified  in  subsection  (d))  for  each  com- 

2  munity  (designated  under  subsection  (e))  for  health 

3  insurance  benefits  in  the  following  year. 

4  "(2)  Basis  for  actuarial  rates. — Each  such 

5  actuarial  rate  shall  be  established  in  a  manner  so 

6  that  if  all  eligible  individuals  in  the  class  were  en- 

7  rolled  under  this  title  for  the  benefit  package  in  the 

8  community,  the  aggregate  of  the  rates  would  be 

9  equal  to  the  total  expenditures  (including  adminis- 

10  trative  expenses)  with  respect  to  that  class  and  com- 

11  munity  under  this  title  in  that  following  year.  Each 

12  such  actuarial  rate  shall  be  uniform  within  each  ben- 

13  eficiary  class  and  community,  and  shall  not  vary 

14  among  such  individuals  by  age,  sex,  health,  or  other 

15  risk  characteristics. 

16  "(3)  Public  statement. — Whenever  the  Sec- 

17  retary  publishes  actuarial  rates  under  this  subsec- 

18  tion,  the  Secretary  shall,  at  the  time  of  such  publica- 

19  tion,  include  a  public  statement  setting  forth  the  ac- 

20  tuarial  assumptions  and  bases  employed  in  arriving 

21  at  the  amount  of  the  actuarial  rates. 

22  "(c)  No  Judicial  or  Administration  Review. — 

23  There  shall  be  no  administrative  or  judicial  review  of  the 

24  actuarial  rates  determined  under  this  section. 
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1  "(d)  Beneficiary  Classes. — For  purposes  of  this 

2  section,  the  beneficiary  classes  are  as  follows: 

3  "(1)  1  adult. 

4  "(2)  A  married  couple  without  children. 

5  "(3)  A  married  couple  with  1  or  more  children, 

6  or  1  adult  with  1  or  more  children. 

7  "(e)  Community. — For  purposes  of  this  section,  the 

8  term  'community'  means  a  geographic  area  designated  by 

9  the  Secretary  as — 

10  "(1)  encompassing  one  or  more  adjacent  metro- 

11  politan  statistical  areas,  or 

12  "(2)  the  remaining  area  within  each  State  (that 

13  is  not  designated  within  any  community  under  para- 

14  graph  (1)); 


15  except  that  the  Secretary  may  designate  an  entire  State 

16  as  a  community  if  such  a  designation  would  better  carry 

17  out  the  purposes  of  this  title  and  title  XXIII.  The  Secre- 

18  tary  from  time  to  time  may  change  the  boundaries  of  com- 

19  munities  designated  under  paragraph  (1)  or  (2)  for  such 

20  purposes.  There  shall  be  no  administrative  or  judicial  re- 

21  view  of  the  designation  of  communities  under  this  subsec- 

22  tion. 

23  "SEC.  2232.  COLLECTION  OF  PREMIUMS. 

24  "(a)  Individual  Enrollment. — 

•HR  3205  IH 


88 


83 

1  "(f)  In  general. — In  the  ease  of  individuals 

2  enrolled  on  a  non-employment  basis  under  this  title, 

3  the  Secretary  shall  provide  for  the  payment  of  pre- 

4  miums  on  a  monthly  or  quarterly  basis.  To  the  max- 

5  imum  extent  feasible,  the  Secretary  shall  arrange  for 

6  payment  of  such  premiums  through  automatic  with- 

7  holding  from  income  sources  or  accounts  with  finan- 

8  cial  institutions.  In  the  case  of  a  part-time  employee 

9  or  seasonal  or  temporary  worker,  the  amount  of  the 

10  premiums  owed  under  this  section  shall  be  reduced 

11  by  the  amount  of  excise  taxes  paid  under  section 

12  3151(a)  of  the  Internal  Revenue  Code  of  1986  with 

13  respect  to  such  employment. 

14  "(2)  Collection  of  unpaid  premiums. — 

15  "(A)  Transmission  of  information  to 

16  secretary  of  the  treasury. — In  the  case  of 

17  premium  amounts  owing  and  unpaid  under  this 

18  subsection,  the  Secretary  shall  inform  the  Sec- 

19  retary  of  the  Treasury  of  individuals  or  individ- 

20  uals  owing  such  amounts  and  the  amounts 

21  owed. 

22  "(B)  Collection.— The  Secretary  of  the 

23  Treasury  shall  assess  and  collect  the  amounts 

24  referred  to  in  subparagraph  (A)  in  the  same 
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1  manner  as  taxes  imposed  by  subtitle  C  of  the 

2  Internal  Revenue  Code  of  1986. 

3  "(b)  None  nrolling  Employer  Premiums. — 

4  "(1)  In  GENERAL. — In  the  case  of  nonenrolling 

5  employer  premiums  owed  under  section  2234,  the 

6  Secretary  shall  require  payment  of  premiums  on  a 

7  monthly  or  quarterly  basis. 

8  "(2)  Collection  of  unpaid  premiums. — 

9  "(A)  Transmission  of  information  to 

10  SECRETARY  OF  THE  TREASURY. — In  the  Case  of 

1 1  premium  amounts  owing  and  unpaid  under  this 

12  subsection,  the  Secretary  shall  inform  the  Sec- 

13  retary  of  the  Treasury  of  the  employers  owing 

14  such  amounts  and  the  amounts  owed. 

15  "(B)  Collection. — The  Secretary  of  the 

16  Treasury  shall  assess  and  collect  the  amounts 

17  referred  to  in  subparagraph  (A)  in  the  same 

18  manner  as  taxes  imposed  by  subtitle  C  of  the 

19  Internal  Revenue  Code  of  1986. 

20  "(c)  DEPOSIT. — Premiums  collected  under  this  sec- 

21  tion  shall  be  deposited  to  the  credit  of  the  Public  Health 

22  Trust  Fund  (established  under  section  2233). 

23  "SEC.  2233.  PUBLIC  HEALTH  TRUST  FUND. 

24  "(a)  Establishment. — 
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1  "(1)  In  general. — There  is  hereby  created  on 

2  the  books  of  the  Treasury  of  the  United  States  a 

3  trust  fund  to  be  known  as  the  'Public  Health  Trust 

4  Fund'  (in  this  section  referred  to  as  the  'Trust 

5  Fund').  The  Trust  Fund  shall  consist  of  such  gifts 

6  and  bequests  as  may  be  made  as  provided  in  para- 

7  graph  (3)  and  such  amounts  as  may  be  deposited  in, 

8  or  appropriated  to,  such  Trust  Fund  as  provided  in 

9  this  part. 

10  "(2)  Deposit  of  taxes. — There  are  hereby 

11  appropriated  to  the  Trust  Fund  amounts  equivalent 

12  to  100  percent  of  the  taxes  imposed  by — 

13  "(A)  part  VIII  of  subchapter  A  of  chapter 

14  1  of  the  Internal  Revenue  Code  of  1986,  and 

15  "(B)  sections  3151,  5000A,  and  5000B  of 

16  such  Code. 

17  The  amounts  appropriated  by  the  preceding  sentence 

18  shall  be  transferred  from  time  to  time  from  the  gen- 

19  eral  fund  in  the  Treasury  to  the  Trust  Fund,  such 

20  amounts  to  be  determined  on  the  basis  of  estimates 

21  by  the  Secretary  of  the  Treasury  of  the  taxes,  paid 

22  to  or  deposited  into  the  Treasury;  and  proper  adjust- 

23  ments  shall  be  made  in  amounts  subsequently  trans- 

24  ferred  to  the  extent  prior  estimates  were  in  excess 
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1  of  or  were  less  than  the  taxes  specified  in  such  sen- 

2  tence. 

3  "(3)  Authorization  to  accept  gifts. — The 

4  Managing  Trustee  of  the  Trust  Fund  is  authorized 

5  to  accept  on  behalf  of  the  United  States  money  gifts 

6  and  bequests  made  unconditionally  to  the  Trust 

7  Fund,  for  the  benefit  of  the  Trust  Fund,  or  any  ac- 

8  tivity  financed  through  the  Trust  Fund. 

9  "(b)  Incorporation  of  Provisions. — 

10  "(1)  In  general. — Subject  to  paragraph  (2), 

11  the  provisions  of  subsections  (b)  through  (j)  of  sec- 

12  tion  1817  shall  apply  to  the  Trust  Fund  in  the  same 

13  manner  as  they  apply  to  the  Federal  Hospital  Insur- 

14  ance  Trust  Fund. 

15  "(2)    Exceptions. — In   applying  paragraph 

16  (1)— 

17  "(A)  the  Board  of  Trustees  and  Managing 

18  Trustee  of  the  Trust  Fund  shall  be  composed  of 

19  the  members  of  the  Board  of  Trustees  and  the 

20  Managing  Trustee,  respectively,  of  the  Federal 

21  Hospital  Insurance  Trust  Fund;  and 

22  "(B)  any  reference  in  section  1817  to  the 

23  Federal  Hospital  Insurance  Trust  Fund,  to  title 

24  XVTII  (or  part  A  thereof),  or  (in  subsection 

25  (f)(1))  to  section  3102(b)  of  the  Internal  Reve- 
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1  nue  Code  of  1986  is  deemed  a  reference  to  the 

2  Trust  Fund  under  this  section,  this  title,  and  to 

3  section  3151(a)(2)  of  such  Code,  respectively. 

4  "(3)  Transfers  to  hospital  insurance 

5  TRUST  FUND. — There  shall  be  transferred  periodical- 

6  ly  (but  not  less  often  than  monthly)  from  the  Trust 

7  Fund  to  the  Federal  Hospital  Insurance  Trust 

8  Fund,  amounts  equivalent  to  the  premium,  deducti- 

9  ble,  and  coinsurance  subsidies  provided  under  part  E 

10  of  this  title  with  respect  to  premiums,  deductibles, 

1 1  and  coinsurance  under  part  A  of  title  XVIII. 

12  "(4)  Transfers  to  smi  trust  fund. — There 

13  shall  be  transferred  periodically  (but  not  less  often 

14  than  monthly)  from  the  Trust  Fund  to  the  Federal 

15  Supplementary   Medical    Insurance    Trust  Fund, 

16  amounts  equivalent  to  the  sum  of — 

17  "(A)  to  the  premium,  deductible,  and  coin- 

18  surance  subsidies  provided  under  part  E  of  this 

19  title  with  respect  to  premiums,  deductibles,  and 

20  coinsurance  under  part  B  of  title  XVTII; 

21  "(B)  the  net  additional  expenditures  under 

22  part  B  of  such  title  resulting  from  the  amend- 

23  ments  made  by  sections  501  through  505  and 

24  508  of  the  Health  Insurance  Coverage  and  Cost 

25  Containment  Act  of  1991. 
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1  "SEC.  2234.  TRANSFER  PAYMENTS  IN  THE  CASE  OF  MULTI- 

2  PLE  EMPLOYERS. 

3  "(a)   Treatment   of   Multiple  Employment 

4  Where  Employee  Covered  Under  a  Qualified  Em- 

5  ployer  Health  Plan. — 

6  "(1)  In  general. — In  the  case  of  a  multiple- 

7  employed  individual  (as  defined  in  subsection  (d)(1)) 

8  who  is  covered  under  a  qualified  employer  health 

9  plan  of  an  employer — 

10  "(A)  each  nonenrolling  employer  (as  de- 
ll fined  in  subsection  (d)(2))  that  offers  coverage 

12  under  a  qualified  employer  health  plan  shall  pay 

13  to   the   Public   Insurance    Trust   Fund  the 

14  nonenrolling  employer  premium   specified  in 

15  subsection  (b); 

16  "(B)  the  enrolling  employer  is  entitled  to 

17  receive  from  such  Trust  Fund  the  enrolling  em- 

18  ployer  subsidy  specified  in  subsection  (c);  and 

19  "(C)  there  will  be  no  tax  imposed  on  the 

20  wages     of    the     individual     under  section 

21  3151(a)(2)  of  the  Internal  Revenue  Code  of 

22  1986  with  respect  to  wages  paid  during  the  pe- 

23  riod  of  such  coverage. 

24  "(2)  Application  on  a  monthly  basis. — The 

25  premiums  and  subsidies  provided  under  this  subsec- 
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1  tion  shall  be  paid  with  respect  to  a  monthly  period 

2  of  coverage. 

3  "(b)  Amount  of  Nonenrolling  Employer  Pre- 

4  MIUM. — 

5  "(1)    In    general. — The    amount    of  the 

6  nonenrolling  employer  premium  described  in  this 

7  subsection  is  the  applicable  percent  of  the  actuarial 

8  rate  (specified  in  section  2226(b))  for  the  beneficiary 

9  class  in  the  community  in  which  the  employee  is  en- 

10  rolled. 

11  "(2)   Applicable   percent   defined. — For 

12  purposes  of  paragraph  (1),  the  term  'applicable  per- 

13  cent'  means,  with  respect  to  an  employee  who  is — 

14  "(A)  a  full-time  employee  of  the  employer, 

15  40  percent,  or 

16  "(B)  a  part-time  employee  of  the  employer, 

17  20  percent; 

18  "(c)  Amount  of  Enrolling  Employer  Subsi- 

19  DY.— 

20  "(1)  In  general. — The  amount  of  the  enroll- 

21  ing  employer  subsidy  described  in  this  subsection  is 

22  the  applicable  percent  of  the  actuarial  rate  (specified 

23  in  section  2226(b))  for  the  beneficiary  class  in  the 

24  community  in  which  the  employee  is  enrolled. 
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1  "(2)  Applicable   percent  defined. — For 

2  purposes  of  paragraph  (1),  the  term  'applicable  per- 

3  cent'  means,  with  respect  to  a  multiple-employee 

4  who  (or  whose  spouse)  is — 

5  "(A)  a  fall-time  employee  of  a  nonenrolling 

6  employer,  40  percent,  or 

7  "(B)    not    a    full-time    employee    of  a 

8  nonenrolling  employer,  but  is  a  part-time  em- 

9  ployee  of  a  nonenrolling  employer,  20  percent. 

10  In  no  case  shall  the  applicable  percent  with  respect 

11  to  a  multiple-employed  employee  (including  the  em- 

12  ployee's  spouse)  exceed  40  percent. 

13  "(d)  Definitions. — In  this  section: 

14  "(1)  Multiple-employed  individual. — The 

15  term  'multiple-employed  individual'  means  an  indi- 

16  vidual  who  in  a  month  is  an  employee  (whether  part- 

17  time  or  full-time)  and — 

18  "(A)  who  is  also  employed  (whether  part- 

19  time  or  full-time)  by  1  or  more  other  employer, 

20  or 

21  "(B)  whose  spouse  or  parent  is  also  an  em- 

22  ployee  (whether  part-time  or  full-time)  of  1  or 

23  more  employers. 

24  "(2)  Nonenrolling  employer. — The  term 

25  'nonenrolling  employer'  means,  with  respect  to  a 
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1  multiple-employed  individual  who  is  enrolled  under  a 

2  qualified  employer  health  plan  of  an  employer,  any 

3  employer  of  such  individual  other  than  such  employ- 

4  er. 

5  "SEC.  2235.  USE  OF  UNIFORM  CLAIMS  FORMS;  UNIFORM  IN- 

6  FORMATION  REPORTING. 

7  "The  Secretary  shall  provide  for — 

8  "(1)  submission  of  claims  under  this  title  (and 

9  title  XVIII)  using  uniform  claims  forms  developed 

10  by  the  Health  Care  Cost  Containment  Commission, 

11  and 

12  "(2)  reporting  to  the  Commission  of  informa- 

13  tion  on  required  health  services  provided  under  this 

14  title  (or  title  XVIII)  pursuant  to  standards  devel- 

15  oped  by  the  Commission  under  section  303(c)(4)  of 

16  the  Health  Insurance  Coverage  and  Cost  Contain- 

17  ment  Act  of  1991. 

18  "Part  E — Assistance  for  Low-Income  Individuals 

19  "SEC.  2241.  ASSISTANCE  FOR  INDIVIDUALS  WITH  INCOME 

20  BELOW  THE  POVERTY  LINE  ENROLLED  ON  A 

2 1  NON-EMPLOYMENT  BASIS. 

22  "(a)  In  General. — Except  as  otherwise  provided  in 

23  this  section,  in  the  case  of  an  individual — 

24  "(1)  who  is  enrolled  under  this  title  on  a  non- 
25  employment  basis, 
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1  "(2)  who  is  not  a  low-income  medicare  benefici- 

2  ary,  and 

3  "(3)  whose  family  adjusted  total  income  (as  de- 

4  fined  in  section  2247)  does  not  exceed  100  percent 

5  of  the  official  poverty  line  (as  defined  in  section 

6  2283(2)), 

7  the  low-income  assistance  under  this  part  shall  consist  of 

8  waiver  of  the  premiums  imposed  under  section  2231(a) 

9  and  of  any  deductibles  or  coinsurance  under  this  title  for 

10  the  individual  and  the  individual's  family. 

11  "(b)  Treatment  of  Medicare  Beneficiaries. — 

12  In  the  case  of  a  medicare  beneficiary — 

13  "(1)  who  is  not  enrolled  under  a  qualified  em- 

14  ployer  health  plan  or  under  this  title  on  an  employ- 

15  ment  basis,  and 

16  "(2)  whose  family  adjusted  total  income  (as  de- 

17  fined  in  section  2247)  does  not  exceed  100  percent 

18  of  the  official  poverty  line  (as  defined  in  section 

19  2283(2)), 

20  the  low-income  assistance  under  this  part  shall  consist  of 

21  (A)  payment  for  premiums  imposed  under  part  A  (if  any) 

22  or  part  B  of  title  XVIII  and  (B)  payment  of  any 

23  deductibles  and  coinsurance  under  such  title.  The  assist- 

24  ance  described  in  clause  (A)  of  the  previous  sentence  shall 

25  be  provided  in  a  manner  so  that  no  such  premium  amount 
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1  is  deducted  from  monthly  benefits  or  transfers  under  sec- 

2  tion  1818  or  1840. 

3  "SEC.  2242.  ASSISTANCE  FOR  INDIVIDUALS  WITH  INCOME 

4  BELOW    TWICE    THE    POVERTY    LINE  EN- 

5  ROLLED  ON  A  NON-EMPLOYMENT  BASIS. 

6  "(a)  Non-Medicare  Population. — In  the  case  of 

7  an  individual  who  is  not  a  medicare  beneficiary,  who  is 

8  enrolled  under  this  title  on  a  non-employment  basis,  and 

9  whose  family  adjusted  total  income  exceeds  100  percent 

10  but  is  less  than  200  percent,  of  the  official  poverty  line, 

11  the  low-income  assistance  under  this  part  shall  consist  of 

12  the  following: 


13  "(1)  PREMIUMS. — The  premium  amount  under 

14  section  2231(a)  shall  be  reduced  by  the  subsidy  per- 

15  centage  (as  defined  in  subsection  (c))  of  the  premi- 

16  um  amount  otherwise  applied.  Any  reduction  in  pre- 

17  mium  under  this  paragraph  shall  be  rounded  to  the 

18  nearest  multiple  of  $5. 

19  "(2)  Deductible. — The  deductibles  under  sec- 

20  tion  2222  shall  be  reduced  by  the  subsidy  percentage 

21  of  the  deductibles  otherwise  applied.  Any  reduction 

22  in  a  deductible  under  this  paragraph  shall  be  round- 

23  ed  to  the  nearest  multiple  of  $10. 

24  "(3)  Coinsurance. — The  percentage  coinsur- 

25  ance  applied  under  section  2223  shall  be  reduced  by 
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1  the  subsidy  percentage  multiplied  by  the  percentage 

2  coinsurance  otherwise  applied. 

3  "(b)  Medicare  Beneficiaries. — In  the  case  of  a 

4  low-income  medicare  beneficiary  who  is  not  enrolled  under 

5  a  qualified  employer  health  plan  or  under  this  title  on  an 

6  employment  basis,  and  whose  family  adjusted  total  income 

7  exceeds  100  percent  of  the  official  poverty  line,  the  low- 

8  income  assistance  under  this  part  shall  consist  of  the  fol- 

9  lowing: 

10  "(1)  Premiums. — The  premium  amounts  mi- 
ll posed  under  part  A  (if  any)  and  under  part  B  of 

12  title  XVIII  shall  be  reduced  by  the  subsidy  percent- 

13  age  (as  defined  in  subsection  (c))  of  the  premium 

14  amount  otherwise  applied.  Any  reduction  in  premi- 

15  um  under  this  paragraph  shall  be  rounded  to  the 

16  nearest  multiple  of  $1. 

17  "(2)    Deductible. — The    deductibles  under 

18  parts  A  and  B  of  title  XVIII  shall  be  reduced  by  the 

19  subsidy  percentage  of  the  deductibles  otherwise  ap- 

20  plied.  Any  reduction  in  a  deductible  under  this  para- 

21  graph  shall  be  rounded  to  the  nearest  multiple  of 

22  $10. 

23  "(3)  Coinsurance. — The  percentage  coinsur- 

24  ance  applied  under  part  A  or  part  B  of  title  XVIII 

25  shall  be  reduced  by  the  subsidy  percentage  multi- 
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1  plied  by  the  percentage  coinsurance  otherwise  ap- 

2  plied. 

3  "(c)  Subsidy  Percentage  Defined. — 

4  "(1)  In  GENERAL. — In  this  section  and  section 

5  2243,  the  term  'subsidy  percentage'  means  the  num- 

6  ber  of  percentage  points  by  which  the  family's  ad- 

7  justed  total  income  (expressed  as  a  percent  of  the 

8  applicable  official  poverty  line)  is  less  than  200  per- 

9  cent. 

10  "(2)  Rounding  for  coinsurance. — For  pur- 

11  poses  of  subsection  (a)(3),  the  subsidy  percentage 

12  (as  applied  to  the  coinsurance  percentage)  shall  be 

13  rounded  to  the  nearest  multiple  of  5  percent. 

14  "SEC.    2243.    ASSISTANCE    FOR    INDIVIDUALS  COVERED 

15  UNDER     QUALIFIED     EMPLOYER  HEALTH 

16  PLANS. 

17  "(a)  In  General. — In  the  case  of  an  eligible  individ- 

18  ual  who  is  enrolled  under  a  qualified  employer  health  plan 

19  or  is  enrolled  under  this  title  on  an  employment  basis,  low- 

20  income  assistance  under  this  part  shall  consist  of — 

21  "(1)  payment  (in  a  manner  specified  by  the 

22  Secretary)  of  the  amount  of  the  premium  subsidy 

23  under  subsection  (b)  to  the  individual  or  another 

24  family  member,  or,  in  the  case  described  in  subsec- 

25  tion  (b)(4),  the  employer,  and 
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1  "(2)  payment  to  the  plan  of  the  amount  of  the 

2  deductible  and  coinsurance  subsidy  under  subsection 

3  (c). 

4  Such  subsidies  shall  apply  to  premiums,  deductibles,  and 

5  coinsurance  for  the  individual  and  family  member  covered 

6  on  an  employment  basis  under  the  plan  or  under  this  title. 

7  "(b)  Premium  Subsidy. — In  the  case  of  an  eligible 

8  individual  who  is  enrolled  under  a  qualified  employer 

9  health  plan — 

10  "(1)  Treatment  under  qualified  employ- 

11  er  health  plan. — 

12  "(A)  Amount. — The  amount  of  the  premi- 

13  um  subsidy  under  this  subsection  is  the  subsidy 

14  percentage  (as  defined  in  section  2242(c))  of 

15  the  employee  share  of  the  premium.  Any  premi- 

16  um  subsidy  under  this  paragraph  which  is  not 

17  a  multiple  of  $5  shall  be  rounded  to  the  nearest 

18  multiple  of  $5. 

19  "(B)  Use  of  least  expensive  quali- 

20  fied  plan. — In  applying  subparagraph  (A), 

21  the  amount  of  the  premium  subsidy  shall  be 

22  based  on  the  qualified  employer  health  plan 

23  available  to  the  employee  with  the  smallest  pre- 

24  mium  payment  required  of  the  employee  (for 
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1  the  type  of  individual  or  family  enrollment  with 

2  which  the  employee  is  enrolled). 

3  "(C)  Frequency  of  payment. — Except 

4  as  provided  in  subparagraph  (D),  the  premium 

5  subsidy  under  this  subsection  shall  be  paid  not 

6  less  frequently  than  quarterly  or,  if  the  amount 

7  of  the  premium  subsidy  on  a  monthly  basis  ex- 

8  ceeds  $20,  monthly. 

9  "(D)  Optional,  direct  coordination 

10  WITH    EMPLOYERS. — In    the    case    of  an 

1 1  employee — 

12  "(i)  who  is  enrolled  under  a  covered 

13  employer  health  plan, 

14  "(ii)  who  is  entitled  to  assistance 

15  under  this  part, 

16  "(hi)  whose  employer  agrees  to  enter 

17  into  an  arrangement  with  the  Secretary 

18  under  this  subparagraph,  and 

19  "(iv)  who  assigns   (in  the  manner 

20  specified  by  the  Secretary)  rights  to  premi- 

21  um  subsidies  under  this  paragraph  to  the 

22  employer, 

23  the  Secretary  shall  enter  into  an  arrangement 

24  with  the  employer  under  which  (I)  the  employer 

25  agrees  to  reduce  premiums  otherwise  imposed 
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1  with  respect  to  the  individual  by  the  amount  of 

2  the  subsidy,  and  (II)  the  Secretary  agrees  to 

3  make  payment  (not  less  often  than  monthly)  to 

4  the  employer  of  the  amount  of  such  premium 

5  subsidy. 

6  11  (2)   Treatment   under  public  health 

7  PLAN. — In  the  case  of  an  eligible  individual  who  is 

8  enrolled  on  an  employment  basis  under  this  title — 

9  "(A)  Amount. — The  amount  of  the  premi- 

10  um  subsidy  under  this  subsection  is  the  subsidy 

11  percentage  (as  defined  in  section  2242(c))  of 

12  the  taxes  paid  under  section  3151(a)(2)  of  the 

13  Internal  Revenue  Code  of  1986. 

14  "(B)  Frequency  of. payment. — The  pre- 

15  mium  subsidy  under  this  subsection  shall  be 

16  paid  not  less  frequently  than  quarterly  or,  if  the 

17  amount  of  the  premium  subsidy  on  a  monthly 

18  basis  exceeds  $20,  monthly. 

19  "(c)  Deductible  and  Coinsurance  Subsidy. — 

20  "(1)   Deductible   subsidy  amount. — The 

21  amount  of  the  deductible  subsidy  under  this  subsee- 

22  tion  is  the  subsidy  percentage  of  the  deductible  oth- 

23  erwise  applied.  Any  deductible  subsidy  under  this 

24  paragraph  that  is  not  a  multiple  of  $10  shall  be 

25  rounded  to  the  nearest  multiple  of  $10. 
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1  "(2)  Coinsurance  subsidy  amount. — The 

2  amount  of  the  coinsurance  subsidy  under  this  sub- 

3  section  is  the  product  of  the  subsidy  percentage,  the 

4  percentage  coinsurance  otherwise  applied,  and  the 

5  payment  amount  permitted  for  required  health  serv- 

6  ices. 

7  "(3)  Direct  coordination  by  qualified  em- 

8  ployer  health  plan  required. — In  the  case  of 

9  an  individual  enrolled  under  a  qualified  employer 

10  health  plan,  the  plan  shall  provide  for — 

11  "(A)  acceptance  of  information,  electroni- 

12  cally,  from  the  Secretary  on  the  amount  of  the 

13  deductible  and  coinsurance  subsidy  for  individ- 

14  uals  (and  family  members), 

15  "(B)  a  reduction  in  the  deductibles  and  co- 

16  insurance  otherwise  imposed  to  reflect  the  de- 

17  ductible  and  coinsurance  subsidies  to  which  the 

18  individual  and  family  members  are  entitled, 

19  "(C)  reasonably  prompt  payment  of  bills 

20  for  which  such  charges  have  been  made,  and 

21  "(D)  transmission  of  such  information  as 

22  is  necessary  to  indicate  the  amount  of  subsidy 

23  provided  under  the  plan  for  specified  individ- 

24  uals. 


t 
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1  In  return,  the  Secretary  shall  provide  for  payment, 

2  not  less  often  than  monthly,  to  the  plan  of  the 

3  amount  of  payments  made  by  such  a  plan  for  de- 

4  ductible  and  coinsurance  subsidies  under  this  sub- 

5  section. 

6  "SEC.  2244.  APPLICATIONS  FOR  ASSISTANCE. 

7  "(a)  In  General. — Subject  to  section  2245,  any  in- 

8  dividual  who  seeks  assistance  under  this  part  (with  respect 

9  to  himself  or  herself  or  a  family  member)  shall  submit  a 

10  written  application,  by  person  or  mail,  to  the  Secretary. 

1 1  The  application  may  be  submitted  with  an  application  to 

12  enroll  under  this  title  or  separately. 

13  "(b)  Basis  for  Determination. — Subject  to  sec- 

14  tion  2245  and  reconciliation  under  such  section,  eligibility 

15  for  assistance  under  this  part  shall  be  based  on  4  times 

16  the  family  adjusted  total  income  (as  defined  in  section 

17  2247)  during  the  3  months  preceding  the  month  in  which 

18  the  application  is  filed. 

19  "(c)  Form  and  Contents. — An  application  for  as- 

20  sistance  under  this  part  shall  be  in  a  form  and  manner 

21  specified  by  the  Secretary  and  shall  require — 

22  "(1)  the  provision  of  information  necessary  to 

23  make  the  determinations  described  in  subsection  (b), 
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(2)  the  provision  of  information  respecting  any 


2 


covered  employer  health  plan  in  which  the  individual 


3 


is  enrolled,  and 


4 


(3)  the  individual  (if  enrolled  under  such  a 


5 


plan)  to  assign  rights  for  deductible  subsidies  under 


6 


this  part  to  such  plan. 


7  Such  form  also  shall  include  an  option  to  execute,  as  part 

8  of  completing  the  form  and  in  order  to  meet  the  condition 

9  described  in  section  2243(b)(4)(D),  an  assignment  of  an 

10  individual's  right  for  premium  subsidies  under  this  part 

11  to  an  employer. 

12  "(d)  Frequency  op  Applications. — 

13  "(1)  In  GENERAL. — An  application  for  assist- 

14  ance  under  this  part  may  be  filed  at  any  time  during 

15  the  year  and  may  be  resubmitted  (but,  except  as 

16  provided  in  paragraph  (3),  not  more  frequently  than 

17  once  every  3  months)  based  upon  a  change  of  in- 

18  come  or  family  composition. 

19  "(2)  Need  to  reapply. — In  the  case  of  an  in- 

20  dividual  who — 

21  "(A)  is  entitled  to  assistance  under  this 

22  section  in  September  of  a  year,  and 

23  "(B)  wishes  to  remain  eligible  for  benefits 

24  for  months  beginning  with  January  of  the  fol- 

25  lowing  year, 
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1  the  individual  (or  a  family  member)  must  file  with 

2  the  Secretary  in  October  of  that  preceding  year  a 

3  new  application  for  assistance.  If  an  individual  fails 

4  to  file  a  new  application  under  this  paragraph,  an 

5  application  for  such  assistance  with  respect  to  any 

6  family  member  may  not  be  filed  during  November  or 

7  December  of  that  preceding  year. 

8  "(3)  Correction  op  income. — Nothing  in 

9  paragraph  (1)  shall  be  construed  as  preventing  an 

10  individual  or  family  from,  at  any  time,  submitting  an 

1 1  application  to  reduce  the  amount  of  assistance  under 

12  this  part  based  upon  an  increase  in  income  from 

13  that  stated  in  the  previous  application. 

14  "(e)  Timing  of  Assistance. — 

15  "(1)  In  general. — If  an  application  for  assist- 

16  ance  under  this  part  is  filed — 

17  "(A)  on  or  before  the  15th  day  of  a  month, 

18  assistance  under  this  part  shall  be  available  for 

19  premiums  for  months  after  such  month  and, 

20  with  respect  to  the  deductible,  for  expenses  in- 

21  curred  after  such  month;  or 

22  "(B)  after  the  15th  day  of  a  month,  assist- 

23  ance  under  this  part  shall  be  available  for  pre- 

24  miums  for  months  after  the  month  following 

25  such  month  and,  with  respect  to  the  deductible, 
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1  for   expenses   incurred   after   such  following 

2  month. 

3  "(2)  Welfare  recipients. — In  the  case  of  an 

4  individual  or  family  with  respect  to  whom  an  appli- 

5  cation  for  assistance  is  not  required  because  of  sec- 

6  tion  2246,  in  applying  paragraph  (1),  the  date  of  ap- 

7  proval  of  aid  or  benefits  described  in  such  section 

8  shall  be  considered  the  date  of  filing  of  an  applica- 

9  tion  for  assistance  under  this  part. 

10  "(f)  Verification. — The  Secretary  shall  provide  for 

1 1  verification,  on  a  sample  basis  or  other  basis,  of  the  infor- 

12  mation  supplied  in  applications  under  this  part.  This  veri- 

13  fication  shall  be  separate  from  the  reconciliation  provided 

14  under  section  2245. 

15  "(g)  Help  in  Completing  Applications. — The 

16  Secretary  shall  provide,  from  funds  appropriated  to  carry 

17  out  this  title,  for  grants  to  public  or  private  nonprofit  enti- 

18  ties  that  will  make  available  assistance  to  individuals  and 

19  families  in  filing  applications  for  assistance  under  this 

20  part.  The  Secretary  shall  make  grants  in  a  manner  that 

21  provides  such  assistance  at  a  variety  of  sites  (such  as  low- 

22  income  housing  projects  and  shelters  for  homeless  individ- 

23  uals)  that  are  readily  accessible  to  individuals  and  families 

24  eligible  for  assistance  under  this  part. 

25  "(h)  Penalties  for  Inaccurate  Information. — 
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1  "(1)   Interest   for  understatements. — 

2  Each  individual  who  knowingly  understates  income 

3  reported  in  an  application  for  assistance  under  this 

4  part  or  otherwise  makes  a  material  misrepresenta- 

5  tion  of  information  in  such  an  application  shall  be 

6  liable  to  the  Federal  Government  for  excess  pay- 

7  ments  made  based  on  such  understatement  or  mis- 

8  representation,  and  for  interest  on  such  excess  pay- 

9  ments  at  a  rate  specified  by  the  Secretary. 

10  "(2)  Penalties  for  misrepresentation. — 

11  Each  individual  who  knowingly  misrepresents  mate- 

12  rial  information  in  an  application  for  assistance 

13  under  this  part  shall  be  liable  to  the  Federal  Govern- 

14  ment  for  $1,000  or,  if  greater,  three  times  the  ex- 

15  cess  payments  made  based  on  such  misrepresenta- 

16  tion. 

17  "(i)  Filing  of  Application  Defined. — Except  as 

18  provided  in  subsection  (e)(2),  for  purposes  of  this  part, 

19  an  application  under  this  part  is  considered  to  be  Tiled' 

20  on  the  date  on  which  the  complete  application,  including 

21  all  documentation  required  to  act  on  the  application,  has 

22  been  filed  with  the  Secretary. 
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1  "SEC.  2245.  RECONCILIATION  OF  PREMIUM  ASSISTANCE 

2  THROUGH  USE  OF  INCOME  STATEMENTS. 

3  "(a)  Requirement  for  Filing  of  Income  State- 

4  ment. — Subject  to  section  2246,  in  the  case  of  a  family 

5  which  is  receiving  low-income  assistance  under  this  part 

6  for  any  month  in  a  year,  a  member  of  the  family  shall 

7  file  with  the  Secretary,  by  not  later  than  April  15  of  the 

8  following  year,  a  statement  that  verifies  the  family's  total 

9  adjusted  family  income  for  the  taxable  year  ending  during 

10  the  previous  year.  Such  a  statement  shall  provide  informa- 

11  tion  necessary  to  determine  the  family  adjusted  total  in- 

12  come  during  the  year  and  the  number  of  family  members 

13  in  the  family  as  of  the  last  day  of  the  year. 

14  "(b)  Reconciliation  of  Premium  Assistance 

15  Based  on  Actual  Income. — Based  on  and  using  the  in- 

16  come  reported  in  the  statement  filed  under  subsection  (a) 

17  with  respect  to  a  family  or  individual,  subject  to  section 

18  2246,  the  Secretary  shall  compute  the  amount  of  assist- 

19  ance  that  should  have  been  provided  under  this  part  with 

20  respect  to  premiums  for  the  family  in  the  year  involved. 

21  If  the  amount  of  such  assistance  computed  is — 

22  "(1)  greater  than  the  amount  of  premium  as- 

23  sistance  provided,  the  Secretary  shall  provide  for 

24  payment  (directly  or  through  a  credit  against  future 

25  premiums  owed)  to  the  family  or  individual  involved 

26  of  an  amount  equal  to  the  amount  of  the  deficit,  or 
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1  "(2)  less  than  the  amount  of  assistance  provid- 

2  ed,  the  Secretary  shall  require  the  family  or  individ- 

3  ual  to  pay  (directly  or  through  an  increase  in  future 

4  premiums  owed)  to  the  Secretary  (to  the  credit  of 

5  the  program  under  this  title)  an  amount  equal  to  the 

6  amount  of  the  excess  payment. 

7  "(c)  Disqualification  for  Failure  to  File. — 

8  Subject  to  section  2246,  in  the  case  of  any  family  that 

9  is  required  to  file  an  information  statement  under  subsec- 

10  tion  (a)  in  a  year  and  that  fails  to  file  such  a  statement 

11  by  the  deadline  specified  in  such  subsection,  no  member 

12  of  the  family  shall  be  eligible  for  assistance  under  this  part 

13  after  May  1  of  such  year.  The  Secretary  shall  waive  the 

14  application  of  this  subsection  if  the  family  establishes,  to 

15  the  satisfaction  of  the  Secretary,  good  cause  for  the  failure 

16  to  file  the  statement  on  a  timely  basis. 

17  "(d)  Penalties  for  False  Information. — Any 

18  individual  that  provides  false  information  in  a  statement 

19  under  subsection  (a)  is  subject  to  a  criminal  penalty  to 

20  the  same  extent  as  a  criminal  penalty  may  be  imposed 

21  under  section  1128B(a)  with  respect  to  a  person  described 

22  in  clause  (ii)  of  such  section. 

23  "(e)  Notice  of  Requirement. — The  Secretary 

24  shall  provide  for  written  notice,  in  March  of  each  year, 

25  of  the  requirement  of  subsection  (a)  to  each  family  which 
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1  received  assistance  under  this  part  in  any  month  during 

2  the  preceding  year  and  to  which  such  requirement  applies. 

3  "(f)  Transmittal  of  Information. — The  Secre- 

4  tary  of  the  Treasury  shall  transmit  annually  to  the  Secre- 

5  tary  such  information  relating  to  the  adjusted  total  income 

6  of  individuals  for  the  taxable  year  ending  in  the  previous 

7  year  as  may  be  necessary  to  verify  the  reconciliation  of 

8  assistance  under  this  section. 

9  "(g)  Construction. — Nothing  in  this  section  shall 

10  be  construed  as  authorizing  reconciliation  of  assistance 

1 1  provided  with  respect  to  deductibles  and  coinsurance. 

12  "SEC.  2246.  TREATMENT  OF  CERTAIN  CASH  ASSISTANCE 

13  RECIPIENTS. 

14  "In  the  case  of  a  family  that  has  been  determined 

15  to  be  eligible  for  aid  under  part  A  or  E  of  title  IV  or  an 

16  individual  who  has  been  determined  to  be  eligible  for  sup- 

17  plemental  security  income  benefits  under  title  XVI — 

18  "(1)  the  family  or  individual  is  deemed,  without 

19  the  need  to  file  an  application  for  assistance  under 

20  section  2244,  to  have  adjusted  total  income  below 

21  100  percent  of  the  official  poverty  line  applicable  to 

22  a  family  of  the  size  involved, 

23  "(2)  the  family  or  individual  need  not  file  a 

24  statement  under  section  2245(a),  and 
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1  "(3)  the  assistance  received  by  the  family  is  not 

2  subject  to  reconciliation  under  section  2245(b). 

3  "SEC.  2247.  COMPUTATION  OF  FAMILY  ADJUSTED  TOTAL 

4  INCOME. 

5  "In  this  part: 

6  "(1)  Adjusted  total  income. — The  term 

7  'adjusted  total  income'  means — 

8  "(A)  adjusted  gross  income  (as  defined  in 

9  section  62(a)  of  the  Internal  Revenue  Code  of 

10  1986),  determined  without  the  application  of 

11  paragraphs  (6)  and  (7)  of  such  section  and 

12  without  the  application  of  section  162(1)  of  such 

13  Code,  plus 

14  "(B)  the  amount  of  social  security  benefits 

15  (described  in  section  86(d)  of  such  Code)  which 

16  is  not  includable  in  gross  income  under  section 

17  86  of  such  Code. 

18  "(2)  Family  adjusted  total  income. — The 

19  term  'family  adjusted  total  income'  means,  with  re- 

20  spect  to  an  individual,  the  sum  of  the  adjusted  total 

21  income  for  the  individual  and  all  the  other  family 

22  members. 

23  "(3)  Family  size. — The  family  size  to  be  ap- 

24  plied  under  this  part,  with  respect  to  family  adjusted 

25  total  income,  is  the  number  of  individuals  included 
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1  in  the  family  for  purposes  of  coverage  of  health  in- 

2  surance  benefits  under  this  title  or  under  a  qualified 

3  employer  health  plan  (as  the  case  may  be). 

4  "Part  F — Administrative  Provisions 

5  "SEC.  2261.  AGREEMENTS  WITH  HOSPITALS;  PARTICEPAT- 

6  ING   PHYSICIANS;   TREATMENT   OF  INDIAN 

7  HEALTH  SERVICE  FACILITIES. 

8  "(a)  Requirement. — 

9  "(1)  In  general. — Any  hospital  shall  be  quali- 

10  fied  to  participate  under  this  title  and  shall  be  eligi- 

1 1  ble  for  payments  under  this  title  if — 

12  "(A)  it  has  in  effect  a  participation  agree- 

13  ment  under  section  1866(a)(1),  and 

14  "(B)  it  files  with  the  Secretary  a  participa- 

15  tion  agreement  meeting  the  requirements  of 

16  subsection  (b). 

.17  "(b)  Elements  of  Agreement. — 

18  "(1)  In  GENERAL. — Except  as  provided  in  this 

19  subsection,  a  participation  agreement  under  this 

20  subsection  shall  provide  terms,  specified  by  the  Sec- 

21  retary,  that  are  the  same  terms  as  those  required  of 

22  hospital   participation    agreements   under  section 

23  1866(a)(1). 

24  "(2)  Modified  copayments. — Instead  of  the 

25  limitation  on  charges  specified  under  paragraphs 
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1  (1)(A)  and  (2)  of  section  1866(a),  the  agreement 

2  shall  not  permit  the  hospital  to  charge  more  than 

3  the  applicable  deductible  and  coinsurance  permitted 

4  under  this  title. 

5  "(3)  Acceptance  op  payment  limits. — Each 

6  agreement  shall  require  the  hospital  not  to  impose 

7  charges  that  exceed  the  reference  rates  established 

8  under  section  303  of  the  Health  Insurance  Coverage 

9  and  Cost  Containment  Act  of  1991.  The  previous 

10  sentence  shall  not  be  construed  as  prohibiting  a 

11  qualified  employer  health  plan  from  negotiating  or 

12  otherwise  providing  payment  rates  that  are  less  than 

13  such  reference  rates. 

14  "(c)  Physician  Participation  Agreements. — 

15  "(1)  In  GENERAL. — Except  as  provided  in  this 

16  subsection,  the  Secretary  shall  provide  for  participat- 

17  ing  physician  agreements  under  this  title  in  the 

18  same  manner  as  such  agreements  are  provided  for 

19  under  title  part  B  of  title  XVIII  pursuant  to  section 

20  1842(h). 

21  "(2)  Limitation  on  charges  to  other  enti- 

22  TIES. — A  participating  physician  agreement  under 

23  this  subsection  shall  provide  that  the  physician 

24  agrees  not  to  impose  charges  with  respect  to  re- 

25  quired  health  services  that  exceed  the  reference  rates 
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1  established  with  respect  to  such  services  under  sec- 

2  tion  303  of  the  Health  Insurance  Coverage  and  Cost 

3  Containment  Act  of  1991.  The  previous  sentence 

4  shall  not  be  construed  as  prohibiting  a  qualified  em- 

5  ployer  health  plan  from  negotiating  or  otherwise  pro- 

6  viding  payment  rates  that  are  less  than  such  refer- 

7  ence  rates. 

8  "(d)  Indian  Health  Service  Facilities. — The 

9  provisions  of  section  1880  (relating  to  Indian  health  serv- 

10  ice  facilities)  shall  apply  to  this  title  in  the  same  manner 

11  as  they  apply  under  title  XVIII. 

12  "SEC.  2262.  HEALTH  MAINTENANCE  ORGANIZATIONS. 

13  "(a)  In  General. — Except  as  provided  in  this  sec- 

14  tion,  section  1876  shall  apply  to  individuals  entitled  to 

15  benefits  under  this  title  in  the  same  manner  as  such  sec- 

16  tion  applies  to  individuals  entitled  to  benefits  under  part 

17  A,  and  enrolled  under  part  B,  of  title  XVIII. 

18  "(b)  Application. — In  applying  section  1876  under 

19  this  section — 

20  "(1)  the  provisions  of  such  section  relating  only 

21  to  individuals  enrolled  under  part  B  of  title  XVIII 

22  shall  not  apply; 

23  "(2)  any  reference  to  a  Trust  Fund  established 

24  under  title  XVIII  and  to  benefits  with  respect  to  any 

25  services  under  such  title  is  deemed  a  reference  to  the 
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1  Public  Health  Trust  Fund  and  to  health  insurance 

2  benefits  with  respect  to  required  health  services 

3  under  this  title; 

4  "(3)  the  adjusted  average  per  capita  cost  shall 

5  be  determined  on  the  basis  of  benefits  under  this 

6  title; 

7  "(4)  subsections  (f)  and  (h)  shall  not  apply;  and 

8  "(5)  in  applying  subsection  (c)(3)(B),  an  eligi- 

9  ble  organization  may  require  a  minimum  period  of 

10  enrollment  (of  not  greater  than  6  months)  during 

1 1  which  an  individual  may  not  disenroll  other  than  for 

12  cause  or  unless  enrollment  under  this  title  is  termi- 

13  nated. 

14  "SEC.  2263.  USE  OF  FISCAL  AGENTS. 

15  "(a)  Use  of  Fiscal  Agents. — 

16  "(1)  In  general. — Except  as  provided  in  this 

17  section,  the  Secretary  shall  provide  for  the  adminis- 

18  tration  of  this  title  through  the  use  of  fiscal  agents 

19  in  the  same  manner  as  title  XVIII  is  carried  out 

20  through  the  use  of  such  fiscal  intermediaries  and 

21  carriers. 

22  "(2)  Special  rules. — In  the  administration  of 

23  this  title,  the  Secretary — 

24  "(A)  may  use  a  single  carrier  with  respect 

25  to  all  required  health  services  in  an  area,  and 
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1  "(B)  shall  establish  performance  standards 

2  at  least  as  rigorous  as  the  performance  stand- 

3  ards  applied  in  the  administration  of  title 

4  XVIII. 

5  "(3)  Separate  conteacts. — Contracts  with 

6  fiscal  agents  entered  into  pursuant  to  this  subsection 

7  for  an  area  need  not  be  with  the  same  fiscal 

8  intermediary  or  carrier  with  an  agreement  under 

9  section  1816  or  a  contract  under  section  1842  for 

10  the  area.  However,  nothing  in  this  section  shall  be 

11  construed  as  preventing  such  an  organization  with 

12  such  an  agreement  or  contract  under  such  section 

13  from  entering  into  a  contract  under  this  section. 

14  "(b)  Requiring  Use  of  Electronic  Billing. — 

15  Effective  for  claims  submitted  on  or  after  January  1, 

16  1996,  payment  shall  only  be  made  under  this  title  on  the 

17  basis  of  bills  or  charges  that  are  submitted  electronically 

18  in  a  manner  specified  by  the  Secretary. 

19  "SEC.  2264.  GENERAL  ADMINISTRATION. 

20  "(a)  Through  Health  Care  Financing  Adminis- 

21  TRATION. — Except  as  otherwise  provided  in  this  title,  this 

22  title  shall  be  administered  by  the  Health  Care  Financing 

23  Administration. 

24  "(b)  REGULATIONS;  TITLE  II  PROVISIONS;  ADMINIS- 

25  TRATION. — The  provisions  of  sections  1871,  1872,  and 
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1  1874  (relating  to  regulations,  application  of  certain  provi- 

2  sions  of  title  II,  and  administration)  shall  apply  to  this 

3  title  in  the  same  manner  as  they  apply  to  title  XVIII. 

4  "(c)  Treatment  of  Amounts  Due. — In  bankrupt- 

5  cy  and  reorganization  proceedings,  amounts  owed  to  the 

6  public  health  plan  under  this  title  shall  be  treated  in  the 

7  same  manner  as  amounts  owed  to  the  Federal  Government 

8  under  the  Federal  Insurance  Contributions  Act. 

9  "SEC.  2265.  DETERMINATIONS;  APPEALS;  PROVIDER  REIM- 

10  BURSEMENT  REVIEW  BOARD. 

11  11  (a)    Determinations. — The    determination  of 

12  whether  an  individual  is  entitled  to  benefits  under  this  title 

13  and  the  determination  of  the  amount  of  benefits  under  this 

14  title  shall  be  made  by  the  Secretary  in  accordance  with 

15  regulations  prescribed  by  the  Secretary. 

16  "(b)  Hearings. — 

17  "(1)  In  general. — Any  individual  dissatisfied 

18  with  any  determination  under  subsection  (a)  shall  be 

19  entitled  to  a  hearing  thereon  by  the  Secretary  to  the 

20  same  extent  as  is  provided  in  section  205(b)  and  to 

21  judicial  review  of  the  Secretary's  final  decision  after 

22  such  hearing  as  is  provided  in  section  205(g).  Sec- 

23  tions  206(a),  1102,  and  1871  (as  incorporated  by 

24  reference  by  section  2264)  shall  not  be  construed  as 

25  authorizing  the  Secretary  to  prohibit  an  individual 
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1  from  being  represented  under  this  subsection  by  a 

2  person  that  furnishes  the  individual,  directly  or  indi- 

3  rectly,  with  services  solely  on  the  basis  that  the  per- 

4  son  furnishes  the  individual  with  such  a  service.  Any 

5  person  that  furnishes  services  to  an  individual  may 

6  not  represent  an  individual  under  this  subsection 

7  with  respect  to  the   issue   described  in  section 

8  1879(a)(2)  unless  the  oerson  has  waived  any  rights 

9  for  payment  from  the  beneficiary  with  respect  to  the 

10  services  involved  in  the  appeal.  If  a  person  furnishes 

11  services  to  an  individual  and  represents  the  individ- 

12  ual  under  this  subsection,  the  person  may  not  im- 

13  pose  any  financial  liability  on  such  individual  in  con- 

14  nection  with  such  representation. 

15  "(2)  Limitation. — Notwithstanding  paragraph 

16  (1),  a  hearing  shall  not  be  available  to  an  individual 

17  if  the  amount  in  controversy  is  less  than  $500  and 

18  judicial  review  shall  not  be  available  to  the  individual 

19  if  the  amount  in  controversy  is  less  than  $1,000.  In 

20  determining  the  amount  in  controversy,  the  Secre- 

21  tary,  under  regulations,  shall  allow  two  or  more 

22  claims  to  be  aggregated  if  the  claims  involve  the  de- 

23  livery  of  similar  or  involve  related  services  to  the 

24  "  same  individual  or  involve  common  issues  of  law  and 
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1  fact  arising  from  services  furnished  to  two  or  more 

2  individuals. 

3  "(3)  Expedited  review. — In  an  administra- 

4  tive  hearing  pursuant  to  paragraph  (1),  where  the 

5  moving  party  alleges  that  there  are  no  material  is- 

6  sues  of  fact  in  dispute,  the  administrative  law  judge 

7  shall  make  an  expedited  determination  as  to  whether 

8  any  such  facts  are  in  dispute  and,  if  not,  shall  deter- 

9  mine  the  case  expeditiously. 

10  "(c)  Provider  Reimbursement  Review  Board. — 

11  The  provisions  of  section  1878  (relating  to  the  Provider 

12  Reimbursement  Review  Board)  shall  apply  under  this  title 

13  in  the  same  manner  as  they  apply  under  title  XVIII. 

14  "SEC.  2266.  PROGRAM  INTEGRITY;  MISCELLANEOUS  PROVI- 

15  SIONS. 

16  "(a)  Program  Integrity. — Sections  1124,  1124A, 

17  1126,  and  1128  through  1128B  (relating  to  fraud  and 

18  abuse)  shall  apply  to  this  title  in  the  same  manner  as  they 

19  apply  to  title  XVIII. 

20  "(b)  Title  XI  Provisions. — The  following  provi- 

21  sions  shall  apply  to  this  title  in  the  same  manner  as  they 

22  apply  to  title  XVIII: 

23  "(1)  Section  1134  (relating  to  nonprofit  hospi- 

24  tal  philanthropy). 
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1  "(2)  Section  1138  (relating  to  hospital  proto- 

2  cols  for  organ  procurement  and  standards  for  organ 

3  procurement  agencies). 

4  "(c)  Withholding  of  Payments  From  Certain 


5  Providers. — Subsections  (a)  through  (c)  of  section  1885 

6  shall  apply  to  this  title,  the  Secretary,  and  the  Public 

7  Health  Trust  Fund  in  the  same  manner  as  such  subsec- 

8  tions  apply  to  title  XLX,  the  State  agency,  and  the  appro- 

9  priate  State  agency  paid  funds  under  subsection  (c),  re- 

10  spectively. 

1 1  "SEC.  2267.  INFORMATION  BY  TELEPHONE. 


12  "The  Secretary  shall  provide  information  via  a  toll- 

13  free  telephone  number  on  the  public  health  plan,  including 

14  information  concerning — 

15  "(1)  the  requirement  of  section  2204,  and 

16  "(2)  low-income  assistance  under  part  E. 

17  "SEC.  2268.  DEMONSTRATION  PROJECT  AUTHORITY. 

18  "(a)  Demonstration  Project  Authority. — 

19  "(1)  In  GENERAL. — The  Secretary  is  authorized 

20  to  conduct  demonstration  projects — 

21  "(A)  to  improve  the  delivery  and  quality  of 

22  health  care  services  under  this  title,  and 

23  '  '(B)  to  increase  the  efficiency  and  effec- 

24  tiveness  of  methods  of  payment  for  such  serv- 

25  ices. 
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1  Subject  to  paragraph  (2),  the  Secretary  may  waive 

2  such  requirements  of  this  title  as  may  be  necessary 

3  to  carry  out  such  demonstration  projects. 

4  "(2)   Limitation. — The   Secretary  does  not 

5  have  the  authority  under  paragraph  (1) — 

6  "(A)  to  reduce  the  benefits  available  under 

7  part  B,  or 

8  "(B)  to  increase  the  deductibles  or  coinsur- 

9  ance  under  part  C. 

10  "(3)  Funding. — Grants,  payments  under  con- 

11  tracts,  and  other  expenditures  made  for  demonstra- 

12  tion  projects  under  this  subsection — 

13  "(A) -shall  be  made  from  the  Public  Health 

14  Trust  Fund, 

15  "(B)  may  be  made  either  in  advance  or  by 

16  way  of  reimbursement,  as  may  be  determined 

17  by  the  Secretary,  and 

18  "(C)  shall  be  made  in  such  installments 

19  and  on  such  conditions  as  the  Secretary  finds 

20  necessary  to  carry  out  the  purpose  of  this  sub- 

21  section. 

22  "(b)  Construction. — Except  as  provided  in  subsec- 


23  tion  (a),  the  Secretary  is  not  authorized  to  waive  any  re- 

24  quirement  of  this  title. 
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1  "SEC.  2269.  INCORPORATION  OF  MISCELLANEOUS  MEDI- 

2  CARE  PROVISIONS. 

3  "(a)  Overpayments  on  Behalf  of  Individuals 

4  and  Settlement  of  Claims  for  Benefits  on  Be- 

5  half  of  Deceased  Individuals. — The  provisions  of 

6  section  1870  (relating  to  overpayments  on  behalf  of  indi- 

7  viduals  and  settlement  of  claims  for  benefits  on  behalf  of 

8  deceased  individuals),  other  than  subsection  (b),  shall 

9  apply  under  this  title  in  the  same  manner  as  they  apply 

10  under  title  XVIII. 

11  "  (b)  Limitation  on  Certain  Physician  Refer- 

12  rals. — The  provisions  of  section  1877  (relating  to  limita- 

13  tion  on  certain  physician  referrals)  shall  apply  under  this 

14  title  in  the  same  manner  as  they  apply  under  title  XVIII. 

15  "Part  H — Definitions  and  Miscellaneous 

16  "SEC.  2281.  INCORPORATION  OF  CERTAIN  DEFINITIONS 

17  USED  IN  other  health-related  titles. 

18  "(a)  Incorporation  of  Medicare  Definitions. — 

19  In  this  title,  the  definitions  contained  in  section  1861 

20  apply  for  purposes  of  this  title  in  the  same  manner  as  they 

21  apply  for  purposes  of  title  XVTII. 

22  "(b)  Incorporation  of  Certain  Employment- 

23  Related  Definitions  in  Title  XXI. — In  this  title,  ex- 

24  cept  as  otherwise  provided,  the  definitions  of  the  following 

25  terms  contained  in  title  XXI  apply  for  purposes  of  this 

26  title: 
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1  "(1)  Covered  employer  health  plan. — The 

2  term  'covered  employer  health  plan'  as  defined  in 

3  section  2121(b). 

4  "(2)  Employee. — The  term  'employee'  as  de- 

5  fined  in  section  2181(a)(3). 

6  "(3)  Full-time  employee. — The  term  'fuE- 

7  time  employee'  as  defined  in  section  2181(b)(1). 

8  "(4)  Large  employer. — The  term  'large  em- 

9  ployer'  as  defined  in  section  2181(c)(3). 

10  "(5)  Medium-size  employer. — The  term  'me- 

11  dium-size  employer'  as  defined  in  section  2181(c)(2). 

12  "(6)  Part-time  employee. — The  term  'part- 

13  time  employee'  as  defined  in  section  2181(b)(2). 

14  "(7)  Qualified  employer  health  plan. — 

15  The  term  'qualified  employer  health  plan'  as  defined 

16  in  section  2121(a). 

17  "(8)  Seasonal  or  temporary  employee. — 

18  The  term  'seasonal  or  temporary  employee'  as  de- 

19  fined  in  section  2181(b)(3). 

20  "(9)  Small  employer. — The  term  'small  em- 

21  ployer'  as  defined  in  section  2181(c)(1). 

22  "(10)  Wages. — The  term  'wages'  as  defined  in 

23  section  2181(a)(1). 

24  "SEC.  2282.  DEFINITIONS  RELATING  TO  FAMILIES. 

25  "In  this  title: 
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1  "(1)  In  general. — Except  as  provided  in  para- 

2  graph  (2),  the  terms  'family'  and  'family  member' 

3  mean  an  individual  and  the  individual's  spouse,  and 

4  includes  all  the  individual's  children. 

5  "(2)  Treatment  of  families  with  medi- 

6  CARE  BENEFICIARIES  FOR  COVERAGE  PURPOSES. — 

7  In  the  case  of  a  family  with  a  medicare  beneficiary, 

8  if  coverage  is  provided  to  family  members  other  than 

9  on  the  basis  of  employment  of  a  family  member,  the 

10  beneficiary  shall  not  be  treated  under  this  title  as  a 

11  member  of  the  family  for  purposes  of  determining 

12  eligibility  for  coverage  but  shall  be  treated  as  a  sepa- 

13  rate  individual.  However,  except  as  provided  in  sec- 

14  tion  2242(b)(2),  for  purposes  of  applying  part  E,  a 

15  medicare  beneficiary  shall  continue  to  be  treated  as 

16  a  member  of  the  beneficiary's  family. 

17  "(3)  Spouse. — The  term  'spouse'  means,  with 

18  respect  to  an  individual,  the  individual  to  which  the 

19  individual  is  married. 

20  "(4)  Married;  unmarried. — Marital  status 

21  shall  be  determined  in  accordance  with  section  7703 

22  of  the  Internal  Revenue  Code  of  1986. 

23  "(5)  Child. — The  term  'child'  means,  with  re- 

24  spect  to  a  person  who  is  not  a  child,  an  individual — 
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1  "(A)  who  (i)  is  unmarried  and  under  18 

2  years  of  age,  (ii)  is  unmarried  and  under  23 

3  years  of  age  and  a  full-time  student,  or  (iii)  is 

4  an  unmarried,  dependent  child,  regardless  of 

5  age,  who  is  incapable  of  self-support  because  of 

6  mental  or  physical  disability  which  existed  be- 

7  fore  age  22; 

8  "(B)(i)  who  is  the  child  of  the  person  or 

9  the  person's  spouse,  or 

10  "(ii)  who  is  the  legal  ward  of  the  person  or 

1 1  the  person's  spouse;  and 

12  "(C)  who  is  not  in  the  legal  custody  of  an- 

13  other  individual. 

14  The  Secretary  shall  establish,  by  regulation,  such 

15  rules  as  are  appropriate  with  respect  to  the  treat- 

16  ment  of  foster  children,  emancipated  minors,  chil- 

17  dren  in  the  process  of  adoption,  and  other  unmar- 

18  ried  individuals  under  23  years  of  age  under  similar 

19  circumstances  as  children  for  purposes  of  this  title. 

20  "(6)  Adult. — The  term  'adult'  means  an  indi- 

21  vidual  who  is  not  a  child. 

22  "SEC.  2283.  OTHER  DEFINITIONS. 

23  "In  this  title: 

24  "(1)   Medicare  beneficiary;  low-income 

25  medicare  beneficiary. — 
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1  "(A)    The    term    'medicare  beneficiary' 

2  means  an  individual  entitled  to  benefits  under 

3  part  A  of  title  XVIII. 

4  "(B)  The  term  'low-income  medicare  bene- 

5  ficiary'  means  a  medicare  beneficiary  whose 

6  family  adjusted  total  income  (as  defined  in  sec- 

7  tion  2247(2)),  as  determined  based  upon  an  ap- 

8  plication  under  part  E,  is  less  than  200  percent 

9  of  the  official  poverty  line  applicable  to  a  family 

10  of  the  size  involved. 

11  "(2)  Official  poverty  line. — The  term  'offi- 

12  cial  poverty  line'  means,  for  an  individual  in  a  fami- 

13  ly,  the  official  poverty  line  (as  defined  by  the  Office 

14  of  Management  and  Budget,  and  revised  annually  in 

15  accordance  with  section  673(2)  of  the  Omnibus 

16  Budget  Reconciliation  Act  of  1981)  applicable  to  a 

17  family  of  the  size  involved. 

18  "(3)  Pregnant  woman. — The  term  'pregnant 

19  woman'  means  a  woman  who  has  been  certified  by 

20  a  physician  (in  a  manner  specified  by  the  Secretary) 

21  as  being  pregnant,  until  the  last  day  of  the  month 

22  in  which  the  60-day  period  (beginning  on  the  date 

23  of  termination  of  the  pregnancy)  ends. 
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1  "(4)  Public  health  plan. — The  term  'public 

2  health  plan'  means  the  program  of  health  insurance 

3  provided  under  this  title. 

4  "SEC.  2284.  AUTHORIZING  RECIPROCAL  COVERAGE  OF  FOR- 

5  EIGN  NATIONALS. 

6  "Effective  January  1,  1996,  the  Secretary  may  make 

7  benefits  available  under  this  title  with  respect  to  required 

8  health  services  for  individuals  who — 

9  "(1)  are  not  eligible  individuals  described  in 

10  section  2201(d), 

11  "(2)  are  in  the  United  States,  and 

12  "(3)  are  nationals  of  a  foreign  state  which  pro- 

13  vides  health  benefits  to  nationals  of  the  United 

14  States  who  are  in  that  state, 


15  if  the  Secretary  determines  that  such  benefits  with  respect 

16  to  such  services  would  be  available  to  nationals  of  the 

17  United  States  under  comparable  circumstances  in  the  for- 

18  eign  state. 

19  "SEC.  2285.  NONAPPLICATION  TO  RESIDENTS  OF  PUERTO 

20  RICO  AND  TERRITORIES. 

21  "The  provisions  of  this  title  shall  not  apply  to  an  indi- 

22  vidual  who  is  not  a  resident  of  one  of  the  50  States  or 

23  the  District  of  Columbia.". 
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1  TITLE  III— COST  CONTAINMENT 

2  SEC.  301.  ESTABLISHMENT  OF  HEALTH  CARE  COST  CON- 

3  TAINMENT  COMMISSION. 

4  (a)  In  General. — There  is  hereby  established  a 

5  Health  Care  Cost  Containment  Commission  (in  this  title 

6  referred  to  as  the  "Commission").  The  Commission  shall 

7  be  composed  of  11  members,  appointed  by  the  President 

8  by  and  with  the  advice  and  consent  of  the  Senate.  The 

9  membership  of  the  Commission  shall  include  individuals 

10  with  national  recognition  for  their  expertise  in  health  eco- 

1 1  nomics,  health  insurance,  provider  reimbursement,  and  re- 

12  lated  fields.  In  appointing  individuals,  the  President  shall 

13  assure  representation  of  labor  organizations,  employers, 

14  health  care  providers,  and  consumers  of  health  services. 

15  (b)  TERMS. — Members  of  the  Commission  shall  be 

16  appointed  to  serve  for  terms  of  3  years,  except  that  the 

17  terms  of  the  members  first  appointed  shall  be  staggered 

18  so  that  the  terms  of  no  more  than  4  members  expire  in 

19  any  year.  Individuals  appointed  to  fill  a  vacancy  created 

20  in  the  Commission  shall  be  appointed  for  the  remainder 

21  of  the  term. 

22  (c)  Duties.— 

23  (1)  Allocation  of  overall  spending  by 

24  CLASS  OF  provider. — Each  year,  within  the  overall 

25  health  care  spending  amount  specified  under  section 
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1  302  for  required  health  services,  the  Commission 

2  shall  conduct  negotiations  with  professional  and 

3  other  associations  representing  the  types  of  health 

4  care  providers  in  order  to  distribute  such  amount 

5  among  the  different  classes  of  providers  (as  identi- 

6  fied  by  the  Secretary  in  consultation  with  the  Com- 

7  mission).  The  Commission  shall  report  to  the  Secre- 

8  tary,  by  not  later  than  September  1st  before  year, 

9  on  the  results  of  such  negotiations,  and  shall  specify 

10  the  dollar  amounts,  within  the  overall  amount  speci- 

11  fied  under  section  302,  that  each  class  of  provider 

12  will  be  allocated  for  that  year. 

13  (2)  Approval  of  payment  rates. — The  Com- 

14  mission  shall  review  and  approve  or  disapprove  pay- 

15  ment  rates  established  by  the  Secretary  under  sec- 

16  tion  303(a)(1).  The  Commission  shall  approve  such 

17  rates  if  the  Commission  finds  that  such  rates  are 

18  consistent  with  the  applicable  allocations  specified 

19  under  paragraph  (1). 

20  (3)    Development    of    uniform  claims 

21  FORMS. — The  Commission  shall  develop,  after  con- 

22  sultation  with  entities  offering  qualified  employer 

23  health  plans,  the  Secretary,  and  health  care  provid- 

24  ers,  uniform  claims  forms  to  be  used  by  qualified 

25  health  plans  under  title  XXI  of  the  Social  Security 
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1  Act,  by  the  public  health  plan  under  title  XXII  of 

2  such  Act,  and  by  the  medicare  program  under  title 

3  XVm  of  such  Act. 

4  (4)  Development  of  uniform  reporting 

5  STANDARDS. — In  connection  with  the  development  of 

6  uniform  claims  forms,  the  Commission  shall  develop 

7  standards  for  the  uniform  reporting  of  information 

8  (in  a  form  that  does  not  identify  individual  patients) 

9  respecting — 

10  (A)  the  types  and  amounts  of  required 

1 1  health  services  provided,  and 

12  (B)  the  costs  of  facilities  providing  such 

13  services. 

14  The  Commission  shall  analyze  regularly  information 

15  reported  to  the  Secretary  and  to  qualified  health 

16  plans  pursuant  to  such  standards. 

17  (5)  Periodic  reports. — The  Commission  shall 

18  report  to  the  Congress  and  the  public  periodically 

19  (not  less  often  than  annually)  on  the  effect  of  this 

20  title  on  the  delivery  of  required  health  care  services, 

21  including  analyses  conducted  under  paragraph  (4). 

22  (6)   Development  of  national  capital 

23  BUDGET. — Each  year,  within  the  overall  health  care 

24  spending  amount  specified  under  section  302  for  re- 

25  quired  health  services,  the  Commission  shall  allocate 
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1  an  amount  for  capital  expenditures  for  facilities  and 

2  equipment  needed  for  the  provision  of  required 

3  health  services. 

4  (d)  Miscellaneous. — 

5  (1)  Authority. — The  Commission  shall  have 

6  the  authority  specified  in  clauses  (i)  through  (vi)  of 

7  section  1886(e)(6)(C)  of  the  Social  Security  Act. 

8  (2)   Compensation. — While  serving  on  the 

9  business  of  the  Commission  (including  traveltime),  a 

10  member  of  the  Commission  shall  be  entitled  to  com- 

11  pensation  at  the  per  diem  equivalent  of  the  rate  pro- 

12  vided  for  level  IV  of  the  Executive  Schedule  under 

13  section  5315  of  title  5,  United  States  Code;  and 

14  while  so  serving  away  from  home  and  his  regular 

15  place  of  business,  a  member  may  be  allowed  travel 

16  expenses,  as  authorized  by  the  Chairman  of  the 

17  Commission.  Physicians  serving  as  personnel  of  the 

18  Commission  may  be  provided  a  physician  compara- 

19  bility  allowance  by  the  Commission  may  be  provided 

20  a  physician  comparability  allowance  by  the  Commis- 

21  sion  in  the  same  manner  as  Government  physicians 

22  may  be  provided  such  an  allowance  by  an  agency 

23  under  section  5948  of  title  5,  United  States  Code, 

24  and  for  such  purpose  subsection  (i)  of  such  section 

25  shall  apply  to  the  Commission  in  the  same  manner 
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1  as  it  applies  to  the  Tennessee  Valley  Authority.  The 

2  members  of  the  Commission  are  entitled  to  the  same 

3  compensation  as  members  of  the  Prospective  Pay- 

4  ment  Assessment  Commission  are  entitled  to  under 

5  the  first  2  sentences  of  section  1886(e)(6)(D)  of  the 

6  Social  Security  Act. 

7  (3)  Access  to  information,  etc. — The  provi- 

8  sions  of  subparagraphs  (F)  and  (H)  of  section 

9  1886(e)(6)  of  the  Social  Security  Act  shall  apply  to 

10  the  Commission  in  the  same  manner  as  they  apply 

11  to  the  Prospective  Payment  Assessment  Commission. 

12  (4)  Authorization  op  appropriations. — 

13  There  are  authorized  to  be  appropriated,  from  the 

14  Public  Health  Trust  Fund  (established  under  section 

15  2233  of  the  Social  Security  Act)  such  sums  as  may 

16  be  necessary  to  carry  out  this  section. 

17  (e)  Class  of  Provider  Defined. — In  this  title,  the 

18  term  "class  of  provider"  means  hospitals,  physicians,  and 

19  such  other  classes  of  health  care  providers  as  the  Secre- 

20  tary  specifies  in  regulations. 

21  (f)  Secretary. — In  this  title,  the  term  "Secretary" 

22  means  the  Secretary  of  Health  and  Human  Services. 
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1  SEC.  302.   SPECIFICATION  OF  OVERALL  HEALTH  CARE 

2  SPENDING  AMOUNTS. 

3  (a)  AMOUNT. — With  respect  to  each  year  (beginning 

4  with  1993),  the  overall  health  care  spending  amount  (spec- 

5  ified  under  this  section)  is  the  product  of — 

6  (1)  the  average  per  capita  health  care  expendi- 

7  tures  (identified  in  subsection  (c))  in  previous  year, 

8  as  estimated  by  the  Secretary,  increased  by  the  ap- 

9  plicable  percentage  increase  for  the  year  involved 

10  specified  in  subsection  (b),  and 

11  (2)  the  population  of  the  United  States  (exclud- 

12  ing  medicare  beneficiaries),  as  projected  by  the  Sec- 

13  retary  of  Commerce  as  of  July  1  of  the  year  in- 

14  volved. 

15  (b)  Applicable  Percentage  Increase. — The  ap- 

16  plicable  percentage  increase  for  each  year  is  the  percent- 

17  age  increase  in  the  gross  national  product  (in  current  dol- 

18  lars)  from  the  1st  quarter  of  the  second  previous  year  to 

19  the  1st  quarter  of  the  previous  year,  plus — 

20  (1)  for  1993  and  for  1994,  4  percentage  points, 

21  (2)  for  1995  and  1996,  3  percentage  points, 

22  (3)  for  1997  and  1998,  2  percentage  points, 

23  (4)  for  1999  and  2000,  1  percentage  point,  and 

24  (5)  for  each  year  after  2000,  0  percent. 

25  (c)  Services  Covered. — The  average  per  capita 

26  health  care  expenditures  shall  be  based  on  the  expendi- 
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1  tures  (including  expenditures  for  deductibles  and  coinsur- 

2  ance)  for  required  health  services  (specified  in  section 

3  2211(a)(2)  of  the  Social  Security  Act)  expended  in  the 

4  United  States,  other  than  with  respect  to  individuals  enti- 

5  tied  to  benefits  under  part  A  or  B  of  title  XVIII  of  the 

6  Social  Security  Act. 

7  (d)  Medicare  Beneficiary  Defined. — In  this  sec- 

8  tion,  the  term  "medicare  beneficiary"  means  an  individual 

9  who  is  entitled  to  benefits  under  part  A  or  part  B  of  title 

10  XVIII  of  the  Social  Security  Act. 

11  SEC.  303.  ESTABLISHMENT  OF  CEILINGS  FOR  PROVIDER 


12 

PAYMENT  RATES. 

13 

(a)  Establishment  of  Rates. — 

14 

(1)  In  general. — Subject  to  paragraph  (2), 

15 

the  Secretary  shall  establish,  for  each  class  of  pro- 

16 

vider  (as  defined  in  section  301(e))  for  each  year 

17 

(beginning  with  1993),  maximum  payment  rates  for 

18 

required  health   services   (as   defined   in  section 

19 

2111(a)(2)  of  the  Social  Security  Act)  that,  if  ap- 

20 

plied  in  the  aggregate  by  all  qualified  employer 

21 

health  plans  and  by  the  public  health  plan  during 

22 

the  year,  would  result  in  total  expenditures  that  are 

23 

equal  to  the  allocation  for  each  class  of  provider  that 

24 

is  consistent  with  the  allocation  provided  by  the 

25 

Commission  under  section  301. 
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1  (2)  Approval  by  commission. — The  rates  es- 

2  tablished  under  paragraph  (1)  shall  not  take  effect 

3  until  they  are  approved  by  the  Commission. 

4  (b)  Payment  Basis. — The  payment  rates  established 

5  under  subsection  (a)  shall  be  based  on  payment  method- 

6  ologies  (including  payment  for  inpatient  hospital  services 

7  on  the  basis  of  per  discharge  payments  relating  to  diagno- 

8  sis-related  groups  and  payment  for  physicians'  services 

9  based  on  a  resource-based  relative  value  scale)  used  under 

10  title  XVTII  of  the  Social  Security  Act.  In  establishing  such 

11  rates,  the  Secretary  shall  consult  with  the  Prospective 

12  Payment  Assessment  Commission  and  with  the  Physician 

13  Payment  Review  Commission,  as  appropriate. 

14  (c)  Application  of  Rates. — The  rates  established 

15  under  this  section  shall  be  the  maximum  rates  that  may 

16  be  charged  by  providers  under  qualified  employer  health 

17  plans  or  under  the  public  health  plan.  Nothing  in  this  sec- 

18  tion  shall  be  construed  as  preventing  a  qualified  employer 

19  health  plan  from  providing  for  payments  at  a  rate  less 

20  than  such  a  maximum  rate,  so  long  as  such  rates  are  con- 

21  sistent  with  section  2156  of  the  Social  Security  Act. 

22  (d)  Enforcement. — Any  health  care  provider  that 

23  imposes  a  charge  in  excess  of  the  maximum  rate  specified 

24  under  this  section  shall  be  ineligible  for  a  period  (specified 

25  by  the  Secretary)  of  not  more  than  5  years  to  provide  serv- 
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1  ices  for  which  payment  may  be  made  under  title  XVIII, 

2  XLX,  or  XXII  of  the  Social  Security  Act. 

3  SEC.  304.  USE  OF  STATE  UNIFORM  PAYMENT  RULES. 

4  (a)  In  General. — Nothing  in  title  XXII  of  the  So- 

5  cial  Security  Act  or  in  this  Act  shall  be  construed  as  pre- 

6  venting  a  State  from  establishing  uniform  payment  rates 

7  for  one  or  more  services  under  qualified  health  plans.  Such 

8  payment  rates  may,  subject  to  subsection  (b),  apply  to 

9  both  the  medicare  program  under  title  XVIII  of  such  Act 

10  and  the  public  health  plan  under  title  XXII  of  such  Act. 

11  (b)  Approval  of  Public  Programs. — The  Secre- 

12  tary  may  waive  the  requirements  of  titles  XVIII  and  XXII 

13  of  the  Social  Security  Act  insofar  as  they  prevent  the  use 

14  of  State  uniform  payment  rates,  so  long  as  the  Secretary 

15  determines — 

16  (1)  that  the  aggregate  payments  (determined 

17  for  a  period  of  at  least  3  years)  under  each  respec- 

18  tive  title  will  not  exceed  the  aggregate  payments  that 

19  would  have  been  made  under  such  title  in  the  ab- 

20  sence  of  such  waiver,  and 

21  (2)  the  payment  system  will  not  preclude  an  eli- 

22  gible  organization  (as  defined  in  section  1876(b)  of 

23  such  Act)  from  negotiating  directly  with  providers 

24  and  practitioners  with  respect  to  the  organization's 

25  rate  of  payment  for  services. 
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1  Nothing  in  this  section  shall  be  construed  as  affecting  the 

2  Secretary's  authority  under  other  law  to  use  State  pay- 

3  ment  rates  under  title  XVIII. 

4  SEC.   305.   APPLICATION   OF   PEER   REVIEW  PROGRAM 

5  UNDER  THE  PUBLIC  HEALTH  PLAN. 

6  (a)  In  General. — Title  XXII  of  the  Social  Security 

7  Act  is  amended  by  redesignating  section  2269  as  section 

8  2270  and  by  inserting  after  section  2268  the  following  new 

9  section: 

10  "SEC.  2269.  APPLICATION  OF  PEER  REVIEW  PROGRAM. 

11  "(a)  In  General. — Subject  to  the  succeeding  provi- 

12  sions  of  this  section,  part  B  of  title  XI  (relating  to  peer 

13  review  of  the  utilization  and  quality  of  health  care  serv- 

14  ices)  shall  apply  to  this  title  in  the  same  manner  as  it 

15  applies  to  title  XVIII,  and,  for  such  purposes,  any  refer- 

16  ence  in  such  part  to  a  provision  in  such  title  is  deemed 

17  a  reference  to  the  appropriate  provision  (as  identified  by 

18  the  Secretary)  in  this  title. 

19  "(b)  Contracts. — 

20  "(1)  Separate  contracts. — Contracts  with 

21  utilization  and  quality  control  peer  review  organiza- 

22  tions  entered  into  pursuant  to  subsection  (a)  for  an 

23  area  need  not  be  with  the  same  organization  with  a 

24  contract  under  section  1153  for  the  area.  However, 

25  nothing  in  this  section  shall  be  construed  as  prevent- 
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1  ing  such  an  organization  with  a  contract  under  such 

2  section  from  entering  into  a  contract  under  this  sec- 

3  tion. 

4  "(2)  FUNCTIONS. — The  duties  required  of  peer 

5  review  organizations  under  contracts  under  this  sec- 

6  tion  shall  be  adapted  to  services  and  populations 

7  served  under  this  title. 

8  "(c)  Funding. — 

9  "(1)  In  general. — In  applying  section  1159 

10  under  subsection  (a),  expenses  incurred  in  the  ad- 

11  ministration  of  contracts  under  this  section  shall  be 

12  payable  from  funds  in  the  Public  Health  Trust 

13  Fund. 

14  "(2)   Use   of   similar   funding  mecha- 

15  NISMS.— The  provisions  of  section  1866(a)(1)(F) 

16  shall  apply  to  agreements  with  hospitals  under  sec- 

17  tion  2261  with  respect  to  peer  review  organizations 

18  with  contracts  under  this  section  in  the  same  man- 

19  ner  as  they  apply  to  agreements  with  hospitals  under 

20  section  1866(a)(1)  with  respect  to  peer  review  orga- 

21  nizations  with  contracts  under  part  B  of  title  XL". 
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1  TITLE  IV— GROUP  HEALTH 

2  INSURANCE  REFORM 

3  SEC.   401.   EXCISE   TAX   ON   PREMIUMS   RECEIVED  ON 

4  HEALTH  INSURANCE  POLICIES  WHICH  DO 

5  NOT  MEET  CERTAIN  REQUIREMENTS. 

6  (a)  In  General. — Chapter  47  of  the  Internal  Reve- 

7  nue  Code  of  1986  (relating  to  taxes  on  group  health 

8  plans),  as  amended  by  section  101  of  this  Act,  is  further 

9  amended  by  adding  at  the  end  thereof  the  following  new 

10  section: 

11  "SEC.  5000B.  FAILURE  TO  SATISFY  CERTAIN  STANDARDS 

12  FOR  HEALTH  INSURANCE. 

13  "(a)  General  Rule. — In  the  case  of  any  person  is- 

14  suing  applicable  accident  and  health  insurance  contracts, 

15  there  is  hereby  imposed  a  tax  on  the  failure  of  such  person 

16  to  meet  at  any  time  during  any  taxable  year  the  applicable 

17  requirements  of  title  XXIII  of  the  Social  Security  Act.  The 

18  Secretary  of  Health  and  Human  Services  shall  determine 

19  whether  any  contract  meets  the  requirements  of  such  title. 

20  "(b)  Amount  of  Tax.— 

21  "(1)  In  general. — The  amount  of  tax  imposed 

22  by  subsection  (a)  by  reason  of  1  or  more  failures 

23  during  a  taxable  year  shall  be  equal  to  50  percent 

24  of  the  gross  premiums  received  during  such  taxable 

25  year  with  respect  to  all  accident  and  health  insur- 
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1  ance  contracts  issued  by  the  person  on  whom  such 

2  tax  is  imposed. 

3  "(2)  Gross  premiums. — For  purposes  of  para- 

4  graph  (1),  gross  premiums  shall  include  any  consid- 

5  eration  received  with  respect  to  any  accident  and 

6  health  insurance  contract. 

7  "(c)  Limitation  on  Tax. — 

8  "(1)  Tax  not  to  apply  where  failure  not 

9  discovered     exercising     reasonable  dili- 

10  GENCE. — No  tax  shall  be  imposed  by  subsection  (a) 

1 1  with  respect  to  any  failure  for  which  it  is  established 

12  to  the  satisfaction  of  the  Secretary  that  the  person 

13  on  whom  the  tax  is  imposed  did  not  know,  and  exer- 

14  cising  reasonable  diligence  would  not  have  known, 

15  that  such  failure  existed. 

16  "(2)  Tax  not  to  apply  where  failures 

17  CORRECTED  WITHIN  30  DAYS. — No  tax  shall  be  im- 

18  posed  by  subsection  (a)  with  respect  to  any  failure 

19  if— 

20  1 1  (A)  such  failure  was  due  to  reasonable 

21  cause  and  not  to  willful  neglect,  and 

22  "(B)  such  failure  is  corrected  during  the 

23  30-day  period  beginning  on  the  1st  date  any  of 

24  the  persons  on  whom  the  tax  is  imposed  knew, 
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1  or  exercising  reasonable  diligence  would  have 

2  known,  that  such  failure  existed. 

3  "(3)  Waiver  by  secretary. — In  the  case  of  a 

4  failure  which  is  due  to  reasonable  cause  and  not  to 

5  willful  neglect,  the  Secretary  may  waive  part  or  all 

6  of  the  tax  imposed  by  subsection  (a). 

7  "(d)  Liability  for  Tax. — The  person  issuing  the 

8  applicable  accident  and  health  contract  with  respect  to 

9  which  a  failure  occurs  shall  be  liable  for  the  tax  imposed 

10  by  subsection  (a). 

11  "(e)  Definitions. — For  purposes  of  this  section — 

12  "(1)  In  general. — The  term  'applicable  acci- 

13  dent  and  health  insurance  contract'  means  a  con- 

14  tract  under  which  a  person  authorized  under  appli- 

15  cable  State  insurance  law  provides  a  health  insur- 

16  ance  plan  or  arrangement  to  any  group  consisting  of 

17  more  than  2  individuals.  Such  term  does  not  include 

18  any  self-insured  plan  of  an  employer  and  does  not 

19  include  a  qualified  health  maintenance  organization 

20  (as  defined  in  section  1310(d)  of  the  Public  Health 

21  Service  Act). 

22  "(2)  Certain  contracts  not  covered. — The 

23  term  'applicable  accident  and  health  insurance  con- 

24  tract'  does  not  include  any  contract — 
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1  "(A)  which  provides  for  accident  only,  den- 

2  tal  only,  or  disability  only  coverage, 

3  "(B)  which  provides  coverage  as  a  supple- 

4  ment  to  liability  insurance, 

5  "(C)  which  provides  insurance  arising  out 

6  of  a  workmens'  compensation  or  similar  law,  or 

7  automobile  medical-payment  insurance,  or 

8  "(D)  which  provides  insurance  which  is  re- 

9  quired  by  law  to  be  contained  under  any  self- 

10  insured  plan  of  an  employer.". 

1 1  (b)  Clerical  Amendments. — The  table  of  sections 


12  for  such  chapter  47  is  amended  by  adding  at  the  end 

13  thereof  the  following  new  item: 

"See.  5000B.  Failure  to  satisfy  certain  standards  for  health  in- 
surance." 

14  SEC.  402.  GROUP  HEALTH  INSURANCE  STANDARDS. 


15  The  Social  Security  Act  is  amended  by  adding  at  the 

16  end  the  following  new  title: 

17  "TITLE  XXIII— GROUP  HEALTH  INSURANCE 

18  STANDARDS 

19  "Part  1 — General  Standards;  Definitions 

20  "SEC.  2301.  application  of  requirements  to  employ- 

2 1  ment-related  health  plans. 

22  "(a)  Approval  By  Secretary  Required. — 

23  "(1)    In   general. — No  employment-related 

24  health  plan  may  be  issued  on  or  after  the  effective 
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1  date  specified  in  subsection  (d)  (and  no  new  contract 

2  may  \>e  offered  under  such  plan  with  respect  to  any 

3  employer  beginning  on  or  after  such  effective  date) 

4  unless  the  plan  has  been  certified  by  the  Secretary 

5  (in  accordance  with  such  procedures  as  the  Secre- 

6  tary  establishes)  as  meeting  the  applicable  standards 

7  established  under  section  2302  by  such  effective 

8  date. 

9  "(2)  Plan  disapproved. — If  the  Secretary  de- 

10  termines  that  an  employment-related  health  plan 

11  does  not  meet  the  applicable  requirements  of  this 

12  title  on  or  after  such  effective  date,  no  coverage  may 

13  be  provided  under  the  plan  to  individuals  not  en- 

14  rolled  as  of  the  date  of  the  determination  and  the 

15  plan  may  not  be  continued  for  plan  years  beginning 

16  after  the  date  of  such  determination  until  the  Secre- 

17  tary  determines  that  such  plan  is  in  compliance  with 

18  such  requirements. 

19  "(b)  Sanctions. — 

20  "(1)  Tax. — For  application  of  excise  tax  in  the 

21  case  of  a  nonconforming  plan,  see  section  5000B  of 

22  the  Internal  Revenue  Code  of  1986. 

23  "(2)  Notice  to  employer  in  the  case  of 

24  INSURED  plans. — If  tax  is  imposed  under  section 

25  5000B  of  the  Internal  Revenue  Code  of  1986,  the 
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1  Secretary  of  the  Treasury  shall  provide  for  notice  to 

2  be  provided  to  each  employer  which  meets  the  re- 

3  quirement  of  section  2101  through  coverage  under 

4  the  plan  of  the  imposition  of  the  tax. 

5  "(3)  LOSS  OF  STATUS  AS  QUALIFIED  EMPLOY- 

6  ER  HEALTH  PLAN. — 

"(A)  Ix  GENERAL. — If  an  employment-re- 

8  lated  health  plan  is  determined  to  be  in  viola- 

9  tion  of  subsection  (a)  and  is  not  determined  to 

10  have  come  into  compliance  with  the  applicable 

1 1  standards  within  6  months  after  the  date  of  the 

12  initial  determination  of  such  a  violation,  the 

13  plan  shall  no  longer  be  treated  as  a  qualified 

14  employer  health  plan  under  title  XXI  as  of  the 

15  end  of  such  6 -month  period. 

16  "(B)    NO   ENFORCEMENT    OF  INSURANCE 

17  contracts. — In  the  case  of  an  employer  that 

18  is  required,  under  part  A  of  title  XXI,  to  pro- 

19  vide   enrollment  under  a   qualified  employer 

20  health  plan  and  that  meets  such  requirement 

21  through  an  insured  plan  that  is  determined  to 

22  be  in  violation  of  subsection  (a) — 

23  "(i)  if  such  plan  is  not  brought  into 

24  compliance  within  30  days  after  the  date  of 

25  the  violation,  the  employer  may  terminate 


•HR  3205  IH 


147 


142 

1  by  notice  the  contract  with  the  plan  and  is 

2  not  liable  for  payment  of  any  additional 

3  amounts  under  the  plan,  and 

4  "(ii)  if  such  plan  no  longer  qualifies 

5  as  a  qualified  employer  health  plan,  such 

6  contract  shall  be  terminated  and  the  em- 

7  ployer  is  not  liable  for  payment  of  any 

8  amounts  for  periods  in  which  the  plan  no 

9  longer  qualifies  as  a  qualified  employer 

10  health  plan. 

11  "(d)  Effective  Date. — The  effective  date  specified 

12  in  this  subsection  is  January  1,  1993. 

1 3  "SEC.  2302.  ESTABLISHMENT  OF  STANDARDS. 

14  "(a)  Establishment  of  Standards. — The  Secre- 

15  tary  shall  develop  and  publish,  by  not  later  than  October 

16  1,  1992,  specific  standards  to  implement  the  requirements 

17  of  this  title  and  to  be  applied  under  section  5000B  of  the 

1 8  Internal  Revenue  Code  of  1 9 8 6 . 

19  "(b)  Telephone  Information  System. — The  Sec- 

20  retary  shall  provide  for  the  establishment  of  a  toll-free 

21  telephone  information  and  complaint  system  which  pro- 

22  vides  for — 

23  "(1)  a  system  for  the  receipt  and  disposition  of 

24  consumer  complaints  or  inquiries  regarding  compli- 


•HR  3205  m 


148 


143 

1  ance  of  health  plans  with  the  requirements  of  this 

2  title,  and 

3  "(2)  information  to  small  employers  about  car- 

4  riers  that  offer  small  employer  health  plans  in  the 

5  area  covered  by  the  regulatory  authority. 

6  Such  system  shall  provide  for  the  recording  of  consumer 

7  complaints  in  accordance  with  a  uniform  methodology  rec- 

8  ognized  by  the  Secretary. 

9  "(c)  Application  to  ERISA. — The  Secretary  shall 

10  consult  with  the  Secretary  of  Labor  concerning  the  appli- 

1 1  cation  of  the  requirements  of  this  part  to  employee  welfare 

12  benefit  plans  under  title  I  of  the  Employee  Retirement  In- 

1 3  come  Security  Act  of  1 9 7 4 . 

14  "SEC.  2303.  REQUIREMENTS  APPLICABLE  TO  ALL  EMPLOY- 

1 5  MENT-RELATED  HEALTH  PLANS. 

16  "(a)  No  Discrimination  Based  on  Health  Sta- 

17  tus  for  Certain  Services. — Except  as  provided  under 

18  subsection  (b),  an  employment-related  health  plan  may  not 

19  deny,  limit,  or  condition  the  coverage  under  (or  benefits 

20  of)  the  plan  with  respect  to  required  health  services  based 

21  on  the  health  status,  claims  experience,  receipt  of  health 

22  care,  medical  history,  or  lack  of  evidence  of  insurability, 

23  of  an  individual. 

24  "(b)  Treatment  of  Pre-existing  Condition  Ex- 

25  CLUSIONS  FOR  All  Services. — The  provisions  of  section 
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1  2154(b)  (relating  to  treatment  of  pre-existing  condition 

2  exclusion)  shall  apply  to  employer-related  health  plans 

3  under  this  section  in  the  same  manner  as  they  apply  to 

4  qualified  health  plans  under  that  section. 

5  "SEC.  2304.  DEFINITIONS. 


6  "(a)  Health  Plan  and  Other  Definitions  Re- 

7  lating  to  Health  Plans. — In  this  title: 

8  "(1)  Health  plan. — 

9  "(A)  In  general. — The  term  'health  plan' 

10  means — 

11  "(i)  a  group  health  plan  (as  defined  in 

12  section  605  of  the  Employee  Retirement 

13  Income  Security  Act  of  1974),  and 

14  "(ii)  any  other  health  insurance  ar- 

15  rangement,    including    any  arrangement 

16  (other  than  a  group  health  plan)  consisting 

17  of  a  hospital  or  medical  expense  incurred 

18  policy  or  certificate,  hospital  or  medical 

19  service  plan  contract,  health  maintenance 

20  organization  subscriber  contract; 

21  but  does  not  include  a  qualified  health  mainte- 

22  nance    organization    (as    defined    in  section 

23  1310(d)  of  the  Public  Health  Service  Act). 

24  "(B)  Exclusions. — 
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1  "(i)    Certain    types    of  insur- 

2  ANCE. — Such  term  does  not  include — 

3  "(I)  accident-only,  credit,  or  dis- 

4  ability  income  insurance, 

5  "(II)  coverage  issued  as  a  supple- 

6  ment  to  liability  insurance, 

7  "(HI)  worker's  compensation  or 

8  similar  insurance,  or 

9  "(IV)    automobile  medical-pay- 

10  ment  insurance. 

11  "(ii)  Public  health  plan. — Such 

12  term  does  not  include  the  public  health 

13  plan  under  title  XXII. 

14  "(2)  Employment-related  health  plan. — 

15  The  term  'employment-related  health  plan'  means 

16  any  employee  welfare  benefit  plan  (as  defined  in  sec- 

17  tion  3(1)  of  the  Employee  Retirement  Income  Secu- 

18  rity  Act  of  1974)  that  is  a  health  plan. 

19  "(3)  Insured  employment-related  health 

20  PLAN. — The    term     'insured  employment-related 

21  health  plan'  means  an  employment-related  health 

22  plan  that  has  been  provided  by  a  person  authorized 

23  under  applicable  State  insurance  law,  and  does  not 

24  include  any  self-insured  employment-related  health 

25  plan. 
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1  "(4)    Self-insured  employment-related 

2  HEALTH  PLAN. — The  term  'self-insured  employment- 

3  related  health  plan'  means  an  employment-related 

4  health  plan  in  which  the  employer  or  employment-re- 

5  lated  group  assumes  the  underwriting  risk  for  the 

6  plan  (whether  or  not  there  is  any  reinsurance  or 

7  similar  mechanism  to  underwrite  a  portion  of  that 

8  risk). 

9  "(5)  Small  employer  health  plan. — The 

10  term  'small  employer  health  plan'  means  an  employ- 

11  ment-related  health  plan  insofar  as  it  offers  benefits 

12  with  respect  to  any  small  employer,  as  defined  in 

13  subsection  (c)(4),  or  the  employees  of  a  small  em- 

14  ployer. 

15  "(b)  Carrier;  Health  Maintenance  Organiza- 

16  TION;  AND  OTHER  DEFINITIONS  RELATING  TO  CaRRI- 

17  ERS. — In  this  part: 

18  "(1)  Carrier. — The  term  'carrier'  means  any 

19  person  that  offers  a  health  plan,  whether  through  in- 

20  surance  or  otherwise,  including  a  licensed  insurance 

21  company,  a  prepaid  hospital  or  medical  service  plan, 

22  a  health  maintenance  organization,  a  self-insurer 

23  carrier,  and  a  multiple  employer  welfare  arrange- 

24  ment. 
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1  "(2)  Health  maintenance  organization. — 

2  The  term  'health  maintenance  organization'  has  the 

3  meaning  given  the  term  'eligible  organization'  in  sec- 

4  tion  1876(b). 

5  "(3)  Self-insurer  carrier. — The  term  'self- 

6  insurer  carrier'  means  a  carrier  that  is  not  a  li- 

7  censed  insurance  company,  a  prepaid  hospital  or 

8  medical  service  plan,  or  a  health  maintenance  orga- 

9  nization,  that  offers  a  health  plan  directly  with  re- 

10  spect  to  an  employment-related  group. 

11  "(4)  Small  employer  carrier. — The  term 

12  'small  employer  carrier'  means  any  carrier  which  of- 

13  fers  small  employer  health  plans. 

14  "(c)  General  Definitions. — In  this  part: 

15  "(1)  Community. — The  term  'community'  has 

16  the  meaning  given  such  term  in  section  2131(e). 

17  "(2)  Full-time  employee. — The  term  'full- 

18  time  employee'  has  the  meaning  given  such  term  in 

19  section  2181(b)(1). 

20  "(3)  Reference  premium  rate. — The  term 

21  'reference  premium  rate'  means,  for  a  rating  period 

22  in  a  community,  the  lowest  premium  rate  charged  or 

23  which  could  have  been  charged  by  the  small  employ- 

24  er  carrier  to  small  employers  under  a  rating  system 

25  in  the  community  for  health  plans  with  the  same  or 
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1  similar  coverage.  The  reference  premium  rate  is  de- 

2  termined  without  regard  to  any  adjustment  for  age 

3  or  sex  described  in  section  2312(c). 

4  "(4)  Small  employer. — The  term  'small  em- 

5  ployer'  has  the  meaning  given  such  term  in  section 

6  2181(c)(1)  and  also  includes  a  medium-size  employ- 

7  er  (as  defined  in  section  2181(c)(2)). 

8  "(5)  State.— The  term  'State'  means  the  50 

9  States  and  the  District  of  Columbia. 

10  "SEC.  2305.  NOTICE  OF  PLANS  MEETINGS  REQUIREMENTS. 

11  "The  Secretary  of  Health  and  Human  Services  shall 

12  publish  periodically  the  names  and  issuers  of  insured  em- 

13  ployment-related  small  employer  health  plans  that  have 

14  been  found  to  meet  the  applicable  requirements  of  this 

15  title. 

16  "Part  2 — Small  Employer  Health  Insurance 

17  Reform 

18  "sec.  2311.  enrollment  practice  and  guaranteed  re- 

19  newability  requirements  for  small  em- 

20  ployer  health  plans. 

21  "(a)  Registration. — 

22  "(1)  In  general. — Each  small  employer  carri- 

23  er  (as  defined  in  section  2304(b)(5))  shall  register 

24  with  the  Secretary. 
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1  "(2)  NO  PREEMPTION  OF  STATE  INFORMATION 

2  REQUIREMENTS. — Nothing  in  paragraph  (1)  shall  be 

3  construed  as  preventing  the  applicable  regulatory 

4  authority  in  a  State  from  requiring,  in  the  case  of 

5  carriers  that  are  not  self-insurance  carriers,  such  ad- 

6  ditional  information  in  conjunction  with,  or  apart 

7  from,  the  registration  required  under  paragraph  (1) 

8  as  the  applicable  regulatory  authority  may  be  au- 

9  thorized  to  require  under  State  law. 

10  "(b)  Guaranteed  Issue. — 

11  "(1)  In  general. — Subject  to  the  succeeding 

12  provisions  of  this  subsection,  a  carrier  that  offers  a 

13  health  plan  to  small  employers  located  in  a  commu- 

14  nity  must  offer  the  same  plan  to  any  other  small 

15  employer  located  in  the  community.  Such  require- 

16  ment  shall  apply  on  a  contiuous,  year-round  basis. 

17  "(2)  Treatment  of  health  maintenance 

18  organizations. — 

19  "(A)     Geographic  limitations.— A 

20  health  maintenance  organization  may  deny  en- 

21  rollment  to  employees  (and  family  members)  of 

22  a  small  employer  if  the  employees  are  located 

23  outside  the  service  area  of  the  organization,  but 

24  only  if  such  denial  is  applied  uniformly  without 

25  regard  to  health  status  or  insurability. 
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1  "(B)  Size  limits. — A  health  maintenance 

2  organization  may  apply  to  the  Secretary  to 

3  cease  enrolling  new  small  employer  groups  in  its 

4  small  employer  health  plan  (or  in  a  geographic 

5  area  served  by  the  plan)  if — 

6  "(i)  it  ceases  to  enroll  any  new  em- 

7  ployer  groups,  and 

8  "(ii)  it  can  demonstrate  that  its  finan- 

9  cial  or  administrative  capacity  to  serve  pre- 

10  viously  enrolled   groups   and  individuals 

11  (and  additional  individuals  who  will  be  ex- 

12  pected  to  enroll  because  of  affiliation  with 

13  such  previously  enrolled  groups)  will  be  im- 

14  paired  if  it  is  required  to  enroll  new  em- 

15  ployer  groups. 

16  "(3)  Grounds  for  refusal  to  issue  or 

17  RENEW. — A  carrier  may  refuse  to  issue  or  renew  or 

18  terminate  a  plan  only  for — 

19  "(A)  nonpayment  of  premiums,  and 

20  "(B)  fraud  or  misrepresentation. 

21  "(c)  Minimum  Plan  Period. — A  carrier  may  not 

22  offer  to,  or  issue  with  respect  to,  a  small  employer  a  small 

23  employer  health  plan  with  a  term  of  less  than  12  months. 

24  "(d)  Notices  and  Renewal  Periods. — 
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1  "(1)  Notice  and  specification  of  rates 

2  and  administrative  changes. — 

3  "(A)  Notice. — The  small  employer  carrier 

4  of  a  small  employer  health  plan  shall  provide 

5  for  notice,  at  least  30  days  before  the  date  of 

6  expiration  of  the  health  plan,  of  the  terms  for 

7  renewal  of  the  plan.  Except  with  respect  to 

8  rates  and  administrative  changes,  the  terms  of 

9  renewal  (including  benefits)  shall  be  the  same 

10  as  the  terms  of  issuance. 

11  "(B)  Renewal  rates  same  as  issuance 

12  RATES— The  carrier  may  change  the  terms  for 

13  such  renewal,  but  the  premium  rates  charged 

14  with  respect  to  such  renewal  shall  be  the  same 

15  as  that  for  a  new  issue. 

16  "(2)  Period  of  renewal. — The  period  of  re- 

17  newal  of  each  small  employer  health  plan  shall  be  for 

18  a  period  of  not  less  than  12  months. 

19  "SEC.  2312.  RATING  PRACTICES  FOR  SMALL  EMPLOYER 

20  HEALTH  PLANS. 

21  "(a)  Cohesive  Rating  System  and  Actuarial 

22  Certification.— 

23  "(1)  In  GENERAL. — The  premiums  (including 

24  reference   premium   rate,    as   defined   in  section 

25  2304(c)(3))  and  age-sex  adjustments  under  subsec- 
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1  tion  (c)  for  all  small  employer  health  plans  of  the 

2  same  entity  shall — 

3  "(A)  be  established  based  on  a  single  cohe- 

4  sive  rating  system  which  is  applied  consistently 

5  for  all  employer  groups  and  is  designed  not  to 

6  treat  groups,  after  January  1,  1993,  differently 

7  based  on  health  status  or  risk  status;  and 

8  "(B)  be  actuarially  certified  annually. 

9  "(2)  Actuarial  certified  defined. — For 

10  purposes  of  paragraph  (1)(B),  a  plan  is  considered 

11  to  be  'actuarially  certified'  if  there  is  a  written  state- 

12  ment,  by  a  member  of  the  American  Academy  of  Ac- 

13  tuaries  or  other  individual  acceptable  to  the  Secre- 

14  tary  that  a  small  employer  carrier  is  in  compliance 

15  with  this  section,  based  upon  the  individual's  exami- 

16  nation,  including  a  review  of  the  appropriate  records 

17  and  of  the  actuarial  assumptions  and  methods  uti- 

18  lized  by  the  carrier  in  establishing  premium  rates  for 

19  applicable  health  plans. 

20  "(b)  Use  of  Community-Rated  Reference  Pre- 


21  MIUM  Rates. — The  reference  premium  rate  charged  for 

22  a  small  employer  health  plan  with  similar  benefits  in  a 

23  community  for  a  type  of  family  enrollment  (described  in 

24  subsection  (d))  shall  be  the  same  for  all  small  employers. 
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1  "(c)  Age  and  Sex  Adjustment  to  Community- 

2  Rating. — 

3  "(1)  In  general. — Subject  to  paragraph  (2),  a 

4  small  employer  health  plan  may  provide  for  an  ad- 

5  justment  to  the  reference  premium  rate  based  on 

6  age  and  gender  of  covered  individuals.  Any  such  ad- 

7  justment  shall  be  applied  consistently  to  all  small 

8  employers. 

9  11  (2)  Limitation  on  adjustment. — The  ad- 

10  justment  under  paragraph  (1)  may  not  result,  with 

11  respect  to  small  employer  health  plans  with  similar 

12  benefits  in  a  community,  in  a  premium  rate  for  the 

13  most  expensive  age-sex  group  exceeding  133  percent 

14  of  the  premium  rate  for  the  least  expensive  age-sex 

15  group. 

16  "(d)  Types  of  Family  Enrollment. — 

17  "(1)  In  general. — Each  small  employer  health 

18  plan  shall  permit  enrollment  of  (and  shall  compute 

19  premiums  separately  for)  individuals  based  on  each 

20  of  the  following  beneficiary  classes: 

21  "(A)  1  adult. 

22  "(B)  A  married  couple  without  children. 

23  "(C)  A  married  couple  with  1  or  more  chil- 

24  dren,  or  1  adult  with  1  or  more  children. 
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1  "(2)  Application  of  definitions. — The  defi- 

2  nitions  in  section  2282  shall  apply  for  purposes  of 

3  this  subsection. 

4  "SEC.  2313.  BASIC  BENEFIT  PACKAGE  FOR  SMALL  EMPLOY- 

5  ER  HEALTH  PLANS. 

6  "(a)  Benefits  and  Cost-sharing  in  Qualified 

7  Employer  Health  Plans. — Except  as  provided  in  sub- 

8  section  (b),  no  small  employer  health  plan  may  be  issued 

9  to  a  small  employer  by  a  carrier  unless — 

10  "(1)  the  plan  provides  for  benefits  for  all  re- 

11  quired    health    services    (as    defined    in  section 

12  2211(a)(2)); 

13  "(2)  the  plan  does  not  impose  cost-sharing  with 

14  respect  to  required  health  services  in  excess  of  the 

15  deductibles  and  coinsurance  permitted  under  title 

16  XXII  with  respect  to  such  services  (not  taking  into 

17  account  any  low-income  assistance  under  part  E  of 

18  such  title);  and 

19  "(3)  the  carrier  makes  available  to  the  employer 

20  a  small  employer  health  plan  that,  subject  to  subsec- 

21  tion  (b),  only  provides  the  benefits  for  required 

22  health  services  and  the  maximum  cost-sharing  con- 

23  sistent  with  paragraphs  (1)  and  (2). 
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1  "(b)  Exceptions  for  HMO's. — Subsection  (a)(3) 

2  shall  not  apply  to  the  plan  of  a  health  maintenance  organi- 

3  zation. 

4  "SEC.  2314.  MISCELLANEOUS  DISCLOSURE  AND  RECORD- 

5  KEEPING  REQUIREMENTS  FOR  SMALL  EM- 

6  PLOYER  HEALTH  PLANS. 

7  "(a)  Disclosure  to  Employers. — 

8  "(1)  General  disclosure. — Each  small  em- 

9  ployer  carrier  shall  disclose  to  each  small  employer 

10  before  issuing  a  small  employer  health  plan  the  fol- 

1 1  lowing: 

12  "(A)  The  availability  (pursuant  to  the  re- 

13  quirement  of  section  2313(a)(3)  of  a  plan  in- 

14  eluding  only  basic  benefits. 

15  "(B)  The  limits,  imposed  under  section 

16  2312,  on  the  premiums  permitted  to  be  charged 

17  for  such  plans. 

18  "(C)  The  rights  of  guaranteed  issue  pro- 

19  vided  under  section  2311. 

20  Such  disclosure  shall  be  in  addition  to  any  disclosure 

21  required  generally  of  qualified  health  plans  under 

22  section  2158(a). 

23  "(2)    Standard    format. — The  disclosure 

24  under  paragraph  (1)  shall  be  made  in  a  uniform  for- 

25  mat  established  by  the  Secretary. 
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1  "(b)  Information  Filed. — 

2  "(1)  In  general. — Each  small  employer  carri- 

3  er  shall  disclose  to  the  Secretary,  in  a  manner  speci- 

4  fled  by  the  Secretary,  information  concerning  appli- 

5  cable  premiums  for  small  employer  health  plans. 

6  "(2)  Additional  information. — Nothing  in 

7  this  subsection  shall  be  construed  as  limiting  the  in- 

8  formation  which  a  State  may  require  to  be  reported 

9  by  small  employer  carriers  (other  than  self-insured 

10  carriers). 

1 1  "SEC.  2315.  PAYMENT  OF  COMMISSIONS. 

12  "A  small  employer  carrier  may  not  vary  the  remu- 

13  neration  paid  a  broker  for  the  sale  or  renewal  of  any  small 

14  employer  health  plan  based,  directly  or  indirectly,  on  the 

15  claims  experience  associated  with  the  group  to  which  the 

16  plan  was  sold. 

17  "SEC.  2316.  NONAPFLICATION  IN  PUERTO  RICO  AND  THE 

18  TERRITORIES. 

19  "This  part  shall  not  apply  outside  the  50  States  or 

20  the  District  of  Columbia.". 
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1  TITLE  V— CHANGES  IN 

2  MEDICARE  PROGRAM 

3  SEC.  501.  PHASED  REDUCTION  IN  AGE  FOR  MEDICARE  ELI- 

4  GIBDLITY  TO  60. 

5  (a)  Medicare  Part  A. — Section  226  of  the  Social 

6  Security  Act  (42  U.S.C.  426)  is  amended— 

7  (1)  in  subsection  (a) — 

8  (A)  in  paragraph  (1),  by  striking  "age  65" 

9  and  inserting  "the  age  specified  in  subsection 

10  (h)", 

11  (B)  in  paragraph  (2) (A)— 

12  (i)  by  inserting  "except  that  he  has 

13  not  attained  the  age  specified  in  subsection 

14  (h)  or"  before  "except  that",  and 

15  (ii)  by  inserting  "but  for  age"  after 

16  "monthly  insurance  benefits"  the  second 

17  place  it  appears;  and 

18  (C)  in  paragraph  (2)(B),  by  inserting  "(or 

19  would,  but  for  age"  be  such  a  beneficiary)" 

20  after  "beneficiary"; 

21  (2)  in  subsections  (b),  (c)(1),  and  (e)(2)  by 

22  striking  "age  65"  each  place  it  appears  and  insert- 

23  ing  "the  age  specified  in  subsection  (h)"; 

24  (3)  in  subsection  (e)(1)(A),  by  striking  "there- 

25  of  and  all  that  follows  through  "(h)"; 
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1  (4)  by  redesignating  subsection  (h)  as  subsec- 

2  tion  (i);  and 

3  (5)  by  inserting  after  subsection  (g)  the  follow- 

4  ing  new  subsection: 

5  "(h)  For  purposes  of  this  section,  the  age  specified 

6  in  this  subsection — 

7  "(1)  as  of  January  1,  1993,  is  64, 

8  "(2)  as  of  January  1,  1994,  is  63, 

9  "(3)  as  of  January  1,  1995,  is  62, 

10  "(4)  as  of  January  1,  1996,  is  61,  and 

11  "(5)  as  of  January  1.  1997,  and  thereafter,  is 

12  60.". 

13  (b)  Medicare  Part  B.— Section  1836(2)  of  such 

14  Act  (42  U.S.C.  1395o(2))  is  amended  by  striking  "age 

15  65"  and  inserting  "the  age  specified  in  section  226(h)". 

16  (c)  Conforming  Amendments. — 

17  (1)  Sections  1818  and  1818A  of  such  Act  (42 

18  U.S.C.  1395i-2,  1395i-2a)  are  repealed. 

19  (2)  Subsections  (g)(1),  (i)(l),  and  (i)(2)  of  sec- 

20  tion  1837  of  such  Act  (42  U.S.C.  1395p)  is  amend- 

21  ed  by  striking  "age  65"  each  place  it  appears  and 

22  inserting  "the  age  specified  in  section  226(h)". 

23  (3)  Section  1838(c)  of  such  Act  (42  U.S.C. 

24  1395q(c))  is  amended  by  striking  "age  of  65"  and 

25  inserting  "age  specified  in  section  226(h)". 
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1  (4)  Section  1839  of  such  Act  (42  U.S.C.  1395r) 

2  is  amended  by  striking  "age  65"  each  place  it  ap- 

3  pears  and  inserting  "the  age  specified  in  section 

4  226(h)". 

5  (5)  Section  1862(b)(l)(A)(i)  of  such  Act  (42 

6  U.S.C.  1395y(b)(l)(A)(i))  is  amended  by  striking 

7  "age  65"  each  place  it  appears  and  inserting  "the 

8  age  specified  in  section  226(h)". 

9  (d)  Effective  Date. — The  amendments  made  by 

10  this  section  shall  take  effect  on  January  1,  1993,  and  shall 

11  apply  to  items  and  services  furnished  on  or  after  such 

12  date. 

13  SEC.  502.  COVERAGE  OF  COLORECTAL  SCREENING. 

14  (a)  In  General. — Section  1834  of  the  Social  Securi- 

15  ty  Act  (42  U.S.C.   1395m),  as  amended  by  section 

16  4163(b)(2)  of  the  Omnibus  Budget  Reconciliation  Act  of 

17  1990  (in  this  title  referred  to  as  "OBRA-1990"),  is 

18  amended  by  inserting  after  subsection  (c)  the  following 

19  new  subsection: 

20  "(d)   Frequency  and   Payment   Limits  for 

21  Screening  Fecal-Occult  Blood  Tests  and  Screen- 

22  ing  Flexible  Sigmoidoscopies. — 

23  "(1)     Screening     fecal-occult  blood 

24  tests. — 
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1  "(A)  Payment  limit. — In  establishing  fee 

2  schedules  under  section  1833(h)  with  respect  to 

3  screening  fecal-occult  blood  tests  provided  for 

4  the  purpose  of  early  detection  of  colon  cancer, 

5  except  as  provided  by  the  Secretary  under  para- 

6  graph  (3) (A),  the  payment  amount  established 

7  for  tests  performed — 

8  "(i)  in  1993  shall  not  exceed  $5;  and 

9  "(ii)  in  a  subsequent  year,  shall  not 

10  exceed  the  limit  on  the  payment  amount 

11  established  under  this  subsection  for  such 

12  tests  for  the  preceding  year,  adjusted  by 

13  the  applicable  adjustment  under  section 

14  1833(h)  for  tests  performed  in  such  year. 

15  "(B)  Frequency  limit. — Subject  to  revi- 

16  sion  by  the  Secretary  under  paragraph  (3)(B), 

17  no  payment  may  be  made  under  this  part  for 

18  a  screening  fecal-occult  blood  test  provided  to 

19  an  individual  for  the  purpose  of  early  detection 

20  of  colon  cancer — 

21  "(i)  if  the  individual  is  under  50  years 

22  of  age;  or 

23  "(ii)  if  the  test  is  performed  within 

24  the  11  months  after  a  previous  screening 

25  fecal-occult  blood  test. 
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1  "(2)  Screening  flexible 

2  sigmoidoscopies. — 

3  "(A)  Payment  amount. — The  Secretary 

4  shall  establish  a  payment  amount  under  section 

5  1848    with    respect    to    screening  flexible 

6  sigmoidoscopies  provided  for  the  purpose  of 

7  early  detection  of  colon  cancer  that  is  consistent 

8  with  payment  amounts  under  such  section  for 

9  similar  or  related  services,  except  that  such 

10  payment  amount  shall  be  established  without 

11  regard  to  subsection  (a)(2)(A)  of  such  section. 

12  "(B)  Frequency  limit. — Subject  to  revi- 

13  sion  by  the  Secretary  under  paragraph  (3)(B), 

14  no  payment  may  be  made  under  this  part  for 

15  a  screening  flexible  sigmoidoscopy  provided  to 

16  an  individual  for  the  purpose  of  early  detection 

17  of  colon  cancer — 

18  "(i)  if  the  individual  is  under  50  years 

19  of  age;  or 

20  "(ii)  if  the  procedure  is  performed 

21  within  the  59  months  after  a  previous 

22  screening  flexible  sigmoidoscopy. 

23  "(3)  Reductions  in  payment  limit  and  re- 

24  vision  of  frequency. — 
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1  "(A)  Reductions  in  payment  limit. — 

2  The  Secretary  shall  review  from  time  to  time 

3  the  appropriateness  of  the  amount  of  the  pay- 

4  ment  limit  established  for  screening  fecal-occult 

5  blood  tests  under  paragraph  (1)(A).  The  Secre- 

6  tary  may,  with  respect  to  tests  performed  in  a 

7  year  after  1995,  reduce  the  amount  of  such 

8  limit  as  it  applies  nationally  or  in  any  area  to 

9  the  amount  that  the  Secretary  estimates  is  re- 

10  quired  to  assure  that  such  tests  of  an  appropri- 

11  ate  quality  are  readily  and  conveniently  avail- 

12  able  during  the  year. 

13  "(B)  Revision  of  frequency.— 

14  "(i)  Review. — The  Secretary,  in  con- 

15  sultation  with  the  Director  of  the  National 

16  Cancer  Institute,  shall  review  periodically 

17  the  appropriate  frequency  for  performing 

18  screening    fecal-occult    blood    tests  and 

19  screening  flexible  sigmoidoscopies  based  on 

20  age  and  such  other  factors  as  the  Secre- 

21  tary  believes  to  be  pertinent. 

22  "(ii)  Revision  of  frequency. — The 

23  Secretary,  taking  into  consideration  the  re- 

24  view  made  under  clause  (i),  may  revise 

25  from  time  to  time  the  frequency  with 
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1  which  such  tests  and  procedures  may  be 

2  paid  for  under  this  subsection,  but  no  such 

3  revision  shall  apply  to  tests  or  procedures 

4  performed  before  January  1,  1996. 

5  "(4)  Limiting  charges  of  nonparticipating 

6  physicians. — 

7  "(A)  In  general. — In  the  case  of  a 

8  screening  flexible  sigmoidoscopy  provided  to  an 

9  individual  for  the  purpose  of  early  detection  of 

10  colon  cancer  for  which  payment  may  be  made 

11  under  this  part,  if  a  nonparticipating  physician 

12  provides  the  procedure  to  an  individual  enrolled 

13  under  this  part,  the  physician  may  not  charge 

14  the  individual  more  than  the  limiting  charge  (as 

15  defined  in  subparagraph  (B),  or,  if  less,  as  de- 

16  fined  in  section  1848(g)(2)). 

17  "(B)   Limiting   charge   defined. — In 

18  subparagraph  (A),  the  term  'limiting  charge' 

19  means,  with  respect  to  a  procedure  performed — 

20  "(i)  in  1993,  120  percent  of  the  pay- 

21  ment  limit  established  under  paragraph 

22  (2)(A);  or 

23  "(ii)  after  1993,  115  percent  of  such 

24  applicable  limit. 
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1 


(C)  Enforcement. — If  a  physician  or 


2 


supplier  knowingly  and  willfully  imposes  a 


3 


charge  in  violation  of  subparagraph  (A),  the 


4 


Secretary  may  apply  sanctions  against  such 


5 


physician  or  supplier  in  accordance  with  section 


6 


1842(j)(2).". 


7 


(b)  Conforming  Amendments. — (1)  Paragraphs 


8  (1)(D)  and  (2)(D)  of  section  1833(a)  of  such  Act  (42 


9  U.S.C.  13951(a))  are  each  amended  by  striking  "subsec- 

10  tion  (h)(1),"  and  inserting  "subsection  (h)(1)  or  section 

11  1834(d)(1),". 


12  (2)  Section  1833(h)(1)(A)  of  such  Act  (42  U.S.C. 

13  13951(h)(1)(A))  is  amended  by  striking  "The  Secretary" 

14  and  inserting  "Subject  to  paragraphs  (1)  and  (3) (A)  of 

15  section  1834(d),  the  Secretary". 


16  (3)  Clauses  (i)  and  (ii)  of  section  1848(a)(2)(A)  of 

17  such  Act  (42  U.S.C.  1395w-4(a)(2)(A))  are  each  amended 


18  by  striking  "a  service"  and  inserting  "a  service  (other 

19  than  a  screening  flexible  sigmoidoscopy  provided  to  an  in- 

20  dividual  for  the  purpose  of  early  detection  of  colon  can- 

21  cer)". 

I      22  (4)  Section  1862(a)  of  such  Act  (42  U.S.C.  1395y(a)) 

23  is  amended — 

I 

24  (A)  in  paragraph  (1) — 


I 
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1  (i)  in  subparagraph  (E),  by  striking  "and" 

2  at  the  end, 

3  (ii)  in  subparagraph  (F),  by  striking  the 

4  semicolon  at  the  end  and  inserting  ",  and",  and 

5  (iii)  by  adding  at  the  end  the  following  new 

6  subparagraph: 

7  "(G)  in  the  case  of  screening  fecal-occult  blood 

8  tests  and  screening  flexible  sigmoidoscopies  provided 

9  for  the  purpose  of  early  detection  of  colon  cancer, 

10  which  are  performed  more  frequently  than  is  covered 

11  under  section  1834(d);";  and 

12  (B)  in  paragraph  (7),  by  striking  "paragraph 

13  (1)(B)  or  under  paragraph  (1)(F)"  and  inserting 

14  "subparagraphs  (B),  (F),  or  (G)  of  paragraph  (1)". 

15  (c)  Effective  Date. — The  amendments  made  by 

16  this  section  shall  apply  to  screening  fecal-occult  blood  tests 

17  and  screening  flexible  sigmoidoscopies  performed  on  or 

18  after  January  1,  1993. 

19  SEC.  503.  COVERAGE  OF  CERTAIN  IMMUNIZATIONS. 

20  (a)  In  Geneeal.— Section  1861(s)(10)  of  the  Social 

21  Security  Act  (42  U.S.C.  1395x(s)(10))  is  amended— 

22  (1)  in  subparagraph  (A) — 

23  (A)   by   striking   ",    subject   to  section 

24  4071(b)  of  the  Omnibus  Budget  Reconciliation 

25  Act  of  1987,",  and 
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1  (B)  by  striking  ";  and''  and  inserting  a 

2  comma; 

3  (2)  in  subparagraph  (B),  by  striking  the  semi- 

4  colon  at  the  end  and  inserting  ",  and";  and 

5  (3)  by  adding  at  the  end  the  following  new  sub- 

6  paragraph: 

7  "(C)  tetanus-diphtheria  booster  and  its  admin- 

8  istration;". 

9  (b)      Limitation     on     Frequency. — Section 

10  1862(a)(1)  of  such  Act  (42  U.S.C.  1395y(a)(l)),  as 

1 1  amended  by  section  502 (b) (4)  (A) ,  is  amended — 

12  (1)  in  subparagraph  (F),  by  striking  "and"  at 

13  the  end; 

14  (2)  in  subparagraph  (G),  by  striking  the  semi- 

15  colon  at  the  end  and  inserting  ",  and";  and 

16  (3)  by  adding  at  the  end  the  following  new  sub- 

17  paragraph: 

18  "(H)  in  the  case  of  an  influenza  vaccine,  which 

19  is  administered  within  the  11  months  after  a  previ- 

20  ous  influenza  vaccine,  and,  in  the  case  of  a  tetanus- 

21  diphtheria  booster,  which  is  administered  within  the 

22  119   months   after  a  previous  tetanus-diphtheria 

23  booster;". 

24  (c)  Conforming  Amendment. — Section  1862(a)(7) 

25  of  such  Act  (42  U.S.C.  1395y(a)(7)),  as  amended  by  sec- 
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1  tion  502(b)(4)(B),  is  amended  by  striking  "or  (G)"  and 

2  inserting  "(G),  or  (H)". 

3  (d)  Effective  Date. — The  amendments  made  by 

4  this  section  shall  apply  to  influenza  vaccines  and  tetanus- 

5  diphtheria  boosters  administered  on  or  after  January  1, 

6  1993. 

7  SEC.  504.  COVERAGE  OF  WELL-CHILD  CARE. 

8  (a)  In  General.— Section  1861(s)(2)  of  the  Social 

9  Security  Act  (42  U.S.C.  1395x(s)(2)),  as  amended  by  sec- 

10  tion  4201(d)(1)  of  OBRA-1990,  is  amended— 

11  (1)  by  striking  "and"  at  the  end  of  subpara- 

12  graph  (0); 

13  (2)  by  striking  the  semicolon  at  the  end  of  sub- 

14  paragraph  (P)  and  inserting  ";  and";  and 

15  (3)  by  adding  at  the  end  the  following  new  sub- 

16  paragraph: 

17  "(Q)  well-child  services  (as  defined  in  subsec- 

18  tion  (h)(1))  provided  to  an  individual  entitled  to  ben- 

19  efits  under  this  title  who  is  under  19  years  of  age;". 

20  (b)  Services  Defined. — Section  1861  of  such  Act 

21  (42  U.S.C.  1395x)  is  amended— 

22  (1)  by  redesignating  the  subsection  (jj)  added 

23  by  section  4163(a)(2)  of  OBRA-1990  as  subsection 

24  (kk);  and 
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1  (2)  by  inserting  after  subsection  (kk)  (as  so  re- 

2  designated)  the  following  new  subsection: 

3  "well-child  services 

4  "(U)(l)  The  term  'well-child  services'  means  well- 


5  child  care,  including  routine  office  visits,  routine  immuni- 

6  zations  (including  the  vaccine  itself),  routine  laboratory 

7  tests,  and  preventive  dental  care,  provided  in  accordance 

8  with  the  periodicity  schedule  established  with  respect  to 

9  the  services  under  paragraph  (2). 

10  "(2)  The  Secretary,  in  consultation  with  the  Ameri- 

11  can  Academy  of  Pediatrics,  the  Advisory  Committee  on 

12  Immunization  Practices,  and  other  entities  considered  ap- 

13  propriate  by  the  Secretary,  shall  establish  a  schedule  of 

14  periodicity  which  reflects  the  appropriate  frequency  with 

15  which  the  services  referred  to  in  paragraph  (1)  should  be 

1 6  provided  to  healthy  children. - ' . 

17  (c)    Conforming    Amendments. — (1)  Section 

18  1862(a)(1)  of  such  Act  (42  U.S.C.  1395y(a)(l)),  as 

19  amended   by   sections    502(b)(4)(A)    and    503(b),  is 

20  amended — 


21  (A)  in  subparagraph  (G),  by  striking  "and"  at 

22  the  end; 

23  (B)  in  subparagraph  (H),  by  striking  the  semi- 

24  colon  at  the  end  and  inserting  ",  and";  and 

25  (C)  by  adding  at  the  end  the  following  new  sub- 

26  paragraph: 
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1  "(I)  in  the  case  of  well-child  services,  which  are 

2  provided  more  frequently  than  is  provided  under  the 

3  schedule  of  periodicity  established  by  the  Secretary 

4  under  section  1861(H)(2)  for  such  services;". 

5  (2)  Section  1862(a)(7)  of  such  Act  (42  U.S.C. 

6  1395y(a)(7)),  as  amended  by  sections  502(b)(4)(B)  and 

7  503(c),  is  amended  by  striking  "or  (H)"  and  inserting 

8  "(H),  or  (I)". 

9  (d)  Effective  Date. — The  amendments  made  by 

10  this  section  shall  apply  to  well-child  services  provided  on 

11  or  after  January  1,  1993. 

12  SEC.  505.  ANNUAL  SCREENING  MAMMOGRAPHY. 

13  (a)    Annual    Screening    Mammography  for 

14  Women  Over  Age  64.— Section  1834(c)(2)(A)  of  the  So- 

15  cial  Security  Act  (42  U.S.C.  1395m(b)(2)(A)),  as  added 

16  by  section  4163(b)(2)  of  OBRA-1990,  is  amended— 

17  (1)  in  clause  (iv),  by  striking  "but  under  65 

18  years  of  age,";  and 

19  (2)  by  striking  clause  (v). 

20  (b)  Effective  Date. — The  amendments  made  by 

21  subsection  (a)  shall  apply  to  screening  mammography  per- 

22  formed  on  or  after  January  1,  1993. 
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1  SEC.  506.  DEMONSTRATION  PROJECTS  FOR  COVERAGE  OF 

2  OTHER  PREVENTIVE  SERVICES. 

3  (a)  Establishment. — The  Secretary  of  Health  and 

4  Human  Services  (in  this  title  referred  to  as  the  "Secre- 

5  tary")  shall  establish  and  provide  for  the  conduct  of  a  se- 

6  ries  of  ongoing  demonstration  projects  under  which  the 

7  Secretary  shall  provide  for  coverage  of  the  preventive  serv- 

8  ices  described  in  subsection  (c)  under  the  medicare  pro- 

9  gram  in  order  to  determine — 

10  (1)  the  feasibility  and  desirability  of  expanding 

1 1  coverage  of  medical  and  other  health  services  under 

12  the  medicare  program  to  include  coverage  of  such 

13  services  for  all  individuals  enrolled  under  part  B  of 

14  title  XVIII  of  the  Social  Security  Act;  and 

15  (2)  appropriate  methods  for  the  delivery  of 

16  those  services  to  medicare  beneficiaries. 

17  (b)  Sites  for  Project. — The  Secretary  shall  pro- 

18  vide  for  the  conduct  of  the  demonstration  projects  estab- 

19  lished  under  subsection  (a)  at  the  sites  at  which  the  Secre- 

20  tary  conducts  the  demonstration  program  established 

21  under  section  9314  of  the  Consolidated  Omnibus  Budget 

22  Reconciliation  Act  of  1985  and  at  such  other  sites  as  the 

23  Secretary  considers  appropriate. 

24  (c)  Services  Covered  Under  Projects. — The 

25  Secretary  shall  cover  the  following  services  under  the  se- 
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1  ries  of  demonstration  projects  established  under  subsec- 

2  tion  (a): 


3  (1)  Glaucoma  screening. 

4  (2)  Cholesterol  screening  and  cholesterol-reduc- 

5  ing  drug  therapies. 

6  (3)  Screening  and  treatment  for  osteoporosis, 

7  including  tests  for  bone-marrow  density  and  hor- 

8  mone  replacement  therapy. 

9  (4)  Screening  services  for  pregnant  women,  in- 

10  eluding  ultra- sound  and  clamydial  testing  and  ma- 

1 1  ternal  serum  alfa-protein. 

12  (5)  One-time  comprehensive  assessment  for  in- 

13  dividuals  beginning  at  age  65  or  75. 

14  (6)  Other  services  considered  appropriate  by  the 

15  Secretary. 

16  (d)  Reports  to  Congress. — Not  later  than  October 


17  1,  1994,  and  every  2  years  thereafter,  the  Secretary  shall 

18  submit  a  report  to  the  Committee  on  Finance  of  the  Sen- 

19  ate  and  the  Committee  on  Ways  and  Means  and  the  Com- 

20  mittee  on  Energy  and  Commerce  of  the  House  of  Repre- 

21  sentatives  describing  findings  made  under  the  demonstra- 

22  tion  projects  conducted  pursuant  to  subsection  (a)  during 

23  the  preceding  2-year  period  and  the  Secretary's  plans  for 

24  the  demonstration  projects  during  the  succeeding  2 -year 

25  period. 
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1  (e)  Authorization  of  Appropriations. — There 

2  are  authorized  to  be  appropriated  from  the  Federal  Sup- 

3  plementary  Medical  Insurance  Trust  Fund  for  expenses 

4  incurred  in  carrying  out  the  series  of  demonstration 

5  projects  established  under  subsection  (a)  the  following 

6  amounts: 


7  (1)  $4,000,000  for  fiscal  year  1993. 

8  (2)  $4,000,000  for  fiscal  year  1994. 

9  (3)  $5,000,000  for  fiscal  year  1995. 

10  (4)  $5,000,000  for  fiscal  year  1996. 

11  (5)  $6,000,000  for  fiscal  year  1997. 

12  SEC.  507.  OTA  STUDY  OF  PROCESS  FOR  REVIEW  OF  MEDI- 

13  CARE  COVERAGE  OF  PREVENTIVE  SERVICES. 

14  (a)  Study.— The  Director  of  the  Office  of  Technolo- 


15  gy  Assessment  (in  this  section  referred  to  as  the  "Direc- 

16  tor")  shall,  subject  to  the  approval  of  the  Technology  As- 

17  sessment  Board,  conduct  a  study  to  develop  a  process  for 

18  the  regular  review  for  the  consideration  of  coverage  of  pre- 

19  ventive  services  under  the  medicare  program,  and  shall  in- 

20  elude  in  such  study  a  consideration  of  different  types  of 

21  evaluations,  the  use  of  demonstration  projects  to  obtain 

22  data  and  experience,  and  the  types  of  measures,  outcomes, 

23  and  criteria  that  should  be  used  in  making  coverage  deci- 

24  sions. 
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1  (b)  Report. — Not  later  than  2  years  after  the  date 

2  of  the  enactment  of  this  Act,  the  Director  shall  submit 

3  a  report  to  the  Committee  on  Finance  of  the  Senate  and 

4  the  Committee  on  Ways  and  Means  and  the  Committee 

5  on  Energy  and  Commerce  of  the  House  of  Representatives 

6  on  the  study  conducted  under  subsection  (a). 

7  SEC.  508.  PHASED-IN  REQUIREMENT  OF  PART  B  ENROLL- 

8  MENT. 

9  (a)  In  General. — Section  1811  of  the  Social  Securi- 

10  ty  Act  (42  U.S.C.  1395c)  is  amended  by  inserting  "(a)" 

11  after  "1811."  and  by  adding  at  the  end  the  following  new 

12  subsection: 

13  "(b)  Notwithstanding  sections  226  and  22 6 A  and  any 

14  other  provision  of  this  title,  effective  for  services  furnished 

15  on  or  after  January  1,  1996,  payment  may  not  be  made 

16  under  this  part  for  items  and  services  during  any  period 

17  in  which  the  individual  is  not  enrolled  under  part  B  or 

18  under  a  qualified  employer  health  plan  (as  defined  in  sec- 

19  tion  2121(a)).  For  purposes  of  the  previous  sentence,  enti- 

20  tlement  to  benefits  under  this  part  (but  for  this  subsec- 

21  tion)  shall  not  be  considered  enrollment  in  a  qualified 

22  health  plan.". 

23  (b)  Clarification  of  Coverage  Period. — Section 

24  1838(b)  of  such  Act  (42  U.S.C.  1395q(b))  is  amended  to 

25  read  as  follows: 

•HR  3205  IH 


179 


174 

1  "(b)(1)  An  individual's  coverage  period  shall  continue 

2  until  the  individual's  enrollment  is  terminated  by  the  filing 

3  of  notice  that  the  individual — 

4  "(A)  no  longer  wishes  to  participate  in  the  in- 

5  surance  program  established  by  this  part, 

6  "(B)  is  covered  under  a  qualified  health  plan, 

7  and 

8  "(C)  has  notified  the  plan  that  the  individual  is 

9  entitled  to  benefits  under  part  A  of  this  title. 

10  "(2)  The  termination  of  coverage  under  paragraph 

11  (1)  shall  take  effect  at  the  close  of  the  month  following 

12  the  month  in  which  the  notice  is  filed. 

13  "(3)  Such  termination  shall  no  longer  be  effective  at 

14  such  time  as  the  individual  is  eligible  to  be  enrolled  under 

15  this  part  and  is  no  longer  covered  under  a  qualified  health 

16  plan.". 

17  (c)  Elimination  of  Late  Enrollment  Penal- 

18  ties. — 

19  (1)  In  general. — Section  1839  of  such  Act 

20  (42  U.S.C.  1395r)  is  amended  by  striking  subsection 

21  (b). 

22  (2)  Conforming  amendments. — (A)  Section 

23  1839(a)(2)  of  such  Act  (42  U.S.C.  1395r(a)(2))  is 

24  amended — 
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1  (i)  in  subsection  (a)(2),  by  striking  "sub- 

2  sections  (b)  and  (e)"  and  inserting  " subsection 

3  (e)",  and 

4  (ii)  by  striking  subsection  (d). 

5  (B)  Section  1843(d)(1)  of  such  Act  (42  U.S.C. 

6  1395v(d)(l))  is  amended  by  striking  "(without  any 

7  increase  under  subsection  (b)  thereof)". 

8  (d)  Effective  Date. — The  amendments  made  by 

9  subsections  (b)  and  (c)  shall  take  effect  January  1,  1996, 

10  and  shall  apply  to  premiums  beginning  with  such  January. 

1 1  SEC.  509.  CHANGES  IN  PARTICIPATION  AGREEMENTS. 

12  (a)  Providers  of  Services. — Section  1866(a)(1)  of 

13  the  Social  Security  Act  (42  U.S.C.  1395cc(a)(l))  is 

14  amended — 

15  (1)  by  striking  "and"  at  the  end  of  subpara- 

16  graph  (P), 

17  (2)  by  striking  the  period  at  the  end  of  sub- 

18  paragraph  (Q)  and  inserting  ",  and",  and 

19  (3)  by  inserting  after  subparagraph  (Q)  the  fol- 

20  lowing  new  subparagraph: 

21  "(R)  effective  January  1,  1993,  to  have 

22  entered  into  a  participation  agreement  under 

23  title  XXII  of  this  Act  and  to  report  to  the 

24  Health  Care  Cost  Containment  Commission  in- 

25  formation,  described  in  section  303(c)(4)  of  the 
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1  Health  Insurance  Coverage  and  Cost  Contain- 

2  ment  Act  of  1991,  in  accordance  with  uniform 

3  standards  developed  under  such  section.". 

4  (b)  Physicians.— Section  1842(h)(1)  of  such  Act 

5  (42  U.S.C.  1395u(h)(l))  is  amended  by  adding  at  the  end 

6  the  following:  "No  such  agreement  with  a  physician  shall 

7  be  entered  into  and  continued  in  effect  on  or  after  J anuary 

8  1,  1993,  unless  the  physician  has  entered  into  a  compara- 

9  ble  agreement  for  purposes  of  title  XXII  and  agrees  to 

10  report  to  the  Health  Care  Cost  Containment  Commission 

11  information,  described  in  section  303(c)(4)  of  the  Health 

12  Insurance  Coverage  and  Cost  Containment  Act  of  1991, 

13  in  accordance  with  uniform  standards  developed  under 

14  such  section." 

15  SEC.   510.   ASSURING  COORDINATION  OF  ENROLLMENT 

1 6  WITH  QUALIFIED  HEALTH  PLANS. 

17  (a)  Notices. — Section  1837  of  the  Social  Security 

18  Act  (42  U.S.C.  1395p)  is  amended  by  adding  at  the  end 

19  the  following  new  subsection: 

20  "(j)  The  Secretary  shall  provide  for  notices  of  cover- 

21  age  under  this  part  (and  part  A)  in  the  same  manner  as 

22  qualified  health  plans  are  required  to  provide  notices  of 

23  coverage  under  section  2157(b).". 

24  (b)   Treatment  op  Secondary  Payment  in 

25  Case      of      Part-Time      Employment. — Section 
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1  1862(b)(l)(A)(i)(I)     of     such     Act     (42  U.S.C. 

2  1395y(b)(l)(A)(i)(I))  is  amended  by  inserting  "other  than 

3  on  a  part-time  described  in  section  2181(b)(2)"  after  "in- 

4  dividuaPs  spouse)". 

5  (c)  Effective  Dates. — (1)  The  amendment  made 

6  by  subsection  (a)  shall  take  effect  on  the  date  specified 

7  in  section  2157 (b)(2)  of  the  Social  Security  Act. 

8  (2)  The  amendment  made  by  subsection  (b)  shall 

9  apply  to  employment  occurring  on  or  after  January  1, 

10  1993. 

11  SEC.  511.  COORDINATION  OF  LOW-INCCME  ASSISTANCE 

12  FOR  MEDICARE  BENEFICIARIES. 

13  Title  XVIII  of  the  Social  Security  Act  is  amended  by 

14  adding  at  the  end  the  following  new  section: 

15  "COORDINATION  OF  LOW-INCOME  ASSISTANCE 

16  "SEC.  1893.  The  Secretary  shall  provide  that  in  the 

17  case  of  an  individual  entitled  to  benefits  under  this  title 

18  and  to  low-income  assistance  under  part  E  of  title  XXII 

19  with  respect  to  premiums,  deductibles,  or  coinsurance 

20  under  this  title,  the  premiums,  deductibles  and  coinsur- 

21  ance  otherwise  imposed  under  this  title  shall  be  reduced 

22  to  reflect  the  amount  of  such  low-income  assistance.". 
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1  TITLE  VI— FINANCING 

2  PROVISIONS 

3  Subtitle  A — General  Provisions 

4  SEC.  601.  SURTAX  TO  PROVIDE  FUNDS  FOR  UNIVERSAL 

5  HEALTH  COVERAGE. 

6  (a)  General  Rule. — Subchapter  A  of  chapter  1  of 

7  the  Internal  Revenue  Code  of  1986  (relating  to  determina- 

8  tion  of  tax  liability)  is  amended  by  adding  at  the  end 

9  thereof  the  following  new  part: 

10  "PART  VIII— SURTAX  TO  PROVIDE  FUNDS  FOR 

1 1  UNIVERSAL  HEALTH  COVERAGE 

"Subpart  A.  Noncorporate  taxpayers. 
"Subpart  B.  Corporate  taxpayers. 

12  "Subpart  A — Noncorporate  Taxpayers 

"Sec.  59B  Imposition  of  surtax  on  regular  and  minimum  taxes. 
"Sec.  59C.  opecial  rules. 

1 3  "SEC.  59B.  IMPOSITION  OF  SURTAX  ON  REGULAR  AND  MINI- 

14  MUM  TAXES. 

15  "In  the  case  of  an  individual — 

16  "(1)  the  amount  of  the  tax  imposed  by  section 

17  1  for  any  taxable  year  shall  be  increased  by  an 

18  amount  equal  to  9  percent  of  the  amount  of  such  tax 

19  (determined  without  regard  to  this  section),  and 

20  11  (2)  the  amount  of  the  tentative  minimum  tax 

21  determined  under  section  55(b)  for  such  taxable  year 

22  shall  be  increased  by  an  amount  equal  to  9  percent 
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1  of  the  amount  of  such  tax  (determined  without  re- 

2  gard  to  this  section). 

3  In  the  case  of  a  taxable  year  beginning  in  1993  or  1994, 

4  the  preceding  sentence  shall  be  applied  by  substituting  '6 

5  percent'  for  '9  percent'  each  place  it  appears,  and  in  the 

6  case  of  a  taxable  year  beginning  in  1995,  the  preceding 

7  sentence  shall  be  applied  by  substituting  '7  percent'  for 

8  '9  percent'  each  place  it  appears. 

9  "SEC.  59C.  SPECIAL  RULES. 

10  "(a)  Surtax  to  Apply  to  Estates  and  Trusts. — 

11  For  purposes  of  this  subpart,  the  term  'individual'  in- 

12  eludes  any  estate  or  trust  taxable  under  section  1. 

13  "(b)  Coordination  With  Other  Provisions. — 

14  The  provisions  of  this  subpart — 

15  "(1)  shall  be  applied  after  the  application  of 

16  section  1(h),  but 

17  "(2)  before  the  application  of  any  other  provi- 

18  sions  of  this  title  which  refer  to  the  amount  of  the 

19  tax  imposed  by  section  1  or  55,  as  the  case  may  be. 

20  "Subpart  B — Corporate  Taxpayers 

"Sec.  59E.  Imposition  of  surtax  on  regular  and  minimum  taxes. 
"Sec.  59F.  Special  rules. 

2 1  "SEC.  59E.  IMPOSITION  OF  SURTAX  ON  REGULAR  AND  MINI- 

22  MUM  TAXES. 

23  "In  the  case  of  a  corporation — 

•HR  3205  IH 


185 


180 

1  "(1)  the  amount  of  the  tax  imposed  by  section 

2  11  for  any  taxable  year  shall  be  increased  by  an 

3  amount  equal  to  9  percent  of  the  amount  of  such  tax 

4  (determined  without  regard  to  this  section),  and 

5  "(2)  the  amount  of  the  tentative  minimum  tax 

6  determined  under  section  55(b)  for  such  taxable  year 

7  shall  be  increased  by  an  amount  equal  to  9  percent 

8  of  the  amount  of  such  tax  (determined  without  re- 

9  gard  to  this  section). 

10  In  the  case  of  a  taxable  year  beginning  in  1993  or  1994, 

11  the  preceding  sentence  shall  be  applied  by  substituting  '6 

12  percent'  for  '9  percent'  each  place  it  appears,  and  in  the 

13  case  of  a  taxable  year  beginning  in  1995,  the  preceding 

14  sentence  shall  be  applied  by  substituting  1 7  percent'  for 

15  '9  percent'  each  place  it  appears. 

16  "SEC.  59F.  SPECIAL  RULES. 

17  "(a)  Treatment  of  Certain  Taxes. — For  pur- 

18  poses  of  this  subpart — 

19  "(1)  any  reference  to  the  tax  imposed  by  sec- 

20  tion  11  shall  be  treated  as  including  a  reference  to 

21  the  tax  imposed  by  any  other  provision  of  this  chap- 

22  ter  if  the  amount  of  such  tax  is  determined  by  refer- 

23  ence  to  the  provisions  of  section  11  (or  by  reference 

24  to  any  rate  contained  therein),  and 
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1  "(2)  any  organization  subject  to  a  tax  referred 

2  to  in  paragraph  (1)  shall  be  treated  as  a  corpora- 

3  tion. 

4  "(b)  Coordination  With  Other  Provisions. — 

5  The  provisions  of  this  subpart  shall  be  applied — 

6  "(1)  after  the  application  of  sections  1201  and 

7  801(a)(2),  but 

8  "(2)  before  the  application  of  any  other  provi- 

9  sion  of  this  title  which  refers  to  the  amount  of  the 

10  tax  imposed  by  section  11  or  55,  as  the  case  may 

11  be." 

12  (b)  Clerical  Amendment. — The  table  of  parts  for 

13  subchapter  A  of  chapter  1  of  such  Code  is  amended  by 

14  adding  at  the  end  thereof  the  following  new  item: 

"Part  VTH — Surtax  to  provide  funds  for  universal  health  cover- 
age." 

15  (c)  Effective  Date. — 

16  (1)  In  general. — The  amendments  made  by 

17  this  section  shall  apply  to  taxable  years  beginning 

18  after  December  31,  1992. 

19  (2)  Section  15  not  to  apply. — The  provisions 

20  of  section  15  of  the  Internal  Revenue  Code  of  1986 

21  shall  not  apply  to  any  change  in  rates  resulting  from 

22  the  amendments  made  by  this  section. 
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1  SEC.  602.  INCREASE  IN  WAGE  BASE  FOR  HOSPITAL  ENSUR- 

2  ANCE  TAX. 

3  (a)  General  Rule. — Paragraph  (2)  of  section 

4  3121(x)  of  the  Internal  Revenue  Code  of  1986  (defining 

5  applicable  contribution  base  for  hospital  insurance  tax)  is 

6  amended — 

7  (1)    by   striking    "$125,000"    and  inserting 

8  "$200,000",  and 

9  (2)  by  striking  "1991"  each  place  it  appears 

10  and  inserting  "1993". 

11  (b)  Effective  Date. — The  amendments  made  by 

12  subsection  (a)  shall  apply  to  calendar  year  1993  and  fol- 

13  lowing  calendar  years. 

14  SEC.  603.  INCREASE  IN  RATE  OF  HOSPITAL  INSURANCE 

15  TAX. 

16  (a)  General  Rule. — 

17  (1)  Subsection  (b)  of  section  3101  of  the  Inter- 

18  nal  Revenue  Code  of  1986  is  amended  by  striking 

19  paragraph  (1)  and  all  that  follows  down  through  the 

20  period  at  the  end  thereof  and  inserting  the  following: 

"In  the  case  of  wages 
received  during:  The  rate  shall  be: 

1993,  1994,  or  1995    1.55  percent 

1996  or  thereafter    1.65  percent.". 

21  (2)  Subsection  (b)  of  section  3111  of  such  Code 

22  is  amended  by  striking  paragraph  (1)  and  all  that 

23  follows  and  inserting  the  following: 
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"In  the  case  of  wages 
received  during:  The  rate  shall  be: 

1993,  1994,  or  1995    1.55  percent 

1996  or  thereafter    1.65  percent.". 

1  (b)  Self-Employment  Tax. — Subsection  (b)  of  sec- 

2  tion  1401  of  such  Code  is  amended  by  striking  the  table 

3  contained  therein  and  inserting  the  following: 

"In  the  case  of  a  taxable  year 
beginning  in:  The  rate  shall  be: 

1993,  1994,  or  1995   3.10  percent 

1996  or  thereafter   3.30  percent.". 

4  (c)  Effective  Date. — 

5  (1)  Employment  taxes. — The  amendments 

6  made  by  subsection  (a)  shall  apply  to  calendar  year 

7  1993  and  following  calendar  years. 

8  (2)  Self-employment  taxes. — The  amend- 

9  ment  made  by  subsection  (b)  shall  apply  to  taxable 

10  years  beginning  after  December  31,  1992; 

1 1  Subtitle  B— Deductibility  of 

12  Certain  Health  Insurance  Costs 

13  SEC.  611.  INDEFINITE  EXTENSION  OF  DEDUCTION  FOR 

14  HEALTH  INSURANCE  COSTS  OF  self-em- 

15  PLOYED  INDIVIDUALS. 

16  Subsection  (1)  of  section  162  of  the  Internal  Revenue 

17  Code  of  1986  (relating  to  special  rules  for  health  insur- 

18  ance  costs  of  self-employed  individuals)  is  amended  by 

1 9  striking  paragraph  ( 6 ) . 
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1  SEC.  612.  INCREASE  IN  AMOUNT  OF  DEDUCTION. 

2  (a)  General  Rule. — Paragraph  (1)  of  section 

3  162(1)  of  the  Internal  Revenue  Code  of  1986  is  amended 

4  by  striking  "25  percent  of. 

5  (b)  Effective  Date. — 

6  (1)  In  general. — Except  as  otherwise  provid- 

7  ed  in  this  subsection,  the  amendment  made  by  sub- 

8  section  (a)  shall  apply  to  taxable  years  beginning 

9  after  December  31,  1992. 

10  (2)  Special  rules  for  self-employed  indi- 

11  VIDUALS   AND   PERSONAL    CORPORATIONS  BEFORE 

12  "PAY-OR-PLAY  PROVISIONS"  TAKE  EFFECT. — 

13  (A)  In  general. — If  the  requirements  of 

14  subparagraph  (B)  are  not  met  by  any  taxpayer 

15  to  whom  this  paragraph  applies  during  any  pe- 

16  riod  before  the  "pay-or-play"  provisions  take  ef- 

17  feet  with  respect  to  such  taxpayer — 

18  (i)  in  the  case  of  a  taxpayer  described 

19  in  subparagraph  (C)(i),  the  amount  allow- 

20  able  as  a  deduction  to  such  taxpayer  under 

21  section  162(1)   of  the  Internal  Revenue 

22  Code  of  1986  for  amounts  attributable  to 

23  such  period  shall  be  determined  without  re- 

24  gard  to  the  amendment  made  by  subsec- 

25  tion  (a),  and 
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1  (ii)  in  the  case  of  a  taxpayer  described 

2  in  subparagraph  (C)(ii),  the  amount  allow- 

3  able  as  a  deduction  under  such  Code  for 

4  amounts  which  are  attributable  to  such  pe- 

5  riod  and  which  are  paid  or  incurred  for 

6  coverage  provided  to  any  employee-owner 

7  under  an  accident  or  health  plan  of  such 

8  taxpayer  shall  be  25  percent  of  the  amount 

9  which  but  for  this  clause  would  have  been 

10  so  allowable. 

11  For  purposes  of  clause  (ii),  the  term  "owner- 

12  employee"  has  the  meaning  given  such  term  by 

13  section  269A(b)(2)  of  such  Code  with  the  modi- 

14  fications  provided  in  section  441  (i)  (2)  of  such 

15  Code. 

16  (B)   Requirements. — The  requirements 

17  of  this  subparagraph  are  met  by  any  taxpayer 

18  for  any  period  if  such  taxpayer  makes  available 

19  on  the  same  terms  and  conditions  health  cover- 

20  age  under  a  plan  which  would  qualify  as  a 

21  qualified  employer  health  plan  under  title  XXI 

22  of  the  Social  Security  Act  to  all  employees  of 

23  such  taxpayer  who  normally  work  for  17 ¥2 

24  hours  or  more  per  week. 
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1  (C)  Taxpayers  to  whom  paragraph  ap- 

2  PLIES. — This  paragraph  shall  apply  to — 

3  (i)  any  individual  who  is  an  employee 

4  within  the  meaning  of  section  401(c)(1)  of 

5  such  Code,  and 

6  (ii)  any  personal  service  corporation 

7  (as  defined  in  section  441  (i) (2)  of  such 

8  Code). 

9  (D)  When  "pay-or-play"  provisions 

10  TAKE  EFFECT. — For  purposes  of  this  para- 

11  graph,  the  "pay-or-play"  provisions  take  effect 

12  on  January  1,  1996,  or,  if  earlier,  the  date  on 

13  which  the  requirements  of  part  A  of  title  XXI 

14  of  the  Social  Security  Act  apply  with  respect  to 

15  the  taxpayer  under  section  2105(a)  of  such  Act. 

16  Subtitle  C — State  Maintenance  of 

17  Effort 

1 8  SEC.  621.  STATE  MAINTENANCE  OF  EFFORT. 

19  (a)  Condition  of  Coverage. — Notwithstanding 

20  any  other  provision  of  this  title,  no  individual  who  is  a 

21  resident  of  a  State  is  eligible  for  benefits  under  title  XXII 

22  for  a  month  in  a  calendar  year  beginning  with  1996,  un- 

23  less  the  State  provides  (in  a  manner  and  at  a  time  speci- 

24  fied  by  the  Secretary)  for  payment  to  the  Public  Health 
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1  Trust  Fund  of  V12  of  the  amount  specified  in  subsection 

2  (b)  for  the  j^ear. 

3  (b)   Maintenance   of   Effort  Amount. — The 

4  amount  of  payment  specified  in  this  subsection  for  a  State 

5  for  a  year  is  equal  to  the  difference  between — 


6  (1)  the  amount  of  payment  (net  of  Federal  pay- 

7  ments)  that  would  have  been  made,  for  required 

8  health  benefits  (as  defined  in  section  2211(a)(2)  of 

9  the  Social  Security  Act),  under  its  State  plan  under 

10  title  XIX  of  such  Act  for  the  year  if — 

1 1  (A)  title  XXII  of  such  Act  were  not  in  ef- 

12  feet  in  the  year,  and 

13  (B)  the  provisions  of  section  702(a)  of  this 

14  Act  (and  section  1902(a)(13)(G)  of  the  Social 

15  Security  Act,  as  added  by  section  702(b))  ap- 

16  plied  during  the  year  as  in  1995  (except  that  in 

17  applying  such  provisions  the  references  in  sec- 

18  tion  702(a)(l)(A)(iii)  of  this  Act  and  section 

19  1902(a)(13)(G)(ii)(III)  of  the  Social  Security 

20  Act  to  "90  percent"  are  deemed  references  to 

21  "100  percent"),  and 

22  (2)  the  amount  of  payment  (net  of  Federal  pay- 

23  ments)  that  is  made,  for  required  health  benefits  (as 

24  defined  in  section  2211(a)(2)  of  the  Social  Security 
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1  Act),  under  its  State  plan  under  title  XIX  of  the  So- 

2  cial  Security  Act  for  the  year. 

3  (c)  State  Defined. — In  this  section,  the  term 

4  "State"  means  the  50  States  and  the  District  of  Colum- 

5  bia. 

6  TITLE  VII— MEDICAID 

7  PROVISIONS 

8  SEC.  701.  COORDINATION  WITH  PUBLIC  HEALTH  PLAN. 

9  (a)  In  General. — 

10  (1)  Limiting  federal  financial  participa- 

11  TION    FOR    SERVICES    COVERED    UNDER  PUBLIC 

12  health  plan— Section  1903 (i)  of  the  Social  Secu- 

13  rity  Act  (42  U.S.C.  1396b(i))  is  amended— 

14  (A)  in  the  paragraph  (10)  inserted  by  sec- 

15  tion  4401(a)(1)(B)  of  Omnibus  Budget  Recon- 

16  ciliation  Act  of  1990,  by  striking  all  that  follows 

17  "1927(g)"  and  inserting  a  semicolon; 

18  (B)  by  redesignating  the  paragraph  (10) 

19  added  by  section  4701(b)(2)  as  paragraph  (11), 

20  by  transferring  and  inserting  it  after  the  para- 

21  graph  (10)  inserted  by  section  4401(a)(1)(B)  of 

22  Omnibus  Budget  Reconciliation  Act  of  1990, 

23  and  by  striking  all  that  follows  "with  respect  to 

24  hospitals  or  facilities' 1  and  inserting  a  semi- 

25  colon; 
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1  (C)  by  transferring  and  inserting  the  para- 

2  graph  (12)  inserted  by  section  4752(a)(2)  of 

3  Omnibus  Budget  Reconciliation  Act  of  1990 

4  after  paragraph  (11),  as  redesignated  by  sub- 

5  paragraph  (B),  and  by  striking  the  period  at 

6  the  end  and  inserting  a  semicolon; 

7  (D)  by  redesignating  the  paragraph  (14) 

8  inserted  by  section  4752(e)  of  Omnibus  Budget 

9  Reconciliation  Act  of  1990  as  paragraph  (13), 

10  by  transferring  and  inserting  it  after  paragraph 

11  (12),  and  by  striking  the  period  at  the  end  and 

12  inserting  a  semicolon; 

13  (E)  by  redesignating  the  paragraph  (11) 

14  inserted  by  section  4801(e)(16)(A)  of  Omnibus 

15  Budget  Reconciliation  Act  of  1990  as  para- 

16  graph  (14),  by  transferring  and  inserting  it 

17  after  paragraph  (13),  and  by  striking  the  period 

18  at  the  end  and  inserting  ";  or";  and 

19  (F)  by  inserting  after  paragraph  (14),  as 

20  so  redesignated,  the  following  new  paragraph: 

21  "(15)  with  respect  to  items  and  services  (in- 

22  eluding  medicare  cost-sharing)  for  which  payment  is 

23  made  under  the  public  health  plan  under  title 

24  xxn.". 
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1  (2)  Clarification  op  nonduplication  of 

2  medical  assistance  with  benefits  under  pub- 

3  Lie  health  PLAN. — Title  XLX  of  such  Act  is 

4  amended  by  adding  at  the  end  the  following  new  sec- 

5  tion: 

6  "NONDUPLICATION  OF  BENEFITS  WITH  PUBLIC  HEALTH 

7  PLAN 

8  "Sec.  1931.  Notwithstanding  any  other  provision  of 

9  this  title,  a  State  is  not  required  under  its  plan  under  sec- 

10  tion  1901(a)  to  provide  medical  assistance  for  items  and 

11  services  (including  medicare  cost-sharing)  for  which  pay- 

12  ment  is  made  under  the  public  health  plan  under  title 

13  XXII.". 

14  (3)  Clarification  of  application  of  third- 

15  party  payor  rules  to  qualified  health 

16  PLANS.— Section  1902(a)(25)(A)  of  such  Act  (42 

17  U.S.C.  1396a(a)(25)(A))  is  amended  by  inserting 

18  "and  qualified  health  plans  certified  under  part  F  of 

19  title  XXLI"  after  "health  insurers". 

20  (b)  Continuation  of  Medicaid  Benefits  Not 

21  Covered  Under  Public  Health  Plan. — Nothing  in 

22  this  Act  shall  be  construed  as — 

23  (1)  changing  the  eligibility  of  individuals  for 

24  medical  assistance  under  title  XLX  of  the  Social  Se- 

25  curity  Act,  or 
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1  (2)  subject  to  the  amendments  made  by  subsec- 

2  tion  (a),  changing  the  amount,  duration,  or  scope  of 

3  medical  assistance  required  (or  permitted)  to  be  pro- 

4  vided  under  such  title. 

5  SEC.  702.  USE  OF  MEDICARE-RELATED  PAYMENT  RATES  AS 

6  FLOOR  FOR  PAYMENTS  FOR  INPATIENT  HOS- 

7  PITAL  SERVICES  AND  PHYSICIANS'  SERVICES 

8  UNDER  THE  MEDICAID  PROGRAM. 

9  (a)  Inpatient  Hospital  Services. — 

10  (1)  In  general. — (A)  A  State  plan  under  title 

11  XIX  of  the  Social  Security  Act  shall  not  be  consid- 

12  ered     to     meet     the     requirement     of  section 

13  1902 (a) (13) (A)  of  such  Act  (insofar  as  it  requires 

14  payments  to  hospitals  for  inpatient  hospital  services 

15  that  are  reasonable  and  adequate  to  meet  the  costs 

16  which  must  be  incurred  by  efficiently  and  economi- 

17  cally  operated  facilities),  as  of  January  1,  1993,  un- 

18  less  the  State  has  submitted  to  the  Secretary  of 

19  Health  and  Human  Services  (in  this  subsection  re- 

20  f erred  to  as  the  "Secretary"),  by  not  later  than  such 

21  date,  an  amendment  to  such  plan  that  assures  that, 

22  in  the  aggregate,  the  amount  of  payments  for  inpa- 

23  tient  hospital  services  under  the  plan  in  subsection 

24  (d)  hospitals  (as  defined  in  section  1886(d)(1)(B)  of 

25  such  Act)  is  not  less  than — 
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1  (i)  in  the  case  of  services  furnished  during 

2  1993,  70  percent  of  the  amount  of  payments 

3  for  such  services  that  would  be  made  under  title 

4  XVIII  of  such  Act  (without  regard  to  any  de- 

5  ductible  imposed  under  section  1813(a)  of  such 

6  Act  or  any  limitation  on  the  coverage  of  inpa- 

7  tient  hospital  services  under  such  title)  for  such 

8  services  if  covered  under  such  title; 

9  (ii)  in  the  case  of  services  furnished  during 

10  1994,  80  percent  of  the  amount  of  payments 

1 1  for  such  services  that  would  be  made  under  title 

12  XVIII  of  such  Act  (without  regard  to  any  de- 

13  ductible  imposed  under  section  1813(a)  of  such 

14  Act  or  any  limitation  on  the  coverage  of  inpa- 

15  tient  hospital  services  under  such  title)  for  such 

16  services  if  covered  under  such  title;  and 

17  (hi)  in  the  case  of  services  furnished  dur- 

18  ing  1995,  90  percent  of  the  amount  of  pay- 

19  ments  for  such  services  that  would  be  made 

20  under  title  XVIII  of  such  Act  (without  regard 

21  to    any    deductible    imposed    under  section 

22  1813(a)  of  such  Act  or  any  limitation  on  the 

23  coverage  of  inpatient  hospital  services  under 

24  such  title)  for  such  services  if  covered  under 

25  such  title. 
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1  (B)  In  computing  amounts  under  subparagraph 

2  (A),  the  Secretary  shall  adjust  for  differences  in  case 

3  mix,  volume,  the  age  and  disability  of  the  popula- 

4  tions  covered  by  the  two  programs,  and  other  rele- 

5  vant  factors  identified  by  the  Secretary. 

6  (2)  Review. — The  Secretary,  by  not  later  than 

7  90  days  after  the  date  of  submission  of  a  plan 

8  amendment  under  paragraph  (1),  shall — 

9  (A)  review  each  such  amendment  for  com- 

10  pliance    with    the    requirement    of  section 

11  1902(a)(13)(A)  of  the  Social  Security  Act;  and 

12  (B)    approve   or   disapprove   each  such 

13  amendment. 

14  If  the  Secretary  disapproves  such  an  amendment, 

15  the  State  shall  immediately  submit  a  revised  amend- 

16  ment  which  meets  such  requirement. 

17  (3)  Collection  op  data. — The  Secretary  may 

18  provide  for  such  collection  of  data  on  payment  for 

19  inpatient  hospital  services  as  may  be  necessary  to 

20  carry  out  this  subsection. 

21  (4)  NONWAIVABILITY. — The  provisions  of  this 

22  subsection  may  not  be  waived  by  the  Secretary 

23  under  section  1115  or  1915(b)  of  the  Social  Security 

24  Act. 

25  (b)  Physicians'  Services. — 
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1  (1)  In  general.— Section  1902(a)(13)  of  the 

2  Social  Security  Act  (42  U.S.C.  1396a(a)(13))  is 

3  amended— 

4  (A)  by  striking  "and"  at  the  end  of  sub- 

5  paragraph  (E); 

6  (B)  by  striking  the  semicolon  at  the  end  of 

7  subparagraph  (F)  and  inserting  ";  and";  and 

8  (C)  by  adding  at  the  end  the  following  new 

9  subparagraph: 

10  "(G)  for  payment  for  physicians'  services 

1 1  through  a  methodology  under  which  the  amount 

12  of  payment  for  such  services  furnished  during  a 

13  calendar  quarter  is  not  less  than — 

14  "(i)  in  the  case  of  physicians'  services 

15  for  which  the  payment  amount  under  the 

16  plan  during  the  calendar  quarter  preceding 

17  the  date  of  the  enactment  of  this  subpara- 

18  graph  was   greater   than   the  payment 

19  amount  established  for  such  services  under 

20  section  1848  (as  determined  without  re- 

21  gard  to  subsection  (a)(2)  of  such  section), 

22  the  payment  amount  established  for  such 

23  services  under  such  section  (as  determined 

24  without  regard  to  such  subsection);  or 
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1  "(ii)  in  the  case  of  physicians'  services 

2  not  described  in  clause  (i),  the  lesser  of  the 

3  payment  amount  under  the  plan  during  the 

4  preceding  calendar  quarter  or — 

5  "(I)  for  services  furnished  during 

6  a  calendar  quarter  in  1993,  70  per- 

7  cent  of  the  applicable  fee  schedule 

8  amount    established    under  section 

9  1848  for  services  furnished  in  such 

10  year, 

11  "(II)  for  services  furnished  dur- 

12  ing  a  calendar  quarter  in  1994,  80 

13  percent  of  the  applicable  fee  schedule 

14  amount    established    under  section 

15  1848  for  services  furnished  in  such 

16  year,  and 

17  "(III)  for  services  furnished  dur- 

18  ing  a  calendar  quarter  in  1995,  90 

19  percent  of  the  applicable  fee  schedule 

20  amount    established    under  section 

21  1848  for  services  furnished  in  such 

22  year. 

23  (2)  Transmittal  of  payment  information 

24  TO  STATES. — Section  1848(i)  of  such  Act  (42  U.S.C. 
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1  1395w-4(i))  is  amended  by  adding  at  the  end  the 

2  following  new  paragraph: 

3  "(4)  Transmittal  op  physician  payment  in- 

4  FORMATION  TO  STATES. — Not  later  than  November 

5  1  of  1992  (and  of  each  year  through  1995),  the  Sec- 

6  retary  shall  transmit  such  information  to  the  States 

7  as  is  necessary  to  enable  the  States  to  carry  out  the 

8  requirements  of  section  1902(a)(13)(G)  of  the  Social 

9  Security  Act  (as  added  by  section  703(b)(1)  of  the 

10  Health  Insurance  Coverage  and  Cost  Containment 

11  Act  of  1991).". 

12  (3)  Effective  date. — The  amendments  made 

13  by  this  subsection  shall  apply  to  payments  under 

14  title  XLX  of  the  Social  Security  Act  for  calendar 

15  quarters  beginning  on  or  after  January  1,  1993. 

16  (c)  Sunset. — The  provisions  of  this  section  shall  not 

17  apply  to  payment  for  services  furnished  on  or  after  Janu- 

18  ary  1,  1996. 
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Chairman  Rostenkowski.  The  committee  will  come  to  order. 

Today,  our  committee  continues  its  hearings  on  reforming  our 
health  care  delivery  system  with  an  examination  of  specific  health 
insurance  bills.  I  believe  our  twin  goals  in  the  debate  on  health 
reform  legislation  must  be  that  no  American  will  lack  basic  health 
insurance  coverage,  and  that  health  care  costs  will  be  stabilized. 
Unfortunately,  with  increasing  numbers  of  uninsured  and  with 
costs  continuing  to  skyrocket,  these  achievements  are  slipping  fur- 
ther away.  My  hope  is  that  these  hearings  will  help  us  begin 
moving  toward,  instead  of  away  from,  these  goals. 

A  number  of  Members  of  the  committee  and  of  the  House  have 
introduced  bills  that  present  different  approaches  to  achieving 
these  important  goals. 

My  own  bill,  H.R.  3205,  proposes  an  employer-based  universal 
health  plan  based  on  premiums  paid  by  employers  and  employees 
and  reduces  eligibility  for  Medicare  to  age  60.  The  bill  also  includes 
important  restraints  on  future  increases  in  health  care  costs.  In  ad- 
dition, the  bill  complies  with  pay-as-you-go  financing  requirements 
through  payroll  taxes  and  a  surcharge  on  personal  and  corporate 
income  tax  liability. 

Other  Members  have  taken  different  approaches.  Bills  intro- 
duced by  my  colleagues  would  extend  Medicare  to  all  residents  of 
the  United  States  or  establish  a  universal  public  health  insurance 
system  similar  to  that  of  Canada.  Some  would  make  limited  re- 
forms in  health  insurance  and  health  financing  systems. 

All  of  these  proposals  should  be  carefully  considered  as  we  work 
to  develop  a  national  consensus  on  health  care  reform.  No  other 
problem  confronting  our  country  today  cries  louder  for  a  solution 
than  health  care.  People  who  are  ill  should  worry  solely  about  get- 
ting well.  They  should  not  be  worried  about  the  bills  that  are  piling 
up. 

Our  country  should  not  continue  to  devote  an  ever  higher  pro- 
portion of  our  economy  to  health  care.  America  cannot  compete  ef- 
fectively in  the  world  if  we  do  so.  Real  cost  control  must  figure 
prominently  in  any  reform  effort. 

I  hope  we  will  look  back  on  the  work  we  will  do  this  week  and 
throughout  this  year  and  recognize  that  this  was  the  moment  when 
the  serious  work  to  reform  the  health  care  system  really  got  under 
way. 

The  critical  importance  of  this  issue  is  underlined  by  the  fact 
that  we  will  begin  today  with  testimony  from  the  distinguished 
Speaker  of  the  House  of  Representatives,  the  Honorable  Thomas  S. 
Foley  of  Washington,  and  from  the  distinguished  minority  leader, 
the  Honorable  Robert  H.  Michel  of  Illinois. 

I  hope  their  willingness  to  appear  before  us  today  to  kick  off  this 
series  of  hearings  is  an  indication  that  they  are  prepared  to  join 
with  us  in  the  long  legislative  march  necessary  to  resolve  this  fun- 
damental issue  affecting  millions  of  American  citizens.  I,  as  well  as 
I  am  sure  my  colleagues,  look  forward  to  their  testimony. 

Mr.  Archer. 

Mr.  Archer.  Mr.  Chairman,  I  have  a  short  statement  I  would 
like  to  make. 

I  applaud  your  continued  interest  in  the  health  care  system  of 
this  country,  and  I  appreciate  you  holding  these  hearings  on  the 
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major  proposals  pending  before  the  Congress.  I  further  look  for- 
ward to  all  of  the  constructive  input  that  we  can  get  from  the  vari- 
ous witnesses  who  will  appear  before  us. 

The  issues  of  health  care  cost  and  access  for  many  Americans  to 
health  insurance  are  justifiably  high  on  the  committee  agenda,  and 
I  believe  to  be  the  most  daunting  single  domestic  issue  facing  this 
country  in  the  next  10  to  20  years.  However,  Mr.  Chairman,  I  am 
very  concerned  about  the  current  direction  of  deliberations  on 
health  reform.  From  your  side  of  the  aisle,  we  see  proposals  that 
would  raise  taxes,  place  new  requirements  on  employers,  and  at- 
tempt to  limit  health  expenditures  through  price  and  budget  con- 
trols. All  these  changes  would  come  through  an  expanded  Federal 
role  in  health  care.  An  expanded  Federal  role  is  mandated  in  these 
proposals,  despite  the  fact  that,  wherever  we  may  look  today,  in 
Medicare  physician  and  hospital  payment  or  Medicaid,  we  see 
major  problems  with  Federal  financing  and  payment  policy.  Let  us 
not  forget  Medicare  catastrophic,  where  the  best  of  intentions  met 
with  public  rejection  within  the  year  of  its  adoption. 

Regardless  of  some  laudable  goals  for  these  proposals,  I  sincerely 
hope  this  Congress  will  not  rush  their  adoption.  The  general  public 
will  not  stand  for  the  undoing  of  a  health  care  system  which  pro- 
vides exemplary  care  for  most  Americans.  Nor  can  we  afford  to 
risk  our  Nation's  health  care  dollars  by  transferring  most  or  all  of 
them  to  an  already  overburdened  Federal  ledger.  Such  a  transfer 
will,  in  the  end,  leave  many  more  losers  than  winners.  All  of  us 
will  pay  the  price. 

Mr.  Chairman,  instead  of  turning  the  health  care  system  on  its 
head,  I  firmly  believe  we  should  explore  the  possibilities  of  struc- 
tural reform  to  contain  costs,  without  threatening  quality  and 
availability.  By  focusing  on  such  matters  as  medical  liability,  bur- 
densome paperwork,  and  a  myriad  of  other  issues  which  cry  out  for 
scrutiny,  real  dollars  can  be  saved  through  targeted  reform.  It 
would  be  a  shame  for  this  Congress  to  avoid  the  doable  now,  in 
waiting  for  a  consensus  to  form  around  some  radical  change  in 
health  care  financing  and  delivery. 

I  am  confident  this  committee  will  live  up  to  its  reputation  and 
proceed  in  a  judicious  manner  regarding  health  reform.  I  know  we 
will  carefully  examine  the  short-  and  long-term  implications  of 
policy  changes,  and  will  take  due  care  in  health  reform. 

Mr.  Gradison.  Mr.  Chairman. 

Chairman  Rostenkowski.  Mr.  Gradison. 

Mr.  Gradison.  Thank  you,  Mr.  Chairman. 

Mr.  Chairman,  I  want  to  compliment  you  for  calling  this  series  of 
hearings  and  for  having  arranged  this  spring  for  our  weekend-long 
i  retreat  at  West  Point,  to  focus  on  health  care  alone.  This  is  a  clear 
I  indication  of  the  high  importance  which  you  attach  to  this  issue, 
an  importance  which,  of  course,  is  shared  by  all  of  the  members  of 
j  this  committee  on  both  sides  of  the  aisle. 

|  I  also  want  to  compliment  you  and  others  on  the  committee  who 
i  have  introduced  comprehensive  bills,  particularly  bills  which  have 
I  included  a  means  of  paying  for  them.  I  know  how  hard  that  is  to 
j  do,  and  it  certainly  moves  the  debate  forward  to  look  not  only  at 
j  the  benefits,  but  also  at  the  costs  and  the  means  of  financing. 
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At  the  same  time,  Mr.  Chairman,  I  want  to  indicate  at  least  for 
myself  as  ranking  Republican  member  of  the  Health  Subcommit- 
tee, that  I  think  it  would  be  a  national  tragedy  if,  in  our  search  for 
a  complete  answer  to  the  health  care  problems  of  the  Nation,  we 
did  not  do  what  we  can  do  now.  Many  of  those  things  we  can  do 
now  have  been  outlined  a  moment  ago  by  our  ranking  member, 
Mr.  Archer.  Many  of  them  are  contained  in  bills  which  have  been 
introduced  by  members  on  both  sides  of  the  aisle.  I  would  especial- 
ly call  attention  to  the  forward-looking  and  comprehensive  efforts 
of  Mrs.  Johnson  and  Mr.  Chandler  on  our  side  in  laying  out  some 
of  these  doable  things. 

This  is  the  committee,  as  you  know,  Mr.  Chairman,  which  must 
raise  the  revenue  if  all  these  glorious  plans  are  to  be  put  into 
effect.  This  is  also  the  committee  which  I  think  learned  a  lot  of  les- 
sons from  the  catastrophic  experience.  While  it  is  difficult  to  single 
out  just  one  lesson,  I  think  one  of  the  messages  I  took  away  from 
that  experience  is  that  catastrophic  was  repealed,  in  part,  by  our 
trying  to  do  too  much  at  one  time.  I  think  it  just  got  too  expensive 
and  sort  of  sunk  of  its  own  weight.  I  was  not  happy  with  that 
result,  but  I  think  that  was  the  message  of  it. 

Mr.  Chairman,  I  want  to  also  acknowledge,  with  gratitude,  the 
presence  of  the  distinguished  Speaker  of  the  House  and  the  distin- 
guished Republican  leader,  and  our  other  colleagues  who  will  be 
sharing  their  thoughts  with  us  this  morning. 

I  look  forward  to  not  only  hearing  what  they  have  to  say,  but 
also  seeing  whether  we  can  take  these  hearings  and  move  on  to  do 
whatever  we  can  do,  without  waiting  for  perfection  and  utopia  to 
be  right  around  the  corner. 

Mr.  Archer.  Will  the  gentleman  yield? 

Mr.  Gradison.  Of  course. 

Mr.  Archer.  May  I  personally  welcome  the  Speaker  before  our 
committee?  We  are  honored  to  have  you,  as  well  as  the  Republican 
leader,  here  with  us.  Great  importance,  obviously,  is  attached  to 
this  issue  by  your  presence,  and  I  welcome  your  remarks. 

Mr.  Schulze.  Mr.  Chairman? 

Chairman  Rostenkowski.  Mr.  Schulze. 

Mr.  Schulze.  Mr.  Chairman,  since  we  do  have  a  lengthy  hearing, 
I  would  ask  that  my  opening  statement  be  place  in  the  record. 

Chairman  Rostenkowski.  Without  objection,  Mr.  Schulze' s  state- 
ment will  be  included  in  the  record. 

Mr.  Schulze.  Thank  you,  Mr.  Chairman. 

[The  prepared  opening  statement  follows:] 
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COMMITTEE  ON  WAYS  AND  MEANS 

2369  RAYBURN  HOB,  WASHINGTON,  D.C.  20515 


(202)  225-5761 


FOR  IMMEDIATE  RELEASE 


OPENING  STATEMENT 
WAYS  AND  MEANS  COMMITTEE  HEARING  ON 
HEALTH  CARE  COSTS  AND  COVERAGE 
OCTOBER  8,    9,    10,  1991 


MR.   CHAIRMAN:      I  WOULD  LIKE  TO  JOIN  MY  COLLEAGUES  IN  THANKING  YOU 
FOR  HOLDING  THESE  VERY  IMPORTANT  HEALTH  CARE  HEARINGS.  LIMITED 
ACCESS  TO  AFFORDABLE  HEALTH  CARE  IS  A  SERIOUS  AND  GROWING  PROBLEM. 
ALONG  WITH  THE  ANSWERS  THAT  WE  WILL  HEAR  OVER  THE  NEXT  FEW  DAYS  BY 
OUR  WITNESSES,    I  WOULD  LIKE  TO  OFFER  THREE  SUGGESTIONS  OF  MY  OWN 
WHICH  TACKLE  THE  PROBLEMS  OF  AFFORDABILITY  AND  LIMITED  ACCESS. 

THE  GROWING  NUMBER  UNINSURED  AMERICANS  IS  A  PROBLEM  THAT 
COULD,    IN  PART,   BE  RESOLVED  BY  MAKING  BENEFITS  PORTABLE  ONCE 
EMPLOYEES  CHANGE  JOBS.     MANY  THIRD  PARTY  PAYERS  MAY  ARGUE  THAT 
MAKING  HEALTH  BENEFITS  PORTABLE  WOULD  BE  TOO  COSTLY  FOR  THEIR 
BUSINESSES.     HOWEVER,   MANY  COMPANIES  MANAGE  TO  MAKE  BENEFITS 
CONVERTIBLE  WITH  LITTLE  TROUBLE.     WHILE  PREMIUMS  MAY  REFLECT  THE 
CHANGE  FROM  A  GROUP  TO  AN  INDIVIDUAL  POLICY  WITH  A  COMMUNITY 
RATING,    PERMANENT  ACCESS  TO  HEALTH  CARE  SHOULD  BE  ASSURED  FOR 
THOSE  IN  JOB  TRANSITION. 


ALONG  WITH  PORTABILITY,    STANDARDIZATION  OF  THE  BILLING 
PROCESS  MUST  BE  INCLUDED  AS  PART  OF  HEALTH  CARE  REFORM.  THE 
ADMINISTRATION  OF  THE  AMERICAN  HEALTH  CARE  SYSTEM  IS  WHOLELY 
INEFFICIENT  AND  IS  SAPPING  RESOURCES  WHICH  COULD  BE  USED  FOR 
BETTER  PURPOSES.      EVERYONE  WOULD  BENEFIT  FROM  STANDARDIZATION. 
DOCTORS  FEEL  OVERBURDENED  BY  PAPERWORK  AS  DO  PATIENTS  WHO  RECEIVE 
MULTIPLE  BILLS.     STANDARDIZATION  CAN  BE  ACHIEVED  THROUGH  A  NEW 
NATIONAL  ELECTRONIC  BILLING  SYSTEM.     THE  AMERICAN  NATIONAL 
STANDARD  INSTITUTE   (ANSI)   HAS  DEVELOPED  TECHNOLOGY  AND  STANDARDS 
TO  LINK  ANY  HARDWARE  AND  SOFTWARE  COMBINATION.     THE  ADOPTION  OF 
X12  STANDARDS,   WHICH  WERE  DEVISED  BY  ANSI  TO  TRANSLATE  DIFFERENT 
COMMUTER  PROGRAMS,   MAKE  AUTOMATED  CLAIMS  PROCESSING  POSSIBLE  AND 
PROBABLE. 


FINALLY,  MR.   CHAIRMAN,  OUR  SYSTEM  IS  FALTERING  PARTLY  DUE  TO 
INEFFICIENCY  WHICH  IS  MANIFESTED  IN  VARIOUS  FORMS.      FOR  INSTANCE, 
MEDICARE  IS  CURRENTLY  OVER-REIMBURSING  FOR  CERTAIN  DURABLE  MEDICAL 
EQUIPMENT  TO  THE  TUNE  OF  MILLIONS  ANNUALLY.     MEDICARE  IS 
REIMBURSING  COMPANIES  FOR  PROVIDING  UNNECESSARY  MEDICAL  EQUIPMENT 
TO  UNSUSPECTING  SENIOR  CITIZENS. 


MEDICARE  IS  NOT  JUST  REIMBURSING  FRAUDULENT  DURABLE  MEDICAL 
EQUIPMENT  COMPANIES,   BUT  ALSO  PHYSICIANS  WHO  INADVERTENTLY  OVER 
BILL  MEDICARE.     THE  HEALTH  CARE  FINANCING  ADMINISTRATION  HAS  NO 
SAFEGUARDS  TO  PREVENT  UNBUNDLING  OF  MEDICAL  FEES.     AGAIN,  SEVERAL 
MILLION  VERY  CRUCIAL  MEDICARE  DOLLARS  COULD  BE  SAVED  IF  HCFA  WOULD 
ONLY  IMPLEMENT  BETTER  SYSTEMS. 


MR.   CHAIRMAN,   THERE  ARE  SOLUTIONS  TO  ASSURE  AFFORDABILITY  AND 
ACCESS  TO  HEALTH  CARE.     COSTS  COULD  BE  TRIMMED  SIGNIFICANTLY  BY 
STANDARDIZATION  OF  FORMS  AND  GREATER  EFFICIENCY.     THESE  HEARINGS 
SERVE  THE  IMPORTANT  PURPOSE  OF  BETTER  IDENTIFYING  HOW  AND  WHERE  WE 
CAN  FURTHER  REDUCE  COSTS  AND  MAKE  HEALTH  BENEFITS  ACCESSIBLE  TO 
ALL. 
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Mr.  Russo.  Mr.  Chairman. 
Chairman  Rostenkowski.  Mr.  Russo. 

Mr.  Russo.  Mr.  Chairman,  I  think  the  American  people  want  the 
Congress  to  exercise  leadership.  Poll  after  poll  has  indicated  that 
the  American  people  want  a  comprehensive  reform,  not  a  piece- 
meal fashion,  or  a  rehash  of  the  old  system,  as  my  colleagues  on 
the  other  side  of  the  aisle  prefer. 

Tinkering  just  a  little  bit  with  the  current  system  will  not  solve 
the  huge  gaps  and  disparities.  People  who  can  least  afford  health 
care  will  not  get  it,  but  those  who  can  afford  it,  can  buy  the  best. 
That  is  what  is  wrong  with  the  American  system. 

The  public  is  asking  Congress  to  get  outside  the  beltway  and  talk 
to  them.  More  important  than  what  is  politically  feasible  inside  the 
beltway  is  what  the  American  people  want.  Eighty-nine  percent  of 
them  want  comprehensive  reform,  69  percent  want  single-payer, 
and  out  of  those  69  percent,  60  percent  of  respondents  are  conserv- 
atives. 

The  answer  here  cannot  be  to  tinker  with  the  current  system,  be- 
cause we  have  been  doing  that  for  20  years.  The  private  sector  has 
been  handling  the  system  creating  enormous  holes  in  our  process. 
Sick  and  disabled  people  cannot  get  coverage.  Only  if  you  are  rich 
and  healthy  will  the  insurance  companies  cover  you.  This  is  why 
we  need  to  change  the  system.  If  we  are  only  going  to  do  what  we 
in  this  room  think  is  feasibly  possible,  we  are  going  to  miss  the 
boat,  and  once  again  the  American  public  will  be  shortchanged. 

I  hope  that  we  enter  this  process  with  a  broad  view  of  solving  the 
overall  problem — lack  of  quality  health  care  for  all  Americans.  We 
can  do  this  for  less  money  than  we  are  spending  today  if  we  break 
from  the  current  system. 

I  thank  the  chairman  for  this  opportunity. 

Chairman  Rostenkowski.  Mr.  Speaker,  I  want  to  personally 
thank  you  again  for  joining  us.  I  know  your  schedule  is  very  busy. 
If  you  are  ready  to  give  us  your  testimony,  we  are  ready  to  receive 
it. 

STATEMENT  OF  HON.  THOMAS  S.  FOLEY,  A  REPRESENTATIVE  IN 
CONGRESS  FROM  THE  STATE  OF  WASHINGTON,  AND  SPEAKER 
OF  THE  U.S.  HOUSE  OF  REPRESENTATIVES 

Mr.  Foley.  Thank  you  very  much,  Mr.  Chairman  and  members 
of  the  committee.  It  is  a  great  honor  for  me  to  appear  before  you, 
as  you  begin  your  examination  of  the  many  bills  that  have  been 
brought  forth  to  resolve  our  Nation's  serious  and  growing  health 
care  problems.  I  want  to  commend  you,  Mr.  Chairman,  and  the 
committee,  for  undertaking  these  important  hearings. 

The  factors  that  have  combined  to  fuel  the  present  crisis  are  no 
secret.  Health  care  costs  have  been  skyrocketing  for  well  over  a 
decade,  repeatedly  jumping  higher  than  the  annual  rate  of  infla- 
tion by  substantial  percentages,  and  eating  up  a  greater  and  great- 
er share  of  our  gross  national  product. 

At  the  same  time,  employers  and  employees  alike  have  faced  con- 
tinual increases  in  health  care  premiums,  a  pattern  that  has  left 
an  alarming  number  of  Americans,  by  various  accounts  between  32 
and  37  million,  wholly  lacking  health  insurance — about  12  million 
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of  this  number  estimated  to  be  children.  Somewhere  between  20 
and  25  million  are  working  Americans  who  are  still  unable  to 
afford  the  health  insurance  protection  so  essential  for  themselves 
and  their  dependents.  Out-of-pocket  costs  above  and  beyond  the 
cost  of  insurance  premiums  and  deductibles  are  also  climbing,  con- 
tinually eroding  the  take-home  pay  of  working  families  and  the 
Social  Security  benefits  of  our  Nation's  senior  citizens. 

While  there  are  logical  causes  for  some  of  these  economic  pres- 
sures in  costs,  the  graying  of  our  population,  increased  utilization 
of  costly  medical  technology  and  drugs,  higher  malpractice  premi- 
ums, a  multilayered  insurance  system,  and  increasing  paperwork 
and  authorization  forms,  to  name  a  few,  the  tragic  results  are  that 
millions  of  Americans  can  no  longer  afford  to  seek  the  basic  health 
care  they  need. 

Although  the  health  care  industry  is  one  of  the  few  bright  and 
growing  sectors  of  our  economy,  at  the  same  time,  our  country's 
health  care  bill  is  seriously  impeding  the  ability  of  our  country's 
businesses  to  compete. 

We  have  all  heard  the  quotes  of  chief  executive  officers  of  auto- 
mobile companies  that  about  $1,000  of  the  price  of  each  American- 
made  car  now  goes  for  paying  the  health  care  benefits  of  workers 
and  retirees.  Foreign  automobile  makers,  on  the  other  hand,  spend 
only  about  half  as  much  per  car.  While  our  international  trade 
problems  are  complex,  certainly  rising  health  care  costs  are  one  of 
the  major  factors  boosting  the  cost  of  American  goods  and  services. 
They  are  making  it  difficult  for  American  corporations  to  sell 
within  foreign  countries. 

The  saddest  part  of  the  tale,  however,  is  the  fact  that,  for  all  the 
money  being  spent  on  health  care  in  this  country — a  far  greater 
portion  of  GNP  than  the  other  23  major  industrial  countries  across 
the  world — our  basic  health  care  indicators  are  far  from  being 
laudable. 

Year  after  year,  reports  are  released  showing  our  infant  mortali- 
ty rate  is  one  of  the  highest  in  the  industrialized  world,  and  in  sec- 
tions of  some  major  cities,  it  is  worse  than  that  recorded  by  Third 
World  countries.  Life  expectancy  for  males  ranks  18th  among  the 
23  major  industrialized  nations,  while  that  of  our  country's  females 
ranks  15th.  Cancer  and  heart  disease  continue  to  claim  millions  of 
lives  per  year. 

Equally  disturbing  is  the  present  unequal  and  uneven  distribu- 
tion and  access  to  quality  health  care.  Millions  of  citizens  in  our 
inner  cities  and  rural  areas  simply  have  no  health  care  or  little 
health  care  services  available. 

Over  the  past  several  years,  thousands  of  hospitals  in  rural  com- 
munities and  inner  cities  have  shut  their  doors.  Those  hospitals 
still  open  in  the  inner  cities  are  flooded  with  costly  and  complex 
emergency  room  cases  that  have  pushed  many  precariously  close  to 
bankruptcy. 

Equally  disturbing  is  the  lack  of  health  care  providers  serving  in 
either  rural  communities  or  inner-city  neighborhoods. 

The  group  that  has  perhaps  suffered  the  most  as  a  result  of  this 
situation  is  our  Nation's  children.  Recently,  the  Children's  Defense 
!  Fund  issued  an  alarming  report  which  showed  that  in  1988,  more 
i  than  30  percent  of  the  births  in  this  country  were  to  women  who 
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had  received  little  or  no  prenatal  care,  and  that  in  some  parts  of 
the  country  more  than  half  of  the  children  had  not  received  basic 
immunization. 

Low-income  seniors,  especially  those  living  in  rural  areas,  have 
not  fared  much  better.  Landlocked  in  their  small  rural  towns, 
many  seniors  simply  do  not  have  the  means  to  travel  to  the  nearest 
metropolitan  area  for  medical  care. 

This  lengthy  litany  of  problems  is  exactly  the  reason  why  health 
care  has  become  one  of  the  burning  issues  of  our  day  and  why  Con- 
gress can  no  longer  ignore  the  matter. 

As  you  know,  over  the  course  of  the  summer,  House  Democrats 
have  held  major  caucuses  to  review  health  care  reform  proposals 
being  sponsored  by  members  on  our  side  of  the  aisle.  The  leader- 
ship has  also  been  meeting  on  this  issue,  with  the  goal  of  a  bill 
being  introduced  before  the  end  of  this  session. 

The  hearings  your  committee  has  scheduled  to  examine  the  12 
major  bills  that  have  been  introduced  by  Members  seeking  to  im- 
prove health  care  insurance  and  contain  health  care  costs  will  cer- 
tainly prove  central  to  this  process. 

I  share  the  hope  of  Chairman  Rostenkowski  that  during  these 
hearings,  the  administration,  which  has  thus  far  remained  fairly 
detached  from  the  health  care  debate,  will  begin  to  recognize  that 
health  care  problems  impact  all  Americans  and  demand  a  response 
from  the  President. 

I  am  a  realist,  however,  and  know  that  finding  a  legislative  solu- 
tion to  our  complex  and  difficult  health  care  problems  will  not 
prove  to  be  an  easy  task.  Many  different  interest  groups  and  con- 
stituencies will  have  to  hold  the  good  of  the  whole  above  their  own 
if  an  agreement  is  to  be  worked  out. 

Another  major  roadblock  will  be  that  we  will  have  to  make  a 
judgment  as  to  how  to  address  the  costs,  who  will  pay  for  reform 
and  how  can  the  expenses  be  borne  fairly  among  the  various  seg- 
ments of  our  citizenry. 

Some,  such  as  Mr.  Archer,  I  know,  said  he  finds  the  task  daunt- 
ing, and  I  do  not  disagree  with  that.  I  think  it  is  a  daunting  task, 
but  I  think  we  also  have  an  obligation  to  work  earnestly  toward 
finding  a  solution. 

I  commend  the  committee  again,  Mr.  Chairman,  for  its  efforts  to 
begin  this  process,  and  I  wish  you  every  success. 

I  would  be  happy  to  respond  to  any  questions. 

Chairman  Rostenkowski.  Thank  you,  Mr.  Speaker. 

Are  there  any  questions?  Any  comments? 

[No  response.] 

Chairman  Rostenkowski.  Once  again,  Mr.  Speaker,  we  appreci- 
ate your  taking  time  out  of  your  busy  schedule  to  join  us.  Thank 
you. 

Mr.  Foley.  Thank  you,  Mr.  Chairman. 

Chairman  Rostenkowski.  Mr.  Michel,  welcome  to  the  committee. 
We  certainly  recognize  the  importance  of  this  legislation  and  your 
presence  here  symbolizes  just  how  important  it  is.  So,  if  you  are 
ready  to  make  your  opening  statement,  Mr.  Michel,  we  would  be 
pleased  to  hear  from  you. 
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STATEMENT  OF  HON.  ROBERT  H.  MICHEL,  A  REPRESENTATIVE 
IN  CONGRESS  FROM  THE  STATE  OF  ILLINOIS,  AND  REPUBLI- 
CAN LEADER  OF  THE  U.S.  HOUSE  OF  REPRESENTATIVES 

Mr.  Michel.  Mr.  Chairman  and  members  of  the  committee,  let 
me  first  commend  you  for  scheduling  this  series  of  hearings  on 
health  reform  legislation.  Second,  let  me  express  appreciation  for 
the  opportunity  to  join  with  the  distinguished  Speaker  in  leading 
off  the  hearings. 

There  can  be  little  doubt  that  the  subject  of  health  care  is,  and 
will  continue  to  be,  one  of  the  key  issues  of  the  1990s.  The  rapidly 
escalating  cost  of  health  care,  plus  the  number  of  people  who  lack 
insurance  coverage,  make  it  an  issue  that  we  have  to  address.  Rec- 
ognizing this,  I  have  established  a  House  Republican  Leadership 
Task  Force  on  Health,  chaired  on  our  side  by  Newt  Gingrich  and 
myself,  and,  in  fact,  comprised  of  a  number  of  members  of  this 
committee  who  serve  on  our  side  of  the  aisle.  Our  goal  is  to  review 
our  health  care  system,  evaluate  the  pluses  and  minuses,  and  ulti- 
mately make  recommendations  for  health  care  reform. 

We  intend  to  be  deliberative  in  our  consideration,  and  we  do  not 
intend  to  jump  in  with  a  grandiose  proposal,  just  for  the  sake  of 
having  a  proposal.  We  should  not  forget,  in  this  regard  our  experi- 
ence with  the  Medicare  catastrophic  program,  where  we  enacted  it 
one  year  and  had  to  repeal  it  the  next  because  of  adverse  public 
reaction.  We  do  not  want  to  repeat  that  experience,  so  let  us  not 
rush  into  something  before  we  have  thoroughly  evaluated  all  the 
ramifications. 

The  catastrophic  episode  was,  relatively  speaking,  small  potatoes 
compared  to  our  overall  health  care  system.  I  am  reminded  of  how 
I  was  a  cosponsor  of  that  catastrophic  health  proposal,  limited  as  it 
was  at  that  time,  but  thought  we  were  focusing  again  on  a  very  se- 
rious problem.  You  all  know  the  history  of  it.  We  got  to  the  floor 
and  it  got  expansive  and  then  it  did  things  beyond  what  we  origi- 
nally had  proposed,  and  it  all  fell  down  in  a  house  of  cards,  because 
we  had  to  have  a  tax  on  a  tax  to  fund  it,  as  distinguished  from  a  $4 
increase  in  the  Medicare  premium. 

The  very  people  who  brought  it  down  were  those  who  already 
had  good  health  care  coverage.  They  had  a  good  deal,  and  said 
thanks,  but  no  thanks.  I  do  not  want  to  be  taxed  again  to  subsidize 
the  cost  for  those  who  do  not  have  any  plan  or  do  not  have  what  I 
have. 

The  catastrophic  proposal  had  its  limitations  and  it  was  never 
really  implemented  before  it  was  scuttled.  We  were  thus  able  to 
move  in  the  wrong  direction  on  catastrophic  and  still  have  a 
chance  to  fix  things.  We  cannot  afford  any  such  mistakes  when  it 
comes  to  changing  or  reforming  our  overall  health  care  system.  A 
!  mistake  here  would  be  a  disaster  for  all  of  us.  Since  these  hearings 
l  are  seeking  comment  on  legislative  proposals,  let  me  offer  a  few  ob- 
|  servations  on  the  overall  direction  I  believe  we  should  be  taking. 
I      We  hear  a  lot  of  comments  about  the  shortcomings  of  our  health 
j  care  system.  Some  think  it  is  so  bad  they  seek  to  totally  junk  it  and 
|  go  to  something  different.  Others  seek  to  make  drastic  modifica- 
!  tions.  Well,  from  this  member's  point  of  view,  I  prefer  to  start  out 
by  focusing  on  what  is  right  about  our  system. 
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I  believe,  in  most  respects,  we  have  the  best  health  care  system 
in  the  world.  In  terms  of  quality  of  care,  availability  of  care,  and 
timeliness  of  care,  we  are  second  to  none.  The  best  of  foreign  medi- 
cal personnel  come  over  here  to  practice.  We  are  in  the  forefront  of 
medical  research  and  medical  breakthroughs,  and  we  have  the  best 
medical  facilities  and  equipment.  There  is  no  country  where  I 
would  rather  be,  in  terms  of  treatment  for  illness,  than  this  one. 
And  I  believe  that  is  so  for  most  Americans. 

Finally,  and  this  is  the  key  to  our  health  care  debate,  I  believe 
that  these  many  benefits  are  in  no  small  part  due  to  the  freedom 
and  the  flexibility  of  the  system  we  have  operated  under  over  these 
many  years. 

The  point  is  that,  while  there  are  a  number  of  shortcomings  that 
need  to  be  addressed,  our  system  has  much  to  commend  it.  In  seek- 
ing to  correct  the  shortcomings,  we  ought  not  to  do  so  in  a  way 
that  undermines  the  benefits  our  system  has  already  provided. 

We  ought  to  seek  solutions  that  build  upon  what  we  have,  utiliz- 
ing the  great  strengths  of  our  free  enterprise  system.  At  a  time 
when  the  Socialist  world  is  admitting  defeat  and  moving  toward 
free  enterprise,  would  it  not  be  the  height  of  irony,  not  to  mention 
foolhardiness,  if  we  were  to  move  in  the  opposite  direction.  Let  us 
not  make  that  mistake,  my  friends.  And  as  we  set  about  seeking  to 
improve  upon  what  we  have,  I  believe  we  should  move,  as  I  said 
earlier,  in  a  thoughtful,  deliberative  fashion,  in  order  to  make  sure 
that  we  do  the  job  right. 

In  this  regard,  I  believe  the  committee  should  establish  a  basic 
framework  for  considering  the  subject  and  evaluating  the  various 
proposals.  Such  a  framework  should  initially  seek  answers  to  a 
number  of  fundamental  questions,  answers  that  should  represent  a 
consensus  among  committee  members  and  with  the  administration, 
because  that  is  the  only  way  effective  legislation  is  going  to  be  en- 
acted around  here.  Such  questions  should  include  the  following: 

Should  taxes  be  increased  to  fund  health  insurance  for  those 
Americans  who  are  not  otherwise  covered  by  public  or  employer- 
provided  health  insurance?  If  so,  what  are  the  likely  economic  ef- 
fects of  such  tax  increases  or  employer  mandates? 

Should  taxes  or  mandates  be  imposed  on  employers  to  assure 
health  coverage  for  all  employed  Americans  and  their  dependents? 
If  so,  what  are  the  economic  implications  of  these  new  require- 
ments, both  on  employers  and  employees? 

Should  health  care  co:  ;  s  be  limited  by  establishing  price  and 
budget  controls  on  health  care  providers?  If  so,  how  successful  are 
these  approaches  likely  to  be  in  the  short  and  long  term?  What 
affect  will  this  attempt  to  contain  costs  through  price  and  budget 
controls  likely  have  on  access  to  quality  medicine  and  the  mainte- 
nance of  innovation  in  the  U.S.  health  care  system? 

These  are  just  some  of  the  basic  questions  that  need  to  be  ad- 
dressed, and  I  am  submitting  for  the  record  a  much  more  detailed 
list  of  questions  that  need  not  be  audibly  discussed  at  this  particu- 
lar point. 

It  is  also  important,  as  we  consider  these  issues,  that  we  do  so  in 
a  bipartisan  fashion.  Because  of  the  magnitude  of  health  care  and 
health  care  reform,  we  need  a  consensus  in  order  to  achieve  a 
result  acceptable  to  the  broad  range  of  the  American  people. 
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Such  a  consensus  can  only  develop  through  extensive  public 
airing  of  the  issues  involved,  and  I  am  talking  about  extensive.  I 
would  hope,  for  example,  that  the  talk  show  artists  who  are  so  en- 
grossed for  the  moment  with  some  of  the  problems  that  plague  us 
in  our  own  House  would  begin  discussing  the  broader,  bigger  issues 
that  affect  every  individual  out  there.  These  issues,  such  as  health 
care,  ought  to  be  the  subject  of  any  number  of  public  debates  and 
discussions,  so  that  everybody  is  fully  aware  and  conscious. 

If  you  take  a  poll,  or  send  out  a  questionnaire,  asking  people's 
views  on  an  issue,  you  get  all  kinds  of  "I  want,  I  want,  I  want."  But 
then  when  you  go  to  the  second  part,  and  ask  "Would  you  like  to 
pay  for  it  this  way?  Would  you  like  to  pay  for  it  that  way?  How 
much  do  you  think  you  ought  to  be  assessed,  and  who  else  are  you 
going  to  pay  for  besides  yourself?"  it  takes  a  completely  different 
aura  at  that  juncture. 

So,  all  this  business  of  finding  out  how  much  people  want,  there 
is  no  dearth  of  that.  They  all  want  everything  and  the  best  and  the 
most.  But  who  is  going  to  pay  for  it?  And  that  gets  to  be  the  big 
question. 

Before  we  jump  into  some  program  of  some  foreign  country,  we 
better  consider  the  extent  to  which  health  care  is  rationed  and  the 
higher  indirect  cost.  You  are  talking  about  paying  a  higher  income 
tax  rate  in  Canada  than  you  do  here  in  the  United  States  for  in- 
stance, and  then  there  are  the  different  demographics  of  our  coun- 
try versus  that  foreign  country.  There  are  all  of  these  kinds  of 
things  that  the  committee  has  got  to  look  into  before  you  come  to 
any  solution. 

I  tell  you,  as  I  look  over  the  witness  list,  when  you  get  a  broad 
spectrum  from  Bill  Dannemeyer  on  our  side  to  Bernie  Sanders  on 
the  Democratic  side,  there  is  a  lot  of  discussion  in  between  those 
two  polar  points  of  view,  I  guess,  for  all  of  us  to  be  consumed  for  a 
good  long  time  around  here,  before  we  finally  come  to  grips  with 
what  are  we  going  to  present  to  the  Congress,  and  hopefully,  then, 
to  the  American  people  by  way  of  health  reform. 

[The  prepared  statement  and  attachment  follow:] 
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STATEMENT  OF  HON.  ROBERT  H.  MICHEL,  A  REPRESENTATIVE  IN  CONGRESS 
FROM  THE  STATE  OF  ILLINOIS 

Mr.  Chairman  and  Members  of  the  Committee,  let  me  first  commend  you  tor 
scheduling  this  series  of  hearings  on  health  reform  legislation,  and  secondly,  let  me 
express  appreciation  for  this  opportunity  to  join  with  the  Speaker  in  leading  off  the 
hearings. 

There  can  be  little  doubt  that  the  subject  of  health  care  is,  and  will  continue  to 
be,  one  of  the  key  issues  of  the  1990s.  The  rapidly  escalating  cost  of  health  care,  plus 
the  number  of  people  who  lack  insurance  coverage,  make  it  an  issue  that  we  must 
address. 

Recognizing  this,  I  have  established  a  House  Republican  Leadership  Task 
Force  on  Health  Care,  chaired  by  Newt  Gingrich  and  myself,  and  in  fact  comprised  of 
a  number  of  members  from  this  Committee.  Our  goal  is  to  review  our  health  care 
system,  evaluate  the  pluses  and  minuses,  and  ultimately  make  recommendations 
for  health  care  reform. 

We  intend  to  be  deliberative  in  our  consideration.  We  do  not  intend  to  jump 
in  with  a  grandiose  proposal  just  for  the  sake  of  having  a  proposal.  We  should  not 
forget,  in  this  regard,  our  experience  with  the  Medicare  catastrophic  program,  where 
we  enacted  it  one  year  and  had  to  repeal  it  the  next  because  of  adverse  public 
reaction. 

Let  us  not  repeat  that  experience.  Let  us  not  rush  into  something  before  we 
have  thoroughly  evaluated  all  the  ramifications. 

Medicare  catastrophic  was,  relatively  speaking,  small  potatoes  compared  to 
our  overall  health  care  system. 

We  could  move  in  the  wrong  direction  on  catastrophic  and  still  have  a 
chance  to  fix  things.  We  cannot  afford  any  mistakes  when  it  comes  to  changing  or 
reforming  our  overall  health  care  system.  A  mistake  here  would  be  a  disaster  for 
the  entirety  of  our  nation. 

Since  these  hearings  are  seeking  comments  on  legislative  proposals,  let  me 
offer  a  few  observations  on  the  overall  direction  I  believe  we  should  be  taking. 

We  hear  a  lot  of  comments  about  the  shortcomings  of  our  health  care  system. 
Some  think  it  is  so  bad  they  seek  to  totally  junk  it  and  go  to  something  different. 
Others  seek  to  make  drastic  modifications. 

I  prefer  to  start  out  by  focusing  on  what  is  right  about  our  system. 

I  believe  that  in  most  respects,  we  have  the  best  health  care  system  in  the 

world. 

In  terms  of  quality  of  care,  availability  of  care,  and  timeliness  of  care,  we  are 
second  to  none. 

The  best  of  foreign  medical  personnel  come  over  here  to  practice. 

We  are  in  the  forefront  of  medical  research  and  medical  breakthroughs.  We 
have  the  best  of  medical  facilities  and  equipment. 

There  is  no  country  where  I  would  rather  be,  in  terms  of  treatment  for  illness, 
than  this  one,  and  I  believe  that  is  so  for  most  Americans. 
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Finally,  and  this  is  the  key  to  our  health  care  debate,  I  believe  that  these  many 
benefits  are  in  no  small  part  due  to  the  freedom  and  flexibility  of  the  system  we 
have  operated  under  over  these  many  years. 

The  point  is,  that  while  there  are  a  number  of  shortcomings  that  need  to  be 
addressed,  our  system  has  much  to  commend  it.  In  seeking  to  correct  the 
shortcomings,  we  must  not  do  so  in  a  way  that  undermines  all  the  benefits  our 
system  has  provided,  and  is  providing,  us  as  individuals  and  as  a  nation. 

We  must  seek  solutions  that  build  upon  what  we  have,  utilizing  the  great 
strengths  of  our  free  enterprise  system.  At  a  time  when  the  socialist  world  is 
admitting  defeat  and  moving  toward  free  enterprise,  would  it  not  be  the  height  of 
irony,  not  to  mention  foolhardiness,  if  we  were  to  move  in  the  opposite  direction. 
Let  us  not  make  that  mistake. 

As  we  set  about  seeking  to  improve  upon  what  we  have,  I  believe  we  should 
move,  as  I  said  earlier,  in  a  thoughtful  and  deliberative  fashion  in  order  to  make 
sure  that  we  do  the  job  right. 

In  this  regard,  I  believe  the  Committee  should  establish  a  basic  framework  for 
considering  the  subject  and  evaluating  the  various  proposals.  Such  a  framework 
should  initially  seek  answers  to  a  number  of  fundamental  questions,  answers  that 
should  represent  a  consensus  among  the  Committee  members  and  with  the 
Administration,  because  that  is  the  only  way  effective  legislation  can  be  enacted. 

Such  questions  should  include  the  following: 

Should  taxes  be  increased  to  fund  health  insurance  for  those  Americans  who 
are  not  otherwise  covered  by  public  or  employer-provided  health  insurance?  If  so, 
what  are  the  likely  economic  effects  of  such  tax  increases  or  employer  mandates? 

Should  taxes  or  mandates  be  imposed  on  employers  to  assure  health  coverage 
for  all  employed  Americans  and  their  dependents?  If  so,  what  are  the  economic 
implications  of  these  new  requirements  both  on  employers  and  employees? 

Should  health  care  cost  be  limited  by  establishing  price  and  budget  controls  on 
health  care  providers?  If  so,  how  successful  are  these  approaches  likely  to  be  in  the 
short  and  long  term?  What  affect  will  this  attempt  to  contain  cost  through  price  and 
budget  controls  likely  have  on  access  to  quality  medicine  and  the  maintenance  of 
innovation  in  the  U.S.  health  care  system? 

These  are  just  some  of  the  basic  questions  that  need  to  be  addressed,  and  I  am 
submitting  a  more  detailed  list  for  the  record. 

It  is  also  important  that  as  we  consider  these  issues  we  do  so  in  a  bipartisan 
fashion.  Because  of  the  magnitude  of  health  care,  and  health  care  reform,  we  need  a 
consensus  in  order  to  achieve  a  result  acceptable  to  the  broad  range  of  the  American 
people. 

Such  a  consensus  can  only  develop  through  bipartisan  deliberations,  and 
solutions.  Our  model  should  be  the  Social  Security  consensus  achieved  in  1983  and 
not  the  partisan-tinged  unemployment  compensation  issue  still  unresolved. 

The  health  care  issue  is  subject  to  demagoguery.  Only  reasoned,  principled 
cooperation  can  help  us  avoid  infecting  health  care  policy  with  the  virus  of 
partisanship. 

I  thank  you  for  your  time  and  consideration. 
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Questions  for  the  Ways  and  Means  Committee's  Consideration  of 
Health  Care  Reform  Requiring  a  Bi-Partisan  Consensus 
By  Robert  H.  Michel 

1.  Should  taxes  be  increased  to  fund  health  insurance  for  those 
Americans  who  are  not  otherwise  covered  by  public  or  employer- 
provided  health  insurance?    If  so,  what  are  the  likely  economic 
effects  of  such  tax  increases  or  employer  mandates  for  employers 
and  individuals  broadly  as  well  as  those  who  will  be  benefiting  from 
new  health  coverage? 

2.  Should  taxes  for  or  mandates  on  employers  be  imposed  to 
assure  all  employed  Americans  and  their  dependents  health 
coverage?    If  so,  what  are  the  economic  implications  of  these  new 
requirements  both  on  employers  and  employees? 

3.  Should  health  care  cost  be  limited  (at  the  federal  or  state  level) 
by  establishing  price  and  budget  controls  on  health  care  providers? 
If  so,  how  successful  are  these  approaches  likely  to  be  in  the  short 
and  long  term,  and  what  affect  will  this  attempt  to  contain  cost 
through  price  and  budget  controls  likely  have  on  access  to  quality 
medicine  and  the  maintenance  of  innovation  in  the  U.S.  health  care 
system? 

4.  Should  federal  policy  be  adopted  which  would  (or  at  least 
attempt)  to  reduce  total  health  care  spending  or  at  least  reduce  the 
rate  of  increase  in  these  expenditures? 

5.  Should  medicare  payment  for  services,  benefits,  cost  sharing  or 
financing  be  amended  to  reduce  total  spending  or  reduce  the 
currently  projected  rate  of  increase  in  expenditure? 

6.  Should  medicare  be  changed  to  lower  federal  and  state  costs  by 
restructuring  the  program,  changing  eligibility,  refining  benefit 
packages,  and/or  refining  payment  rules  for  providers? 

7.  To  reduce  the  cost  of  health  benefits  for  employers  and, 
insurers,  should  federal  tax  policy  be  used  to  encourage  or  mandate 
cost-conscious  purchasing  by  employers,  and/or  should  states  be 
required  to  reduce  costs  by  modifying  state  health  insurance  and 
benefit  requirements? 

8.  Should  a  new  federal  role  be  adopted  regarding  the  regulation 
of  health  insurance  to  mandate,  or  encourage,  reform  of  the  small 
employer  group  health  insurance  market,  reduce  the  costs  of 
insurance  to  employers  and  employees,  and  assure  the  availability 
of  affordable  health  insurance  for  this  market? 

9.  Should  the  federal  government  mandate  policies  to  reduce  the 
administrative  costs  of  health  insurance? 

10.  Should  federal  policy  mandate  health  coverage  through  risk- 
pooling  or  other  affordable  means  for  individual  policy  purchasers? 

11.  Should  federal  policy  be  initiated  to  reduce  or  further  increase 
the  share  of  health  care  costs  paid  by  consumers? 
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12.  Should  the  federal  government  take  an  active  role  in 
eliminating  or  reducing  cost-shifting  between  third-party  payers? 

13.  Should  the  federal  government  move  to  increase  purchaser 
oversight  of  providers  to  better  contain  costs? 

14.  Should  the  federal  government  more  strictly  regulate  the 
development  and  diffusion  of  new  medical  technologies? 

15.  Should  the  federal  government  limit  the  growth  of  newly- 
trained  physicians  and  other  health  care  professionals  whose 
diffusion  increases  cost? 

16.  Should  the  federal  government  compel  the  states  to  reform  the 
liability  system  and/or  refine  the  process  for  resolving  medical 
liability  questions? 

17.  Should  the  federal  government  adopt  a  policy  which  assures  all 
Americans  access  to  health  coverage?  If  so,  should  such  a  policy 
build  on  the  current  coverage  system  or  assure  universal  access 
through  a  social  insurance  model?  If  not,  should  federal  programs  or 
policies  be  developed  to  improve  access  to  affordable  health 
insurance  and  how  far  should  these  initiatives  go  to  meet  the 
coverage  problems  of  uninsured  Americans?  And,  how  should  either 
approach  be  financed? 

18.  Should  the  federal  government  modify  medicaid  to  provide 
incentives  for  more  providers  to  participate  in  the  program  and/or 
should  special  programs  be  created  to  encourage  health  professionals 
to  treat  the  poor.  If  so,  how  should  such  changes  be  financed? 

19.  Should  the  federal  government  further  modify  medicare 
and/or  create  new  programs  to  provide  better  delivery  in  rural 
areas?  If  so,  how  should  such  changes  be  financed? 
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Chairman  Rostenkowski.  You  are  full  of  fire  today,  aren't  you, 
Bob?  [Laughter.] 
Mr.  Michel.  Well,  it  is  a  volatile  subject. 
Chairman  Rostenkowski.  Any  observations  or  questions? 
Mr.  Rangel  Mr.  Chairman? 
Mr.  Gradison.  Mr.  Chairman? 

Chairman  Rostenkowski.  Mr.  Rangel,  and  then  Mr.  Gradison. 
Mr.  Rangel.  Your  statement,  Mr.  Leader,  almost  invites  dema- 
goguery. 

First  of  all,  I  think  we  ought  to  determine  that  you  do  consider 
coverage  a  priority.  I  know  the  compassion  that  you  have  for 
people  who  are  in  need  of  health  care  or  adequate  health  coverage, 
and  I  know  that  it  is  not  small  potatoes  to  you.  This  is  a  very  seri- 
ous national  problem,  and  with  all  of  the  things  that  you  raise,  you 
emphasize  the  cost  and  how  we  should  pay. 

Mr.  Michel.  Right. 

Mr.  Rangel.  It  would  really  cut  down  demagoguery,  if  you  would 
emphasize  how  you  personally  believe,  as  a  citizen,  as  a  Member  of 
Congress  and  as  a  national  leader,  that  we  are  going  to  come  to  an 
answer,  we  are  going  to  have  to  do  this  in  a  bipartisan  way,  we  do 
need  the  President's  support. 

But  we  cannot  have  this  appear  as  though  it  is  not  an  emergency 
for  those  who  do  not  have  coverage  in  the  best  system  in  the  world. 
For  those  who  do  not  have  coverage,  it  is  a  disaster.  Quite  frankly, 
I  cannot  think  of  anything  on  the  President's  list  that  could  be  con- 
sidered an  emergency  more  than  this. 

So,  we  have  to  really  try  to  help  each  other  out  and  not  belittle 
the  problem,  if  we  are  going  to  avoid  a  partisan  approach  to  what  I 
consider  one  of  the  most  serious  national  crises  we  have. 

I  thank  you  for  taking  time  to  share  your  views,  and  I  look  for- 
ward to  working  with  you,  because  without  your  support,  then  all 
we  do  is  give  speeches. 

Thank  you,  Mr.  Chairman. 

Chairman  Rostenkowski.  Mr.  Gradison. 

Mr.  Gradison.  Thank  you,  Mr.  Chairman. 

Mr.  Chairman,  I  would  like  to  congratulate  the  Republican 
leader  for  his  excellent,  forceful,  from-the-heart  statement.  For  my 
colleagues  on  the  other  side,  I  think  it  would  be  appropriate  to 
point  out  that  our  leader  has  been  personally  chairing  our  task 
force  that  is  involved  in  this  issue.  He  has  been  at  every  one  of 
those  meetings  and  makes  sure  they  start  on  time  and  has  really 
immersed  himself  in  this  subject.  I  think  that  is  just  worth  saying 
for  the  record. 

I  also  want  to  say — and  this  is  not  exactly  in  response  to  Mr. 
Rangel,  but  I  think  maybe  I  ought  to  say  it,  anyway — I  do  not 
think  it  inappropriate  for  our  witnesses  to  focus  on  the  costs  before 
this  committee,  because  we  are  the  ones  that  have  to  come  up  with 
the  revenues  to  pay  for  all  these  glorious  programs. 

So,  granted,  we  have  to  look  at  the  benefits  and  the  costs  togeth- 
er. However,  the  way  things  work  around  this  Congress,  it  is  usual- 
ly the  other  committees  that  write  the  benefit  programs,  and  we 
are  responsible  for  administering  the  bad  medicine. 

My  reading  of  the  polls,  and  I  may  misread  them,  is  that  people 
will  accept  as  much  health  care  as  others  are  willing  to  give  them. 
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I  think  that  is  the  difficulty — I  see  some  nods  in  the  room — which 
we  on  this  committee  particularly  face. 

There  was  a  conference  held  that  ran  2  days  last  week  on  vari- 
ous health  care  issues,  and  some  scholarly  papers  were  presented 
over  at  the  American  Enterprise  Institute.  One  of  them  was  a 
paper  by  Gene  Steurele,  formerly  with  the  Treasury,  now  with  the 
Urban  Institute.  He  pointed  out — and  this  amazed  me,  and  it  may 
surprise  some  of  you,  as  well — that  the  health  care  costs  of  this 
country  for  the  average  American  family  are  $8,000  a  year. 

Of  course,  the  American  family  does  not  know  this;  they  do  not 
pay  the  $8,000  a  year.  They  pay  a  portion  of  it,  to  be  sure,  but  most 
of  it  is  coming  from  government  and  from  employers,  and  there  is 
a  sense  of  it  coming  from  the  outside. 

Without  getting  into  the  specifics,  which  I  think  would  be  prema- 
ture, I  want  to  make  one  point  about  this.  It  may  be  worth  our 
thinking  about,  as  we  get  into  how  to  finance  the  needed  changes 
in  the  health  care  system,  whether  we  want,  in  a  sense,  to  strip 
away  this  veil  and  let  the  people  who  get  the  benefit  of  these  pro- 
grams know  where  the  money  comes  from,  particularly  those  who 
have  the  means  of  paying  their  fair  share.  It  may  be  worth  our 
thinking  about  doing,  rather  than  perpetuating — as  I  think  the 
present  system  does,  through  the  tax  system  and  in  a  variety  of 
other  ways — the  idea  that  this  is  some  sort  of  a  free  good  that 
comes  from  somebody  else's  pocket. 

I  thank  the  gentleman  for  his  testimony,  and  the  chairman  for 
indulging  me  these  comments. 

Mr.  Levin.  Mr.  Chairman? 

Chairman  Rostenkowski.  Mr.  Levin. 

Mr.  Levin.  Thank  you,  Mr.  Chairman. 

Mr.  Leader,  welcome.  I  think,  as  always,  your  forthrightness  and 
your  intensity  are  important  ingredients. 

If  I  might  just  make  a  couple  of  comments,  because  you  urged 
that  we  have  a  broad  debate  on  these  issues  and  that  the  debate  in 
this  town  not  be  taken  up  only  with  those  matters  presently  before 
us,  as  important  as  they  might  be. 

I  think  Mr.  Rangel's  comment  about  coverage,  if  I  might  say  so, 
should  be  taken  seriously  by  all  of  us,  and  I  am  sure  you  do.  I 
think  there  has  to  be  the  same  intensity  about  the  uninsured  as 
there  is  about  how  we  pay  for  the  cost  of  insurance  and  how  we 
reform  the  present  program  for  those  who  are  already  covered. 

Second,  if  I  might  just  throw  out  this  suggestion:  I  am  not  a 
sponsor  of  a  single-payer  bill.  I  have  some  serious  questions  about 
it,  in  terms  of  its  feasibility  and  also  about  how  it  fits  into  the  di- 
versity that  exists  in  this  country.  But  if  we  are  going  to  have  a 
meaningful  debate,  I  think  we  have  to  be  careful,  as  you  yourself 
point  out,  about  hyperbole. 

I  do  not  think  we  should  dismiss  the  debate  of  the  consideration 
of  a  single-payer  system,  by  saying  that  the  world  is  moving  toward 
the  free-enterprise  system.  We  should  be  careful  not  to  move  in  the 
opposite  direction. 

A  lot  of  countries  have  a  single-payer  system  who  have  free  en- 
terprise. There  is  not  any  free-enterprise  system  economically  that 
is  rapidly  moving  toward  the  American  approach  to  health  care. 
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Some  of  us  were  in  Germany — I  will  be  brief  on  this — just  a  few 
weeks  ago,  which  has  very  much  of  a  market  economy,  but  they 
have  a  different  kind  of  a  health  system  than  we  do,  though  not  a 
single-payer  system.  So,  I  would  just  urge  that,  as  we  debate  this 
issue,  we  be  careful  not  to  brand  one  or  another  proposal  as  kind  of 
un-American,  in  terms  of  its  nature  and  its  content.  It  seems  to  me 
that  the  various  alternatives  need  more  respect  than  kind  of  an 
easy  label  that  that  is  not  the  American  way,  and  I  say  that  with 
the  greatest  respect. 

The  third  point  I  want  to  make  is  your  reference  to  a  consensus 
between  the  administration  and  the  Congress.  In  order  for  there  to 
be  a  consensus,  there  has  to  be  a  proposal.  Positions  have  to  be 
taken,  and  thus  far  from  the  administration  we  have  heard  very 
little  but  silence,  and  when  the  Secretary  presents  an  idea,  he  is 
kind  of  yanked  back  and  told  that  he  failed  to  clear  his  speech  with 
somebody  in  the  White  House. 

So,  I  would  urge  that  if  we  have  a  bipartisan  approach,  and  I 
think  we  need  one,  there  is  going  to  have  to  be  a  much  more  ag- 
gressive activist  effort  from  the  administration,  in  addition  to  those 
of  you  who  are  in  the  minority  here  in  the  House  and  the  Senate. 

Mr.  Michel.  Well,  I  thank  the  gentleman  for  his  comments.  May 
I  say  that  we  are  all  grown  men  and  women,  and  while  we  will  say 
from  time  to  time  that  the  administration  or  the  President  or  the 
Executive  proposes  and  we  dispose,  there  is  certainty  nothing 
wrong  with  our  accepting  our  role  and  responsibility  in  the  lack  of 
any  specific  initiative  to  do  our  thing. 

What  I  wanted  to  emphasize,  however,  is  if  there  is  a  lack  of 
what  you  say  or  purport  to  be  a  lack  of  interest  or  a  driving  force 
out  there,  I  think  it  is  because,  quite  frankly,  all  of  us  are  still 
floundering  around  to  find  what  do  we  want  to  do  and  what  we  do 
not  want  to  do  and  how  many  limitations  there  are. 

To  my  dear  friend  from  New  York,  Mr.  Rangel,  I  would  be  quick 
to  admit  that  there  is  a  vast  array  of  Americans  who  have  no 
health  coverage  whatsoever,  and  that  for  them  it  is  a  fit  of  despera- 
tion. I  understand  that. 

I  do  think,  however,  that  maybe  those  of  us — I  do  not  know  what 
the  dividing  line  is — who  have  an  ability  to  pay  that,  there  is  noth- 
ing wrong  with  copayment  proposition.  I  do  not  know  how  you 
have  any  control  over  cost,  without  some  measure  of  a  divided  role 
and  responsibility  out  there,  and  that  will  vary,  depending  upon 
one's  level  of  income.  You  folks  may  very  well  have  to  take  that 
into  account  whenever  you  come  up  with  your  proposal. 

I  do  not  know  what  that  fine  dividing  line  is. 

Last  week,  I  read  a  comment  with  respect  to  a  Medicare/Medic- 
aid  fraud  case.  You  know,  there  are  isolated  ones  and  then  there 
are  repetitive  ones.  But  when  I  found  some  woman  was  charged 
with — I  do  not  know  whether  it  was  $15,000  or  $17,000  worth  of  cab 
fares,  to  take  her  child  to  such  and  such  a  point  for  whatever  treat- 
ment, psoriasis,  I  think  it  was,  there  is  something  wrong  in  the 
checks  and  balances  of  the  down-to-earth  Medicaid  administration 
that  did  not  catch  that  practice. 

Now,  we  have  got  to  address  ourselves  to  that  issue,  also,  to 
make  absolutely  sure  we  get  that  biggest  bang  for  the  buck  at  the 
lowest  level,  whatever  it  may  be. 
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Chairman  Rostenkowski.  The  time  of  the  gentleman  from 
Michigan  has  expired. 
Mr.  Thomas.  Mr.  Chairman? 
The  gentleman  from  California,  Mr.  Thomas. 
Mr.  Thomas.  Thank  you,  Mr.  Chairman. 

Hopefully,  we  can  get  this  out  of  the  way  and  then  go  on  to  the 
subject  matter.  Frankly,  when  you  emphasize  dollars,  I  do  not  see 
any  problem  with  that.  There  are  a  number  of  people  who  do  not 
want  to  go  through  the  Social  Security  experience.  This  little  label 
can  fit  on  a  bumpersticker,  "Need  Health  Care,  Vote  Democratic," 
just  as  easily  as  "Save  Social  Security,  Vote  Democratic." 

Frankly,  we  have  been  engaging,  in  part  on  your  side,  in  the  art 
of  the  desirable,  and  on  our  side,  in  the  art  of  the  possible,  in  terms 
of  politics.  It  is,  in  part,  a  balance  between  needed  services  and 
who  pays  and  how.  It  is  not  just  the  dollars  question  for  anybody. 
It  is  the  allocation  of  resources  and  it  is  current  dollars  spent,  as 
well  as  new  dollars  in  the  pot. 

So,  I  do  not  think  it  is  demagoguery  to  talk  about  money.  It  is  a 
combination  of  both,  and  I  hope  we  go  on  to  a  solution  that  we  can 
afford,  and  not  worry  about  who  is  saying  what  to  whom. 

Thank  you,  Mr.  Chairman. 

Chairman  Rostenkowski.  If  there  are  no  further  observations,  I 
thank  the  gentleman  from  Illinois.  We  appreciate  you  joining  us 
today  and  giving  us  your  vigorous  statement. 

Mr.  Michel.  I  thank  the  chairman  and  the  committee. 

Chairman  Rostenkowski.  Mr.  Gibbons. 

STATEMENT  OF  HON.  SAM  M.  GIBBONS,  A  REPRESENTATIVE  IN 
CONGRESS  FROM  THE  STATE  OF  FLORIDA 

Mr.  Gibbons  Mr.  Chairman  and  fellow  members  of  the  Ways  and 
Means  Committee,  the  Speaker  and  the  minority  leader  have  ade- 
quately explained  to  this  committee,  as  we  already  know,  the  ne- 
cessity for  a  program  and  for  a  solution. 

This  is  a  problem  that  has  been  with  us  for  over  50  years.  We 
have  debated  it  to  death.  Now  is  the  time  for  action.  We  can  act 
this  year  and  we  should.  We  could  put  a  program  into  force  within 
2  years  that  is  already  in  force  for  36  to  38  million  Americans.  I  am 
talking  about  Medicare. 

Medicare  is  not  a  radical  program.  Medicare  is  not  a  new  pro- 
gram. We  have  had  it  for  26  years.  It  is  not  perfect,  but  it  is  as 
good  as  we  have  been  able  to  come  up  with.  We  are  not  going  to 
repeal  it.  There  is  no  sense  in  having  two  medical  care  programs  or 
three  or  four  or  half  a  dozen  medical  care  programs  for  the  people 
of  the  United  States. 

The  Medicare  program  provides  adequate  basic  coverage  for  all 
Americans.  It  is  adequately  financed.  There  may  have  to  be  some 
adjustments  in  that,  but  they  are  relatively  minor  adjustments  in 
the  overall  picture. 

By  having  a  system  of  Medicare  for  all  Americans,  we  will  save 
anywhere  from  $50  to  $100  billion  in  administrative  costs  in  a  year. 
It  will  be  fully  transportable,  it  will  cover  everybody,  regardless  of 
previous  conditions,  and  it  will  cover  you  from  conception  to  death. 
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So,  all  of  these  things  point  to  the  adoption  of  Medicare,  a  pro- 
gram that  we  are  all  familiar  with,  a  program  that  we,  from  time 
to  time,  fine  tune  here  in  this  committee. 

I  would  be  glad  to  answer  any  questions  the  members  may  have, 
and  I  would  ask  unanimous  consent,  Mr.  Chairman,  that  my  full 
formal  statement  be  made  a  part  of  the  record. 

Chairman  Rostenkowski.  Without  objection,  it  is  so  ordered. 

[The  prepared  statement  follows:] 
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STATEMENT  OF  HON.  SAM  M.  GIBBONS,  A  REPRESENTATIVE  IN  CONGRESS 
FROM  THE  STATE  OF  FLORIDA 

Mr.  Chairman,  thank  you  for  this  opportunity  to  address  the  Committee  on 
my  bill,  H.  R.  1777,  legislation  I  introduced  to  improve  health  insurance 
coverage  and  contain  health  care  costs. 

I  would  like  to  give  an  historical  perspective  on  how  we  got  to  where  we 
are  today  and  what  I  think  is  the  solution  to  the  problem. 

Fifty  years  ago  I  went  off  to  war  as  a  soldier  in  the  United  States  Army. 
At  that  time  there  was  no  health  insurance  in  the  United  States.    Except  for  a 
couple  of  union  contracts,  there  was  relatively  no  health  care  insurance. 
During  World  War  II,  in  order  to  keep  down  inflation,  wage  and  price  controls 
were  imposed  upon  the  workers  and  businesses  of  this  country.    But,  in 
imposing  those  controls,  they  left  one  door  open  and  that  was  fringe  benefits. 
And  so,  during  World  War  II,  a  system  of  fringe  benefits  was  developed  in 
order  to  replace  the  dollars  that  the  workers  weren't  getting  because  of 
inflation.    They  built  up  the  private  health  care  insurance  system  that  we  now 
have.    It  is  an  historic  accident.    We  have  let  it  go  on,  and  it  has  brought 
disaster  to  our  whole  health  care  system. 

We  have  not  only  the  most  expensive  health  care  system,  but  also  the  most 
clumsily-administered  system  to  work  with. 

But  we  do  have  one  system  that  works  in  this  country  and  one  system  for 
which  we  already  have  the  laws  in  place.    We  already  have  the  administrators 
and  bureaucracy  in  place.    We  have  all  the  regulations  written,  and  the  people 
who  like  it.    That  is  Medicare. 

My  proposal  to  this  Congress  is  that  we  extend  Medicare  to  all  people, 
regardless  of  age,  regardless  of  their  status  in  life. 

Some  of  the  characteristics  that  any  health  care  program  for  the  United 
States  should  have  are,  first  of  all,  that  it  be  transportable.    It  should  not 
be  job-dependent  as  our  current  system  is.    It  should  be  open  to  all, 
regardless  of  their  current  health  status  or  their  future  health  status.  And 
it  should  be  paid  for  by  all.    It  should  be  an  insurance  program  just  like 
Medicare  is  now. 

Now  why  use  Medicare?    Medicare  has  35  million  participants  already.  It 
has  been  in  existence  for  26  years.    It  works.    The  hospitals  know  how  to  use 
it.    The  doctors  know  how  to  use  it.    The  beneficiaries  know  how  to  use  it. 
All  the  health  care  suppliers  know  how  to  use  it.    And,  certainly  on  par  with 
all  of  that  is  that  we  know  how  to  control  costs  under  Medicare. 

Unfortunately,  under  Medicare  we  get  the  most  ill  people  of  our 
population.    Therefore,  the  medical  care  costs  are  higher  than  they  would  be 
for  the  entire  working  population.    If  Medicare  is  extended  to  all  people  as  I 
propose,  then  the  cost  of  medical  care  would  be  far  less  in  the  United  States 
than  under  the  current  system,  and  everybody  would  be  assured  that  whenever 
they  became  sick  or  needed  preventive  health  care  or  counseling,  they  could  go 
to  a  doctor  or  to  their  provider  and  get  that  kind  of  health  care. 

It  is  not  a  radical  program.    It  is  not  a  new  program.    There  would  still 
be  room  for  the  private  insurance  industry  if  it  wanted  to  sell  Medigap 
insurance  to  cover  optional  procedures  or,  for  example,  a  private  room  over  a 
semi-private  room  that  is  now  covered  under  Medicare.    There  are  all  kinds  of 
options  that  make  it  attractive  to  Americans. 

It  is  an  American  program.  It  is  a  proven  program.  It  is  one  that  will 
save  money  to  the  average  consumer  and  taxpayer.  It  is  one  that  will  promote 
better  health  care  for  all  Americans. 

Unfortunately,  most  of  the  Americans  who  are  now  not  covered  by  health 
insurance  are  children  who  really  can  do  nothing  about  it,  and  most  of  them 
are  in  families  where  the  father  and  mother  are  both  working  or  at  least  one 
of  them  is  working  outside  of  their  home.    So  we  have  a  very  vulnerable  group 
of  people  in  America  who  are  not  covered. 

It  is  estimated  that  in  a  year's  time,  Mr.  Chairman,  about  60  million 
people  are  not  covered  by  any  kind  of  health  care  insurance  in  the  United 
States,  not  just  35  million  that  we  see  in  those  snapshots  of  one  time  during 
the  year.    We  have  a  terrible  need  in  this  country.    We  can  solve  it  by 
extending  Medicare  to  all.    We  should  do  it  at  once. 
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Chairman  Rostenkowski.  Are  there  any  questions? 
Mr.  Guarini.  Mr.  Chairman? 
Chairman  Rostenkowski.  Mr.  Guarini. 

Mr.  Guarini.  I  ask  my  good  colleague,  what  would  be  the  cost  of 
a  program?  Do  you  have  any  revenue  estimates? 

Mr.  Gibbons.  Less  than  the  cost  of  medical  care  to  Americans, 
perhaps  by  $50  to  $75  billion. 

Mr.  Guarini.  Would  you  scrap  Medicaid? 

Mr.  Gibbons.  I  would  scrap  it  insofar  as  everything  but  the  co- 
payment  for  Medicare  is  concerned.  There  are  copayments,  as  Mr. 
Michel  pointed  out  the  need  for,  to  keep  some  method  of  cost  con- 
trol by  the  consumer.  Obviously,  the  people  that  are  in  that  low- 
income  bracket  just  do  not  have  the  funds  to  make  the  copayments 
under  the  Medicare  program,  so  I  would  only  keep  Medicaid  for  the 
purpose  of  copayments  for  the  poor. 

Mr.  Guarini.  Would  the  States  participate  in  the  cost? 

Mr.  Gibbons.  No,  the  States  would  not  participate  in  the  cost,  it 
would  be  a  Federal  tax. 

Mr.  Guarini.  And  it  would  be  run  by  the  Federal  Government? 

Mr.  Gibbons.  It  would  be  run  just  as  the  current  Medicare  pro- 
gram is  run,  through  a  system  of  intermediaries,  with  all  of  the  ex- 
perience we  have  already  gained  in  that  area. 

Mr.  Guarini.  I  thank  the  gentleman.  Does  he  propose  any  way  of 
raising  the  funds  that  are  necessary? 

Mr.  Gibbons.  Yes,  we  could  expand  the  payroll  tax,  we  could  add 
a  value-added  tax,  but  I  would  not  suggest  a  value-added  tax  just 
for  this  purpose.  We  can  use  the  current  system  of  financing, 
which  is  part  income  tax,  mainly  payroll  tax. 

Mr.  Guarini.  I  thank  the  gentleman. 

Mr.  Shaw.  Mr.  Chairman? 

Chairman  Rostenkowski.  Mr.  Shaw. 

Mr.  Shaw.  Mr.  Chairman,  I  do  have  a  question. 

Mr.  Gibbons,  you  heard  the  remarks  by  the  minority  leader,  Mr. 
Michel.  He  pointed  out  that  the  health  care  we  have  here  in  the 
United  States  is  the  best  in  the  world. 

Do  you  believe  that  the  quality  of  our  system  can  be  preserved 
under  a  national  health  care  program?  Second,  do  you  have  any 
program  that  the  Government  is  now  administering  that  you  could 
point  to  with  pride  and  say  this  is  being  handled  better  than  the 
private  sector? 

Mr.  Gibbons.  Yes,  Medicare  is  being  handled  better  than  the  pri- 
vate sector. 

Mr.  Shaw.  Medicare  is  the  payment  to  the  private  sector. 

Mr.  Gibbons.  And  Medicare  is  administered  by  the  private 
sector,  through  the  system  of  intermediaries  that  we  have.  But  ex- 
tending Medicare  to  everyone  will  give  us  the  kind  of  flexibility  we 
need.  Medicare  does  not  cover  everything,  nor  does  it  cover  all  the 
bills  which  are  included  within  its  service  benefits.  There  would 
still  be  room  for  the  private  sector,  such  as  the  private  health  in- 
surance companies.  Medicare  is  the  major  part  of  the  health  care 
system  in  the  United  States  now.  It  is  one  reason  we  can  brag 
about  our  system.  People  from  65  or  older  or  those  that  are  totally 
disabled  really  have  their  basic  medical  care  costs  covered,  and 
they  are  satisfied  with  it.  None  of  us  would  go  out  into  the  shop- 


223 


ping  centers  and  to  the  people  in  our  districts  and  advocate  the 
repeal  of  Medicare.  We  would  all  know  what  would  happen  if  we 
did. 

But  I  have  for  over  a  year  talked  and  had  legislation  pending  to 
extend  Medicare  to  everyone.  It  has  been  supported  by  the  major 
newspapers  in  my  area.  It  has  been  supported  by  everybody  that  I 
meet  on  the  street.  I  have  had  more  people  come  up  to  me  and  say 
I  like  your  idea  for  health  care,  Sam,  better  than  any  I  have  heard, 
and  I  have  been  listening  to  people  for  about  40  years  tell  me  about 
how  they  liked  or  disliked  the  programs  I  have  put  forward.  I  have 
never  had  such  popular  support  for  a  program  as  I  have  had  for 
extending  Medicare  to  all. 

Mr.  Shaw.  Well,  let  me  ask  this  question  

Mr.  Gibbons.  There  are  thousands  of  people  who  stop  me  and  say 
that  is  exactly  what  I  need,  I  have  got  diabetes,  I  cannot  get  a  job 
anywhere  because  I  cannot  get  insurance,  or  my  son  or  daughter  is 
ill  and  I  cannot  get  a  job  anywhere,  I  cannot  move  from  one  job  to 
another  because  I  cannot  get  insurance,  and  we  have  got  to  solve 
that  problem  for  the  average  working  American. 

Mr.  Shaw.  Let  me  ask  a  followup  question.  Why  would  anybody 
have  private  insurance,  if  it  is  being  taken  care  of  out  of  their  pay- 
roll and  out  of  their  taxes? 

Mr.  Gibbons.  Well,  people  do  under  Medicare  now  have  private 
insurance.  There  is  lots  of  private  insurance  sold  to  Medicare  beneL 
ficiaries  because  Medicare  just  does  not  cover  everything. 

Mr.  Shaw.  Would  your  system  then  be  that  the  individuals 
would  want  to  have  private  insurance  and  whatever  type  of  nation- 
al health  insurance  you  are  putting  on  top  of  it? 

Mr.  Gibbons.  Well,  as  I  say,  people  do  have  private  insurance 
now  and  Medicare,  and  the  private  insurance  industry  has  a  very 
lucrative  market  there,  and  there  is  a  need  for  some  people  who  do 
not  have  great  resources  to  continue  to  carry  private  health  insur- 
ance after  they  become  eligible  for  Medicare,  and  I  would  assume 
that  would  continue  to  go  on. 

So,  it  offers  the  flexibility  that  we  need  to  face  the  future  and  it 
does  not  strap  us  into  a  basket  from  which  we  cannot  move. 

Mr.  Shaw.  I  yield  back,  Mr.  Chairman. 

Mr.  Pickle.  Mr.  Chairman.? 

Chairman  Rostenkowski.  Mr.  Pickle. 

Mr.  Pickle.  Mr.  Gibbons,  I  think  of  all  the  proposals  that  have 
been  made,  yours  is  probably  the  simplest  one  of  all. 
Mr.  Gibbons.  Thank  you. 

Mr.  Pickle.  It  is  clear.  It  is  concise.  The  problem  may  be,  though, 
that  we  are  holding  these  hearings  just  because  Medicare  has 
become  so  complex,  so  duplicative  and  so  expensive,  that,  generally 
speaking,  we  say  we  have  got  to  go  to  a  new  system. 

Now,  that  new  system  could  be  Medicare  reform,  but  although 
what  you  propose  is  simple,  I  think  the  Congress  is  going  to  try  to 
expand  the  horizon  and  come  up  with  a  new  system. 

I  find  your  proposal  tempting  because  there  is  a  lot  of  good  to  be 
saved,  and  I  think  whatever  this  committee  does,  we  will  retain 
much  of  the  present  system.  I  think  the  main  thing  for  us  to  recog- 
nize is  that  this  is  a  nationally  accepted  problem  and  this  commit- 
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tee  is  going  to  advance  something  for  us  to  chew  on,  and  I  com- 
mend you  for  your  testimony. 
Mr.  Gibbons.  Thank  you,  Mr.  Pickle. 

I  would  say  that  no  program  is  ever  perfect  and  no  program  will 
ever  last  forever.  We  have  got  to  keep  amending  and  perfecting 
Medicare,  but  none  of  us  advocate  repealing  it.  I  do  not  know  of 
any  of  our  colleagues  in  the  whole  Congress,  much  less  on  this  com- 
mittee, who  advocate  repealing  Medicare.  If  you  do,  I  suggest  you 
discuss  it  quietly  with  your  pollsters  and  with  your  people  back 
home,  before  you  go  public  on  that.  It  is  a  very,  very  popular  pro- 
gram and  it  will  work  for  all  of  us,  as  it  works  for  those  who  are 
over  65  and  who  are  totally  disabled. 

Chairman  Rostenkowski.  Any  further  observations  or  questions? 

[No  response.] 

Chairman  Rostenkowski.  Thank  you  very  much,  Mr.  Gibbons. 
Mr.  Stark. 

STATEMENT  OF  HON.  FORTNEY  PETE  STARK,  A  REPRESENTA- 
TIVE IN  CONGRESS  FROM  THE  STATE  OF  CALIFORNIA 

Mr.  Stark.  Thank  you,  Mr.  Chairman. 

I  want  to  commend  you  for  scheduling  these  hearings  and  to 
thank  the  members  who  will  be  listening  to  the  suggestions  pre- 
sented by  the  other  members  today. 

There  are  many  plans  that  have  been  offered.  Several  of  them, 
yours,  Mr.  Chairman,  Mr.  Russo's,  my  own,  we  will  find  very  simi- 
lar, any  of  which  I  could  support.  I  have  a  suspicion  that  when  the 
Republicans  finally  come  up  with  a  plan,  it  may  be  similar. 

The  problem  is  getting  people  to  agree  to  making  any  kind  of  a 
change  in  our  American  way  of  life,  when  they  are  not  pushed  to 
do  it,  because  the  pressures  on  all  of  us  are  to  leave  the  system 
alone,  and  those  pressures  largely  come  from  those  who  enjoy 
either  huge  incomes  from  the  system  or  participate  in  the  system 
at  virtually  no  cost  to  themselves. 

We  do  not  hear  from  around  50  million  Americans  who  are 
denied  access  to  the  system.  I  think  therein  lies  the  principal  prob- 
lem and,  indeed,  the  shame  of  the  American  system:  that  it  is  the 
best  delivery  care  system  in  the  world  and  it  just  does  not  cover, 
for  whatever  reason,  about  50  million  Americans,  and  it  never  will, 
I  believe,  without  some  sort  of  Federal  law  mandating  it. 

Now,  whether  that  mandates  employers  to  pay  or  mandates  the 
average  citizen  to  pay  or  mandates  the  doctors  or  hospitals,  it  is  a 
matter  of  indifference,  but  at  some  point  the  Federal  Government 
is  going  to  just  have  to  face  the  issue  and  say  we  shall  cover  all 
Americans.  With  that  directive  from  a  President,  I  think,  this  com- 
mittee could  move  ahead  and  do  that. 

There  will  be  no  net  cost  to  the  economy  to  do  that.  We  spend 
$750  billion  a  year,  and  Mr.  Russo  will  explain  to  you  that  we 
waste  $150  billion  of  that  $750  billion  in  unnecessary  and  duplica- 
tive administration.  We  could  spread  around  that  medical  savings 
to  cover  those  30  to  50  million  Americans  who  at  any  particular 
time  are  not  covered. 

The  Chairman's  bill  would  do  that.  Mr.  Russo's  bill  would  do 
that.  Mr.  Gibbons'  bill  would  do  that,  and  my  bill  would  do  that. 
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The  real  question  that  will  face  us  is  that  in  changing  who  pays 
and  who  gains,  most  large  corporations  would  save  a  lot  of  money, 
estimated  in  several  plans  as  high  as  $40  or  $50  billion  a  year.  Un- 
fortunately, we  cannot  in  this  committee  design  a  tax  which  ex- 
tracts that  $40  or  $50  billion  from  just  those  corporations  who  save 
it,  and  so  we  are  faced  with  a  dilemma  that  there  will  be  winners 
and  losers.  The  winners  will  not  chip  in  to  help  us  and  the  losers 
will  complain  mightily. 

The  biggest  losers  might  be  under,  say,  the  chairman's  plan, 
members  of  unions,  who  may  have  to  pay  a  few  bucks  out  of  their 
pocket,  where  they  do  not  pay  it  now.  They  will  scream  loudly,  be- 
cause they  say,  "Wait  a  minute,  we  have  already  got  free  coverage, 
why  should  we  pay  a  couple  hundred  bucks  a  year,  when  our  union 
has  already  bargained  for  us  for  that?"  This  will  be  a  political 
problem  that  we  will  face.  It  will  be  another  tough  decision. 

I  do  not  want  to  repeat  everybody  else's  statement  or  tread  on 
the  issues  of  everybody  else's  bills,  most  of  the  features  of  which  I 
think  are  good  and  are  much  closer  together  than  most  Members  I 
think  realize.  In  terms  of  how  the  benefits  would  be  allocated  and 
how  costs  will  be  contained,  they  are  really  pretty  similar. 

I  have  a  suggestion  on  how  to  pay  for  these  plans.  Before  I  float 
the  suggestion,  I  would  suggest  to  you  that  it  could  be  labeled  blue 
smoke  and  mirrors,  and  I  will  stipulate  to  that.  But  if  you  agree 
with  me  that,  within  the  $750  billion  that  we  now  spend,  there  is 
enough  slush  or  surplus  to  cover  these  30  or  50  million  Americans, 
there  is  a  very  simple  way  to  do  it.  Think  on  this  for  a  moment. 

Senator  Mitchell's  plan  costs  about  $30  billion  extra.  I  think  my 
bill  is  priced  out  at  $60  billion.  This  means  to  make  up  the  differ- 
ential, we  will  have  to  have  some  kind  of  new  revenue  to  make  it 
budget  neutral.  The  chairman's  I  think  runs  from  $25  billion  to 
$100  billion  over  the  course  of  several  years.  If  we  look  around  the 
room,  there  would  be  precious  little  agreement  on  how  to  raise 
that. 

Try  this:  I  would  say  if  you  are  on  one  side  of  the  chairman,  you 
might  suggest  calling  it  a  VAT  or  a  consumption  tax,  if  you  like 
that  better.  If  you  are  some  place  else  in  the  room,  call  it  a  user 
fee,  but  the  idea  is  basically  this:  Take  the  $750  billion  and  basical- 
ly have  a  value-added  tax  only  for  medical  services.  Ten  percent 
raises  $75  billion  a  year.  Put  it  into  a  trust  fund  only  to  be  spent 
for  other  medical  care. 

How  would  it  work?  First  of  all,  the  doctor.  Say  you  are  grossing 
$600,000  now  on  100  $6,000  operations.  Under  the  tax  you  have  to 
do  10  more,  110,  and  gross  $660,000  and  pay  $60,000  back.  In  the 
long  run  you  are  going  to  come  out  about  the  same  as  you  are 
coming  out  now,  only  you  do  not  have  to  do  charity  operations  on 
Wednesday  afternoon. 

Pharmaceutical  manufacturers  will  complain,  but  I  suggest  to 
them  that  they  will  now  have  30  or  50  million  customers  who  could 
walk  up  to  the  pharmacist's  counter  and  pay  the  costs,  and  the 
marginal  cost  of  a  few  extra  pills  is  virtually  zero  for  them. 

Hospitals  do  this  in  several  States.  Florida  has  a  room  tax.  New 
Jersey  has  a  tax  of  about  19  percent  on  hospital  facilities  which 
goes  to  finance  charity  care.  Our  constituents,  the  public,  right  now 
do  not  know  what  they  are  paying.  Yes,  this  is  a  hidden  tax.  What 
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would  happen  to  your  constituents?  Their  health  insurance  bill 
would  probably  go  up  some  small  amount  over  the  next  couple  of 
years.  What  is  new?  It  has  done  that  every  year  for  the  past  10 
years,  and  you  have  not  had  very  many  letters  of  complaint. 

So,  if  you  are  looking  for  a  way  that  is  relatively  fair  and  rela- 
tively possible,  this  may  indeed  be  a  way  to  find  however  much 
money  you  want  to  raise,  when  you  decide  how  generous  you  will 
be  in  providing  care  to  those  who  are  now  outside  the  system. 

I  suggest  you  think  of  this  as  an  alternative  to  other  financing 
systems  that  have  been  presented  and  see  whether  we  can  solve 
what  I  think  has  been  the  stumbling  block  for  the  Pepper  Commis- 
sion, for  the  Senate,  for  the  House  Democrats,  I  suspect  for  the 
House  Republicans,  and  indeed  for  the  country. 

I  thank  you. 

[The  prepared  statement  and  attachment  follow:] 
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STATEMENT  OF  HON.  FORTNEY  PETE  STARK,  A  REPRESENTATIVE  IN 
CONGRESS  FROM  THE  STATE  OF  CALIFORNIA 

"MediPlan  Act  of  1991" 

I  would  like  to  commend  the  Chairman  for  scheduling  these 
important  hearings.     A  thorough  examination  of  the  various  legislative 
proposals  will  help  all  of  us  as  we  attempt  to  find  solutions  to  our 
health  care  dilemma. 

Our  health  care  system  is  currently  right  on  track  to  achieve  the 
dubious  accomplishments  of  leaving  fifty  million  Americans  without 
health  protection  while  ringing  up  costs  in  excess  of  $1.5  trillion  by 
the  year  2000. 

Access  to  health  care  should  be  considered  a  basic  right,  of  every 
American.     Unfortunately,   it  appears  that  we  slip  further  away  from 
assuring  this  right  every  year. 

Almost  thirty-four  million  Americans  currently  lack  health 
insurance,  and  another  seven  to  ten  million  Americans  are  covered  by 
inadeguate  plans.     As  many  as. 65  million  lack  health  insurance  at  some 
point  during  the  year. 

And  while  more  and  more  Americans  find  themselves  without  health 
insurance,  the  system  keeps  spending  more  and  more  and  more  dollars, 
as  if  there  were  no  limits.     If  we  fail  to  control  our  spending  and 
pass  the  costs  on  to  consumers,  we  will  price  our  products  out  of  the 
international  marketplace. 

In  contrast,  the  successes  of  the  health  care  systems  of  other 
countries  should  attract  our  interest.     In  particular,  the  German  and 
Canadian  systems  seem  exceptional.     Both  provide  universal  coverage  to 
virtually  every  resident.     No  German  or  Canadian  must  rely  upon 
charity  to  get  the  health  care  they  need. 

Most  importantly,  the  health  status  of  Germans  and  Canadians  is 
as  good  or  better  than  that  of  Americans.     The  average  life  expectancy 
in  both  countries  is  longer  than  that  of  Americans. 


It  would  be  logical  to  assume  that  universal  coverage  and  better 
health  status  would  cost  more,  but,  as  we  all  know,  the  Canadian  and 
German  health  systems  cost  less  than  ours.     In  1989,  the  Canadians 
spent  8 . 6  percent  and  the  Germans  about  eight  percent  of  their  gross 
national  products  on  health,  while  we  spent  almost  12  percent. 

Mr.  Chairman,  we  can  stand  back  and  do  nothing  and  continue  to 
allocate  an  ever  larger  portion  of  our  economy  to  a  flawed  health 
system,  or  we  can  act,  as  have  the  Canadians  and  the  Germans,  to 
assure  health  care  for  all  Americans  at  a  reasonable  cost. 

If  I  believed  we  could  adopt  the  Canadian  system  in  the  U.S.,  as 
my  Ways  and  Means  colleague  Marty  Russo  has  proposed,  or  even  the 
German  system  with  its  private/public  partnership,  I  would  be  among 
the  strongest  supporters.     However,  both  systems  include  many 
attractive  elements  which  must  be  part  of  any  strategy  we  do  adopt. 

Both  of  these  countries  have  assured  that  everyone  is  covered,  an 
important  goal  for  our  country.     Providers  are  guaranteed  reasonable, 
but  not  excessive,  reimbursement.     Again,  this  is  a  critical  goal. 
Last,  the  financing  of  the  Canadian  system  is  progressive,  a  concept 
which  we  must  incorporate  into  any  proposed  solution  for  our  country. 

We  need  a  national  strategy  in  order  to  provide  all  Americans 
basic  and  affordable  health  care.     Unfortunately,  other  approaches, 
including  the  employment-based  approach  recommended  by  the  Pepper 
Commission  and  by  Senator  Mitchell,  would  not  be  truly  comprehensive. 
Only  a  single  payer  plan  under  public  auspices  can  assure  every 
American  a  basic  level  of  health  and  long-term  care  services. 
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For  example,  under  an  employment-based  plan,  children    may  be 
particularly  vulnerable.     Changing  family  patterns  create  equity 
problems  with  employer-based  plans  and  often  leave  children  or  spouses 
without  the  coverage  they  need.     Only  a  public  plan  can  assure  that 
all  children  are  covered  and  that  payment  on  their  behalf  is  shared 
equitably. 

Part-time  and  seasonal  workers  may  also  fall  through  the  cracks 
in  an  employment-based  system.     It  is  unclear  how  such  an  employment- 
based  system  would  help  those  individuals  who  change  jobs,  are 
employed  by  more  than  one  employer,  or  are  unemployed  for  some  period 
during  a  year. 

A  national  plan  is  also  critical  for  cost  containment.     Through  a 
single  national  plan,  operated  by  the  Federal  government,  it  is 
possible  to  build  upon  the  fiscal  discipline  that  we  have  achieved  in 
Medicare.     An  employer  mandate  approach  would  continue  the  ineffective 
patchwork  approach  to  cost  containment  that  characterizes  the  current 
system. 

Because  I  am  convinced  that  a  national  strategy  is  necessary  to 
provide  all  Americans  basic  health  and  long-term  care  services  and  to 
implement  meaningful  cost  containment  strategies,  I  have  introduced 
the  MediPlan  Act  of  1991  (H.R.  650)  to  provide  publicly-financed 
health  insurance  to  every  American. 

The  MediPlan  Act  of  1991  will  assure  vital  health  insurance 
protection  to  every  American.     Its  enactment  would  make  real  every 
American's  basic  right  to  high-quality  health  services  and  would 
control  skyrocketing  health  care  costs.     All  residents  of  the  United 
States,  rich  or  poor,  would  be  enrolled  in  MediPlan  and  eligible  for 
health  benefits. 

Enactment  of  MediPlan  will  achieve  a  priority  goal  of  the 
American  people  —  universal  access  to  health  care.     And  it  will  do  so 
in  a  responsible,  cost-effective  manner  which  builds  upon  the  proven 
cost-controlling  strategies  of  Medicare. 

MediPlan' s  basic  benefits  would  be  similar  to  those  currently 
provided  to  the  elderly  by  Medicare.     In  addition,  MediPlan  would 
cover  all  children  and  all  pregnant  women  without  payment  of  a  premium 
and  without  copayments  or  deductibles.     Benefits  would  include  needed 
pre-natal,   labor  and  delivery,  and  preventive  well-child  care, 
including  immunizations.     MediPlan  would  also  provide  additional, 
essential  benefits,  such  as  prescription  drug  coverage,  for  low-income 
Americans,  who  would  also  not  pay  premiums,  copayments  or  deductibles. 

MediPlan  is  not  based  upon  ideas  borrowed  from  another  country. 
Its  basic  design  was  developed  by  Congress.     In  fact,  at  the  time 
Medicare  was  developed,  many  believed  that  it  would  be  expanded  to 
phase  in  coverage  of  other  groups. 

It  is  also  true  that  MediPlan  does  not  require  the  design  of  a 
new  system  from  scratch.     All  of  the  administrative  mechanisms  already 
exist. 

MediPlan  also  provides  for  responsible,  workable  cost 
containment.     Through  the  use  of  Medicare's  DRG-based  prospective 
payment  system  (PPS)   for  hospitals  and  through  volume  performance 
standards  and  the  resource-based  relative  value  scale  (RBRVS)  for 
physicians,  MediPlan  builds  its  cost  containment  strategy  on  the  only 
proven  cost  containment  system.     It  is  important  to  recognize  that 
Medicare  is  the  most  successful  health  insurance  program  in  this 
country . 

This  is  somewhat  different  from  our  usual  view  of  Medicare.  The 
more  common  view,  expressed  during  reconciliation  debates,  casts 
Medicare  in  the  role  of  a  government  program  whose  costs  are  out  of 
control.     The  truth  is  that,  when  compared  to  other  insurance  plans, 
Medicare  is  a  virtual  model  of  effectiveness  and  efficiency. 
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Medicare  has  done  a  better  job  of  providing  benefits,  insuring 
access  to  care,  and  controlling  costs  than  any  other  public  or  private 
health  insurance  plan  in  this  country.     This  is  a  record  that  can,  and 
should,  be  built  upon  as  the  basis  of  a  program  of  universal  access 
for  all  Americans,  and  that  is  what  I  propose  to  do  through  MediPlan. 

I  might  add  that  another  important  feature  of  Medicare  is  that  it 
is  ail-American,  designed  and  developed  in  our  own  country.  Americans 
know  what  it  is  and  by-and-large,  Americans  understand  Medicare.  This 
understanding  will  help  as  the  program  is  expanded  to  cover  everyone. 

MediPlan  is  budget-neutral;  the  proposed  legislation  raises  the 
revenue  necessary  to  cover  its  cost.     Through  a  combination  of 
employer  and  employee-paid  premiums  plus  a  new  tax  on  gross  income, 
MediPlan  provides  a  blueprint  of  how  comprehensive  health  benefits  for 
every  American  could  be  financed. 

To  finance  the  basic  health  benefits,  every  person  with  income 
above  the  poverty  line  would  pay  their  share  of  the  MediPlan  premium 
(about  $1, OOO/person)  through  the  income  tax  system.     Every  employer 
would  pay  eighty  percent  of  the  MediPlan  premium  on  behalf  of  each 
working  American  through  a  payroll  tax  of  about  $.40  per  hour  to  a 
maximum  of  $800/year  per  employee.     Thus,  each  worker  would  be 
responsible  for  $200  of  the  annual  premium. 

Low-income  persons  would  not  pay  the  individual's  share  of  the 
MediPlan  premium.     Between  $8,000  and  $16,000  for  individuals  and 
$16,000  and  $32,000  for  married  couples,  the  individual's  share  of  the 
MediPlan  premium  would  be  phased  in. 

MediPlan  requires  $60  billion  in  revenues  beyond  the  payment  of 
the  MediPlan  premium  to  support  health  insurance  for  children, 
pregnant  women,  and  low-income  persons. 

To  cover  the  $60  billion  in  benefits,  revenues  would  be  raised 
under  MediPlan  through  a  two  percent  tax  on  gross  income,  including 
tax-exempt  income,  deferred  income  and  other  forms  of  income  not 
currently  subject  to  taxation.     Individuals  with  incomes  below  200 
percent  of  the  poverty  level  would  be  exempt  from  the  tax.  All 
revenues  from  the  MediPlan  income  tax  would  be  paid  into  the  MediPlan 
Trust  Fund. 

MediPlan' s  health  care  benefits  would  provide  a  true  health  care 
safety  net  for  every  American.     I  suspect  that  most  will  embrace  the 
benefits  included  in  this  bill  but  not  support  the  proposed  taxes 
necessary  to  fund  the  benefits. 

To  talk  about  the  benefits  without  considering  the  costs  and  how 
to  pay  for  benefits  is  to  mislead  the  American  people.     I  would  urge 
those  who  object  to  the  financing  proposal  to  offer  one  of  their  own, 
or  suggest  areas  where  benefits  of  the  program  should  be  reduced. 

I  hope  that  my  plan  will  move  the  debate  forward,  so  that  the 
102nd  Congress  can  enact  the  major  changes  the  country  so  desperately 
needs . 


Thank  you. 
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Assuring  Health  Insurance  for  All 

Stark's  Trilogy 

J  Every  American  must  be  covered 

/Every  health  provider  must  be  guaranteed 
reasonable  reimbursement 

/Progressive  financing 

Assuring  Health  Insurance  for  All 

Stark's  Seven  Deadly  Sams 

/Employment-based  coverage  —  cannot  assure  universal 
coverage 

/Attempting  to  provide  universal  coverage  through  private 
insurance 

/Medicaid  and  State  administration 

/Containing  costs  without  a  single  payer 

/Restraining  patient  demand  for  services  to  control  costs 
Patients  choose  doctors,  doctors  choose  services 

/Progressive  financing  other  than  through  the 
income  tax  system 

/Changing  the  basic  structure  of  the  provider  system 
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MedlPhn 

^^ttyZ  H.H  650  ^^B^ 

•  MediPlan  provides  comprehensive  health  benefits  to  every 
American 

•  MediRal(^remium  fbTBasie-bene^its  is  $1,000  pef^ear 

•  Employers  will  pay  80%  of  the  premiuTrr^or  $800  p^r  year  or 
approximately  $.40  per  hour  ( \    )  J  S 

•  Employees  with  incomes  above  the  poverty  lev£)  will  pay  $200 
per  yl^ar  \ 

•  Benefits\for  children,  pregnant  women,  and  low-income 
persons  are^r^yjded  without  payment  of  a  ^premium 

•  Families  with  incomeVabove  twiee^hTpbyer\ty  level  will  pay 
an  additional  tax  of  2%  o^atf  income  \^ 

•  The  new  tax  will  pay  for  health  insurance 

for  children,  pregnant  women,  and  low-income  persons 

edlfiPlla 


Health  Benefits 


•  Basic  benefits  include  current  Medicare  benefits  except 
single  deductible  of  $500  and  out-of-pocket  limit  of 
$2,500 

•  Children's  benefits  include  above  plus  well-child  care  and 
preventive  benefits  without  co-payments  or  deductibles 

•  Women's  benefits  include  above  plus  pre-natal  care, 
labor  and  delivery  care,  post-natal  care,  and  post- 
natal family  planning  without  co-payments  or 
deductibles 

•  Low-income  benefits  include  above  plus  unlimited 
hospital  care,  outpatient  prescription  drugs, 
eyeglasses,  and  hearing  aids 


H.R.  650 


232 


MediPlan  H.R.  650 

Impact  on  Families 

■  Under  $16,000  in  annual  family  income: 
Employer  pays  $800  per  year  per  worker 
Employee  does  not  pay  MediPlan  premium 
Employee  does  not  pay  supplemental  tax 

■  Up  to  $32,000  in  annual  family  income: 
Employer  pays  $800  per  year  per  worker 
Employee  pays  up  to  $200  per  worker  in 

MediPlan  premium  on  sliding  scale 
Employee  does  not  pay  supplemental  tax 

■  At  $50,000  in  annual  family  income: 
Employer  pays  $800  per  year  per  worker 
Employee  pays  $200  per  year 
Employee  pays  2%  tax  on  income  above 

$32,  000  or  $360 

■  At  $100,000  in  annual  family  income: 
Employer  pays  $800  per  year  per  worker 
Employee  pays  $200  per  year 
Employee  pays  2%  tax  on  income  above 

$32,  000  or  $  1,360 


Assumes  married  couple  filing  jointly 
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Mr.  Thomas.  Mr.  Chairman? 
Chairman  Rostenkowski.  Mr.  Thomas. 
Mr.  Thomas.  Thank  you,  Mr.  Chairman. 

Thank  you,  Pete.  In  the  presentation  that  you  passed  out,  you 
have  a  funding  mechanism  which  is  a  2  percent  income  tax. 

Mr.  Stark.  That  is  all  I  could  think  of,  and  it  would  not  pass, 
Bill.  I  have  often  said  my  bill  is  a  talking  point  and  that  is  prob- 
ably the  weakest  link  in  that  chain. 

Mr.  Thomas.  If  you  focus  on  a  10  percent  tax  for  medical  serv- 
ices, why  is  that  not  simply  going  to  be  passed  directly  through  to 
the  people  who  are  receiving  whatever  service  it  is?  They  are  going 
to  wind  up  paying  it  that  way,  as  well. 

Mr.  Stark.  It  actually  will  not,  because  people  do  not  pay  direct- 
ly for  their  own  medical  care.  I  would  challenge  members  of  the 
committee.  You  know  vaguely  what  you  have  deducted  from  your 
check  each  month  for  Blue  Cross  or  whatever  you  select.  But  I 
would  challenge  our  own  members,  how  much  was  it  last  year  and 
what  is  it  exactly  this  year?  So,  if  it  goes  up  $3  or  $4  a  month, 
which  is  your  share,  you  are  really  not  going  to  know  it  and  you  do 
not  know  what  the  Thomas  family  caused  to  be  spent  in  medical 
care  in  the  past  year,  so  that  basically  it  is  a  very  indirect  tax 
which  the  consumer  does  not  feel  now  and  would  not  directly  feel 
in  the  future. 

Mr.  Thomas.  So,  if  they  do  not  have  a  sharp  enough  pencil  and  it 

is  hidden  sufficiently  enough,  it  appears  to  have  less  pain  

Mr.  Stark.  Precisely. 

Mr.  Thomas  [continuing].  In  terms  of  people's  understanding  of 
it,  I  think  we  are  kidding  ourselves  if  we  do  not  think  that  it  is 
ultimately  going  to  be  passed  through  to  the  individual,  because  I 
happen  to  think  that  virtually  all  taxes  eventually  wind  up  passing 
through. 

Mr.  Stark.  The  gentleman  is  absolutely  correct. 
Mr.  Thomas.  But  you  like  it,  because  it  is  fairly  invisible  in 
its  

Mr.  Stark.  Precisely,  and  the  only  thing  I  would  suggest  in  re- 
sponse, is  that  this  obviously,  by  itself,  is  not  a  solution.  One  must, 
in  my  opinion,  have  access,  cost  containment,  all  of  the  other  fea- 
tures that  people  are  suggesting,  but  in  any  plan  that  I  have  ever 
heard,  there  is  some  cost  that  has  to  get  redistributed. 

Mr.  Thomas.  Thank  you. 

Thank  you,  Mr.  Chairman. 

Chairman  Rostenkowski.  Are  there  any  further  questions  of  Mr. 
Stark. 

Mr.  Cardin.  Mr.  Chairman? 
Chairman  Rostenkowski.  Mr.  Cardin. 
Mr.  Cardin.  Thank  you,  Mr.  Chairman. 

First,  Mr.  Stark,  I  want  to  thank  you  for  your  leadership  in  this 
area.  Your  proposals  have  always  dealt  directly  with  the  fact  that 
we  must  finance  it  and  try  to  find  a  fair  way  to  finance  our  propos- 
als. Also,  you  have  dealt  with  cost  containment  in  a  very  direct 
way,  making  it  clear  that  any  comprehensive  plan  that  we  come  up 
with  must  deal  with  the  issue  of  cost  containment.  You  have  shown 
leadership  in  the  Medicare  program  and  now  in  a  national  plan. 
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I  want  to  emphasize  one  point.  You  indicate  in  one  of  what  you 
call  Stark's  ' 'seven  deadly  sins,"  that  containing  costs  without  a 
single-payer  system  is  not  possible.  You  and  I  have  had  discussions 
about  an  all-payer  system  and  an  all-payer  system  is  

Mr.  Stark.  An  all-payer  system  is  a  permutation  of  a  single- 
payer.  I  do  not  differentiate  there.  It  is  somewhat  more  complex, 
but  the  same  result. 

Mr.  Cardin.  So,  you  believe  that  you  need  some  form  of  either  a 
single-payer  system  or  an  all-payer  system,  where  everyone  is 
paying  according  to  the  same  rules,  if  we  are  really  going  to  be 
able  to  adopt  rules  to  contain  costs,  without  cost  shifting. 

Mr.  Stark.  I  say  that  it  is  just  empirically  impossible  to  control 
costs  unless  there  is  a  structure,  and  that  structure  has  to  be  a 
payment  system.  It  just  cannot  be  done  otherwise. 

Mr.  Cardin.  It  seems  to  me  one  of  the  real  problems  we  have 
with  the  current  system  is  there  is  a  lot  of  cost  shifting,  so  as  we 
set  up  rules  for  Medicare,  we  are  just  shifting  some  of  the  costs  to 
the  employer-based  plans.  At  least,  the  advantage  of  your  approach 
is  that  everyone  would  be  playing  according  to  the  same  rules  and 
you  could  

Mr.  Stark.  Yes,  there  have  to  be  rules.  I  mean  the  best  example 
is  the  electric  utility.  Arguably,  people  in  their  homes  would  pay  a 
lot  more  for  electricity,  if  industry  was  not  paying  their  fair  share, 
but  somebody  has  to  set  those  rules,  because  industry  could  bar- 
gain a  lot  better  for  the  huge  amounts  of  energy  they  use  than  the 
individual  homeowner.  Therefore,  you  have  public  utility  commis- 
sions who  say  here  are  the  rules,  maybe  not  always  fair,  but  there 
must  be  that  kind  of  control,  or,  obviously,  you  will  have  cost  shift- 
ing. 

Mr.  Cardin.  Thank  you. 
Thank  you,  Mr.  Chairman. 

Chairman  Rostenkowski.  Any  further  questions? 
[No  response.] 

Chairman  Rostenkowski.  Thank  you,  Mr.  Stark. 
Mr.  Stark.  Thank  you,  Mr.  Chairman. 

Chairman  Rostenkowski.  Now  we  will  hear  again  from  Mr. 
Marty  Russo. 

STATEMENT  OF  HON.  MARTY  RUSSO,  A  REPRESENTATIVE  IN 
CONGRESS  FROM  THE  STATE  OF  ILLINOIS 

Mr.  Russo.  Thank  you,  Mr.  Chairman. 

Chairman  Rostenkowski.  Welcome,  Mr.  Russo.  It  is  nice  to  see 
you  here. 

Mr.  Russo.  Mr.  Chairman,  it  is  always  a  pleasure  to  be  here  and 
participate  in  this  hearing.  I  appreciate  your  warm  and  friendly 
greetings.  I  know  they  are  sincere. 

Chairman  Rostenkowski.  Mr.  Russo,  let  me  suggest  one  thing  to 
you.  I  have  been  known  to  be  out  on  the  circuit  making  speeches 
and,  as  you  well  know,  I  have  introduced  legislation  which  is  much 
more  modest  than  yours.  The  questions  that  I  am  asked  more  fre- 
quently than  any  other  is  what  is  the  possibility  of  passage  of  your 
bill. 
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Of  course,  if  I  thought  for  one  minute  that  we  had  the  steel  to 
pass  a  piece  of  legislation  as  broad  as  yours  with  the  President's 
support,  I  think  that  would  probably  be  the  answer  to  a  lot  of  our 
problems.  But  I  also  recognize  that  the  price  tag  is  enormous,  as  is 
the  price  tag  on  my  legislation,  and  so  I  want  you  to  know  that  you 
have  taken  a  brave,  bold  step.  I  hope  that  eventually  we  can  do 
something  about  a  one-payer  method  of  health  insurance,  but  I  see 
that  as  a  long  time  in  the  future. 

Welcome  to  the  committee. 

Mr.  Russo.  I  appreciate  that,  coming  from  someone  who  is 
known  to  take  tough  stands,  I  think  our  relationship  has  proven 
that  a  lot  of  the  efforts  that  you  use  on  me  have  paid  off,  because  I 
am  willing  to  take  a  tough  stand  here.  I  am  willing  to  hear  how 
your  program  deals  with  the  cost  of  health  care,  and  I  will  explain 
how  my  program  deals  with  it  during  the  question  and  answer 
period. 

I  am  glad  to  hear  that  the  chairman  of  the  committee  believes 
that  universal  health  care  is  the  best  plan  possible.  Whether  or  not 
it  is  politically  feasible,  I  will  address  that  in  my  statement.  This  is 
the  best  plan  possible  and  we  can  have  it  for  less  money  than  we 
are  paying  today,  on  a  system  that  costs  us  $800  billion. 

This  is  what  the  American  public  wants,  Mr.  Chairman.  They 
have  seen  you  lay  down  the  Rostenkowski  challenge,  take  bold 
moves,  and  cut  the  budget  deficit  significantly.  As  a  result  of  your 
leadership  in  the  last  Congress,  we  were  able  to  reduce  the  deficit. 

This  is  a  bold  plan,  and  it  will  take  a  lot  of  leadership  to  get  it 
done.  The  American  people  can  get  it  done  by  making  sure  their 
Members  know  they  want  comprehensive  reform. 

Mr.  Chairman,  I  thank  you  for  your  comments. 

The  last  time  I  testified  before  the  committee  was  in  April  of  this 
year.  Since  that  time,  my  legislation  has  gained  widespread  sup- 
port. We  have  57  cosponsors,  including  7  from  the  Ways  and  Means 
Committee,  as  well  as  the  support  of  over  11  major  labor  unions, 
Citizen  Action,  the  National  Council  of  Senior  Citizens,  Physicians 
for  a  National  Health  Program  and  other  major  consumer  groups.  I 
might  add,  Mr.  Chairman,  that  this  is  more  support  than  any  other 
health  reform  bill  in  either  the  House  or  the  Senate. 

Why  is  this  bill  so  popular?  Why  is  single-payer  so  popular?  It  is 
popular  because  it  is  what  Americans  want,  Mr.  Chairman.  It  es- 
tablishes a  single-payer  health  care  system  which  guarantees  com- 
prehensive, high  quality  health  care  to  all  Americans,  while  cut- 
ting the  Nation's  health  care  costs. 

Mr.  Chairman,  95  percent  of  Americans  would  spend  less  on 
health  care  under  H.R.  1300  than  they  do  now  and  will  still  be  able 
to  choose  their  own  doctors  and  hospitals,  without  copayments  and 
deductibles. 

A  single-payer  system  would  replace  the  multitude  of  health  in- 
surance plans  now  in  place  with  a  single,  comprehensive,  publicly 
financed  plan  which  covers  all  Americans,  regardless  of  your  pay, 
regardless  of  your  insurance  status,  regardless  of  your  station  in 
life. 

Because  there  is  only  one  plan  and  only  one-payer,  money  is  no 
longer  wasted  on  determining  who  is  eligible  for  benefits,  or  on 
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billing  1,500  different  insurance  agencies  and  millions  of  consum- 
ers. Nor  is  it  wasted  on  advertising,  marketing  and  commissions. 

Mr.  Chairman,  the  General  Accounting  Office  stated  that  the 
United  States  would  save  more  than  $67  billion  a  year  in  adminis- 
trative costs  under  a  single-payer  system.  What  does  that  mean? 
How  does  that  translate  to  the  American  public?  It  means  we  can 
provide  health  care  to  the  uninsured,  improve  coverage  for  those 
who  are  currently  insured,  and  eliminate  copayments  and  deducti- 
bles for  everyone. 

Not  only  does  single-payer  reduce  billions  in  administrative 
waste,  but  it  keeps  costs  down  over  the  long  run,  by  imposing  strict 
cost  controls.  We  accomplish  this  by  including  and  establishing  na- 
tional and  State  health  care  budgets,  establishing  mandatory  ex- 
penditure targets,  reimbursing  health  care  providers  according  to 
fee  schedules,  and  reimbursing  hospitals  based  on  annual  budgets. 
Both  the  General  Accounting  Office  and  the  Congressional  Budget 
Office  have  testified  that  these  provisions  would  significantly  con- 
tain health  care  costs,  when  applied  to  the  United  States. 

H.R.  1300  would  improve  the  quality  of  care  by  expanding  prac- 
tice guidelines  to  cover  the  entire  system,  reducing  unnecessary 
care  and  encouraging  preventive  care.  Under  Canada's  single-payer 
system,  Canadians  visit  their  physician  almost  twice  as  much  as 
people  in  the  United  States,  and  receive  much  more  prenatal  care 
than  we  do  for  40  percent  less  per  capita. 

Above  all,  Mr.  Chairman,  H.R.  1300  would  give  Americans  peace 
of  mind.  Everyone  would  be  covered  for  comprehensive  benefits,  in- 
cluding hospital  and  physician  care,  long-term  care,  prescription 
drugs,  mental  health  services,  dental  and  vision  care,  and  preven- 
tive care. 

People  could  change  jobs  or  move  out  of  a  State  and  never  have 
to  worry  about  health  insurance  coverage.  No  one  would  lose  cover- 
age because  they  got  sick.  There  would  be  no  paperwork,  no  gaps 
in  coverage,  no  worrying  about  high  medical  bills,  and  no  haggling 
with  private  insurance  companies  over  whether  a  procedure  is  cov- 
ered or  not. 

Employers  would  no  longer  have  to  worry  about  high  insurance 
company  premiums.  Under  H.R.  1300,  employers  would  simply  pay 
7.5  percent  of  payroll  for  health  care  compared  to  12  percent  of 
payroll  in  1989. 

Mr.  Chairman,  I  believe  that  single-payer  is  not  only  the  best 
system,  but  it  is  also  politically  feasible  because  it  is  the  only 
option  that  benefits  all  Americans.  This  bill  is  not  about  raising 
taxes,  it  is  about  giving  people  more  services  for  less  than  they 
spend  now. 

H.R.  1300  would  cover  everyone  for  comprehensive  benefits,  and 
95  percent  of  Americans  would  pay  less  than  they  spend  now  on 
health  care.  All  other  health  care  reform  plans  would  cost  Ameri- 
cans more  money  and  give  them  less  benefits.  The  widespread  sup- 
port behind  this  bill,  including  the  fact  that  69  percent  of  Ameri- 
cans say  they  want  a  single-payer  system,  60  percent  of  those  being 
conservative,  testifies  that  this  is  what  the  public  wants. 

This  Nation  cannot  afford  to  do  anything  less  than  single-payer. 
According  to  the  General  Accounting  Office,  the  only  way  we  will 
ever  slow  health  care  inflation  in  the  United  States  is  through  a 
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comprehensive  reform.  And  as  the  Congressional  Budget  Office  has 
testified  before  this  committee,  single-payer  is  the  only  system  that 
can  provide  high  quality  health  care  to  all  Americans  for  less  than 
we  currently  spend  on  health.  No  other  health  care  proposal  can 
make  this  claim.  Single-payer  is  not  only  the  best  system,  but  it  is 
the  only  politically  feasible  plan  around. 

Mr.  Chairman,  I  would  be  more  than  happy  to  answer  the  ques- 
tions of  the  committee,  but  if  I  may  just  make  a  few  comments  on 
the  testimony  of  some  of  our  previous  witnesses. 

The  problem  that  occurred  with  catastrophic  health  care  was 
that  the  American  public  did  not  want  it.  They  do  not  want  to  pay 
an  expensive  amount  of  money  for  just  catastrophic  health  care. 
They  were  prepared  to  pay  a  significant  amount  of  money  for  long- 
term  care,  which  was  the  major  problem  the  elderly  faced. 

However,  with  a  single-payer  national  health  care  system,  we 
will  be  able  to  give  every  American,  regardless  of  their  station  in 
life,  regardless  of  their  salary,  regardless  of  their  insurance  status, 
the  top  quality  health  care  that  the  minority  leader  spoke  about. 

Our  country  has  the  best  health  care  you  can  get.  The  trouble  is 
we  all  cannot  get  it  because  it  is  a  system  that  is  based  on  your 
ability  to  pay  and  your  insurance  status.  Insurance  companies  have 
the  bottom  line.  They  need  to  make  money  due  to  the  shareholders 
they  must  deal  with.  They  do  not  go  out  of  their  way  to  insure  sick 
people.  The  moment  you  have  a  preexisting  condition  or  you  devel- 
op any  type  of  cancer,  high  blood  pressure,  diabetes,  or  you  are  dis- 
abled, they  no  longer  want  to  insure  you.  I  understand  that.  It  is 
the  way  private  enterprise  works.  If  you  cost  them  money,  they 
don't  want  to  cover  you.  So,  what  happens?  The  Federal  Govern- 
ment covers  you  anyway. 

I  propose  that  if  we  are  going  to  get  all  the  bad  and  difficult 
cases,  why  don't  we  take  the  whole  group  and  let  the  private 
sector,  in  terms  of  doctors,  nurses  and  hospitals,  provide  the  care 
they  can.  You  will  no  longer  have  what  is  known  as  uncompensat- 
ed care  under  H.R.  1300.  For  example,  aspirin  will  not  cost  you  $5 
any  more.  There  will  not  be  cost  shifting  or  cost  sharing,  but  the 
only  way  to  eliminate  them  is  through  single-payer. 

Mr.  Chairman,  I  would  be  more  than  happy  to  take  any  ques- 
tions my  colleagues  have  on  this  legislation.  I  thank  you  for  your 
indulgence. 

[The  prepared  statement  and  attachments  follow:] 
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STATEMENT  OF  HON.  MARTY  RUSSO,  A  REPRESENTATIVE  IN  CONGRESS  FROM 
THE  STATE  OF  ILLINOIS 

I  appreciate  the  opportunity  to  testify  before  my  colleagues 
on  the  Ways  and  Means  Committee  on  behalf  of  my  proposal  for  health 
reform,  H.R.  1300,  the  Universal  Health  Care  Act  of  1991. 

Since  I  last  testified  before  this  committee  in  April,  my  bill 
has  gained  widespread  support.     It  now  has  57  cosponsors,  7  from 
this  committee,  as  well  as  the  support  of  11  major  labor  unions, 
Citizen  Action  and  other  consumer  groups,  the  National  Council  of 
Senior  Citizens,  and  Physicians  for  a  National  Health  Program. 
This  is  more  support  than  any  other  health  reform  bill  in  either 
the  House  or  the  Senate. 

Why  is  this  bill  so  popular?    Because  it  does  what  Americans 
want;  it  establishes  a  single-payer  health  care  system.  A 
single-payer  system  guarantees  comprehensive,  high-quality  health 
care  to  all  Americans  while  cutting  the  nation's  health  care 
costs.     Ninety-five  percent  of  Americans  would  spend  less  on  health 
care  under  H.R.  1300  than  they  do  now  and  would  still  choose  their 
own  doctors  and  hospitals. 

A  single-payer  system  would  replace  the  multitude  of  health 
insurance  plans  now  in  place  with  a  single,  comprehensive,  publicly 
financed  plan  which  covers  all  Americans.     Because  there  is  only 
one  plan  and  one  payer,  money  is  no  longer  wasted  on  determining 
who  is  eligible  for  benefits,  or  on  billing  1,500  insurance 
agencies  and  millions  of  consumers  or  on  advertising,  marketing  and 
commissions.     According  to  the  General  Accounting  Office,  the 
United  States  would  save  more  than  $67  billion  a  year  in 
administrative  costs  alone  under  a  single-payer  system.     This  means 
we  could  provide  health  care  to  the  uninsured,  improve  coverage  for 
the  insured,  and  eliminate  co-payments  and  deductibles  for 
everyone. 

Not  only  does  single-payer  reduce  billions  in  administrative 
waste,  but  it  keeps  costs  down  over  the  long-run  by  imposing  strict 
cost  controls.    This  includes  establishing  national  and  state 
health  care  budgets,  establishing  mandatory  expenditure  targets, 
reimbursing  health  care  providers  according  to  fee  schedules,  and 
reimbursing  hospitals  based  on  annual  budgets.     Both  the  General 
Accounting  Office  and  the  Congressional  Budget  Office  have 
testified  that  these  provisions  would  significantly  contain  health 
care  costs  if  applied  to  the  United  States. 

H.R.  1300  would  also  improve  the  quality  of  care  by  expanding 
practice  guidelines  to  cover  the  entire  health  system  to  reduce 
unnecessary  care  and  by  encouraging  preventive  care.  Under 
Canada's  single-payer  system,  Canadians  visit  their  physician  more 
often  than  people  do  in  the  United  States  and  receive  much  more 
prenatal  care  than  we  do. 


Above  all,  H.R.  1300  would  give  Americans  peace  of  mind. 
Everyone  would  be  covered  for  comprehensive  benefits  including 
hospital  and  physician  care,  long-term  care,  prescription  drugs, 
mental  health  services,  dental  and  vision  care,  and  preventive 
care.     People  could  change  jobs  or  move  out  of  state  and  never  have 
to  worry  about  health  insurance.    No  one  would  lose  -coverage  }ust 
because  they  got  sick.     There  would  be  no  paperwork,  no  gaps  in 
coverage,  no  worrying  about  high  medical  bills,  and  no  haggling 
with  private  insurance  companies  over  whether  a  procedure  is 
covered.     Employers  would  no  longer  have  to  worry  about  high 
insurance  company  premiums.     Under  H.R.  1300,  employers  would  pay  a 
simple  7.5  percent  of  payroll  for  health  care  compared  to  the 
average  12  percent  in  1989. 
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Page  2 

I'm  tired  of  the  inside  the  beltway  mentality  which  says  that 
single-payer  is  the  best  system,  but  it's  not  politically  feasible. 
Single-payer  is  the  ONLY  politically  feasible  option  because  it's 
the  only  plan  that  benefits  all  Americans.     This  bill  isn't  about 
raising  taxes,  it's  about  giving  people  more  services  for  less  than 
they  spend  now  on  insurance  company  premiums.     H.R.  1300  would 
cover  everyone  for  comprehensive  benefits  and  95  percent  of 
Americans  would  pay  LESS  than  they  spend  now  on  health  care.  All 
other  health  reform  plans  would  cost  Americans  more  money  and  give 
less  benefits.     The  widespread  support  behind  this  bill,  including 
the  fact  that  69  percent  of  Americans  say  they  want  single-payer, 
testifies  that  this  is  what  the  public  wants. 

This  nation  can't  afford  do  anything  less  than  single-payer. 
According  to  the  General  Accounting  Office,  the  only  way  we  will 
ever  slow  health  care  inflation  in  the  United  States  is  through 
comprehensive  reform.    And.,  as  the  Congressional  Budget  Office  has 
testified  before  this  committee,  single-payer  is  the  only  system 
that  can  provide  high-quality  care  to  all  Americans  for  less  than 
we  currently  spend  on  health.     No  other  health  care  proposal  can 
make  this  claim.     Single-payer  is  not  only  the  best  system,  but 
it's  the  only  politically  feasible  plan  around. 

I  would  be  happy  to  answer  to  answer  any  questions  you  have. 

(Charts  and  description  of  H.R.  1300  attached.) 
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The  Russo  Bill 
Highlights 

Major  Provisions 

■  Universal  access  to  health  care  through  a  single,  publicly-administered  program. 

■  Comprehensive  benefits  for  all  Americans,  including  hospital  and  physician  care,  dental 
services,  long-term  care,  prescription  drugs,  mental  health  services,  and  preventive  care. 

■  No  financial  obstacles  to  care  --  no  cost-sharing,  no  deductibles,  no  copayments. 

■  Freedom  of  choice  so  that  everyone  can  choose  their  own  physician  or  source  of  care. 

■  Cost  savings  through  annual  budgets  and  a  national  fee  schedule  so  that  health  dollars  are  spent 
efficiently  and  effectively.  , 

■  Progressive  financing  to  make  health  care  affordable  for  all. 

■  Quality  measures  to  improve  the  type  of  medical  care  we  receive. 

■  Uniform  federal  standards  to  guarantee  that  all  Americans  receive  full  access  to  comprehensive, 
quality  care  coupled  with  state  administration  so  that  implementation  decisions  reflect  local  needs. 

Major  Benefits 

■  People  get  the  health  care  they  need,  rather  than  the  health  care  they  can  afford  or  their  insurance 
company  is  willing  to  pay  for. 

■  The  nation  saves  $40  billion  in  health  care  costs  (and  those  savings  grow  over  time)  by  substituting 
a  single,  publicly-administered  and  publicly-accountable  program  for  the  more  than  1500  private 
insurance  plans  now  in  place.  A  single  plan  gets  rid  of  paperwork,  marketing  and  advertising, 
and  other  costs  caused  by  the  insurance  industry. 

■  Senior  citizens  save  $33  billion  -  one-third  of  their  current  health  costs  -  and  get  long-term  care, 
prescription  drug,  preventive  and  other  new  benefits. 

■  The  non-elderly  save  $25  billion  and  won't  have  to  worry  about  rising  insurance  premiums,  cost- 
shifting,  paying  for  children's  health  bills,  or  losing  health  coverage  if  they  change  jobs. 

■  Businesses  that  provide  health  care  benefits  to  their  workers  lower  their  costs,  can  compete  more 
fairly  in  the  world  market,  and  have  more  funds  available  to  improve  their  operations  and  create 
jobs. 

■  State  and  local  governments  save  $7  billion  and  no  longer  face  the  devastating  budget  impacts  of 
unexpected  and  skyrocketing  health  care  costs. 

■  Physicians,  nurses  and  other  providers  spend  more  time  caring  for  patients  instead  of  filling  out 
insurance  forms  and  justifying  their  medical  judgments  to  insurance  company  bureaucrats. 
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Health  Care  Spending  Goals  By  Sector 
1989,  Russo  Bill  ($  Billion) 

Notes 

Eliminated 

Increase  by  6  percentage  points;  no  wage  cap 

Eliminated 

Retained 

Top  rate  up  from  34%  to  38%  for  businesses  with  more  than 
$75,000  profits;  $15  billion  in  reforms 

No  out  of  pocket  for  covered  services  (including  long  term  care); 
items  like  over  the  counter  drugs  not  covered. 
Current  1.45%  tax  retained,  extended  to  all  workers 
Eliminated 

New  15%-30%-34%-38%  rates;  $8  billion  in  reform 

No  out  of  pocket  for  covered  services  (including  long  term  care); 

items  like  over  (he  counter  drugs  not  covered. 

Eliminated 

New  long  term  care/health  premium  equal  to  Part  B  premium 

plus  $25/month  for  those  above  120%  of  poverty 

Part  of  Social  Security  benefits  included  as  taxable  income; 

includes  low  income  protection 

New  15%-30%-34%-38%  rates;  $6  billion  in  reforms 

MainUin  85%  of  Medicaid  effort;  $85  per  capiu  fee; 

maintenance  of  noncovered  services 

Eliminated 

All  workers  covered;  rate  up  6  pet.  points;  no  wage  cap 

MainUin  current  effort,  including  employee  health  costs 
Eliminated 
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In-plant  Health  Services 
Corporate  Income  Tax  Increa 
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Out  of  Pocket  Payments 

HI  Taxes  (Employee  Share) 
Private  Insurance  for  Covcrc< 
Personal  Income  Tax  Increas* 

Elderly 

Out  of  Pocket  Payments 

Private  Insurance  for  Covera 
Medicare  Part  B  Premiums 

Added  Tax  on  Benefits 

Personal  Income  Tax  Increas* 

State  and  Local  Governi 

Medicaid  &  Other  Public  Pro 

Employee  Health  Insurance 
HI  Taxes  (Employer  Share) 

Other  Private  (Charity  e 

Federal  Government 

Health  Programs  (Net) 
Employee  Health  Insurance 

Total  Health  Spending 
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The  Russo  Bill 

Impact  on  Businesses  that  Now  Provide  Health  Insurance 
Major  Provisions 

■  Replaces  current  employment/private  insurance  system  with  publicly-administered  program. 

■  Replaces  current  business  costs  of  providing  employee  health  care  --  including  health  insurance 
premiums  for  current  workers  and  retirees,  self-insurance  costs,  and  workers  compensation  -  with 
a  7.5  percent  payroll  tax  and  an  increase  of  4  percentage  points  in  the  corporate  income  tax  rate 
on  the  most  profitable  firms. 


Major  Benefits 

■  Eliminates  competitive  disadvantages  --  domestic  and  international  -  faced  by  companies  providing 
health  coverage  for  their  employees. 

■  Allows  businesses  to  hire  whomever  they  want  --  without  worrying  that  hiring  an  older  person  or 
someone  with  a  preexisting  condition  will  raise  insurance  costs 

■  By  controlling  runaway  medical  inflation,  eliminating  waste  and  requiring  that  all  businesses 
contribute  their  fair  share,  businesses  now  providing  health  benefits  will  save  money,  allowing 
them  to  improve  their  operations  and  expand  job  opportunities.  (Currently,  over  90%  of  after-tax 
profits  are  spent  on  health  benefits,  up  from  74%  in  1984  and  14%  in  1965). 


Average  Health  Benefit  Costs  and  Savings  as  a  Percent  of  Payroll 

for  Companies  Currently  Providing  Health  Benefits,  1989 

1989 

Payroll 

1989 

Payroll 

Payroll 

Cost 

Payroll 

Cost 

Industry  _ 

Costs 

Savings 

Industry 

Costs 

Savings 

Total  All  Industries 

11.6 

4.1 

Machinery 

7.4 

-0.1 

Total,  All  Manufacturing 

12.1 

4.6 

Elect.  Mach.,  Equip  &  Supplies 

11.2 

3.7 

Food,  Beverages  and  Tobacco 

9.3 

1.8 

Transportation  Equipment 

13.7 

6.2 

Textile  Products  and  Apparel 

9.4 

1.9 

Instruments  and  Misc 

11.0 

3.5 

Pulp,  Paper,  Lumber,  &  Fum. 

10.4 

2.9 

Total  all  Non-manufacturing 

11.3 

3.8 

Printing  and  Publishing 

8.0 

0.5 

Public  Utilities 

13.7 

6.2 

Chemicals  and  Allied  Products 

14  8 

7.3 

Department  Stores 

7.0 

-0.5 

Petroleum  Industry 

10.3 

2.8 

Trade  (Wholes.  &  other  Retail) 

12.9 

5.4 

Rubber,  Leather  and  Plastic 

15.7 

8.2 

Banks,  Finance,  etc 

7.7 

0.2 

Stone,  Glass  and  Clay  Products 

10.6 

3.1 

Insurance 

10.0 

2.5 

Primary  Metal  Industry 

14.4 

6.9 

Hospitals 

10.1 

2.6 

Fabricated  Metal  Products 

19.3 

11.8 

Misc  Nonmfg  Industry 

10.0 

2.5 

NOTE:  Calculations  based  on  1989  survey  of  approximately 

1,000  companies  by  U.S.  Chamber  Research  Center, 

EmDlovee  Benefits.  1990  Edition. 

Includes  employer  HI  tax  liability  and  medical  component  of  workers'  compensation. 

but  not  corporate  income  tax  liability  data,  for 

which  data  was  not  available. 
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The  Russo  Bill 
Impact  on  a  Family  of  Four 

Major  Provisions 

■  Provides  families  with  full  access  to  comprehensive  medical  care  ~  including  preventive  care, 
prescription  drugs,  and  long-term  care  --  at  the  physician,  hospital  or  provider  of  their  choice. 

■  Prohibits  deductibles  and  copayments  for  covered  services. 

■  Eliminates  private  health  insurance  and  out-of-pocket  costs  for  covered  services,  retains  the  current 
1.45%  HI  payroll  tax,  and  increases  personal  income  tax  on  top  brackets 

Major  Benefits 

■  Non-elderly  families  and  individuals  save  $25  billion  in  insurance  and  out-of-pocket  costs. 

■  All  families  are  guaranteed  full  health  care,  including  annual  checkups,  dental  care,  immunizations 
and  prescription  drugs. 

■  Coverage  cannot  be  lost  or  reduced  because  of  changes  in  employment  or  health  status. 


■  Families  will  no  longer  have  to  rely  on  private  insurance  companies  to  provide  affordable  coverage 
and  approve  their  claims  or  face  the  threat  of  financial  disaster  if  someone  gets  sick  --  all  costs  are 
fully  covered  by  the  national  health  plan. 


Changes  in  Personal  Income  Taxes  and  Average  Health  Care  Savings 
for  a  Family  of  Four,  1990  Income  Levels 

Income  Level 

Personal  Income 
Tax  Increase 

Average  Out-of-Pocket 
Health  Care  Savings 

Lowest  20  percent  (Average  income  =  $12,800) 

$0 

$930 

Second  20  percent  (Average  income  =  $27,400) 

$0 

$1,440 

Third  20  percent  (Average  income  =  $39,200) 

$0 

$1,590 

Fourth  20  Percent  (Average  income  =  $54,000) 

$50 

$1,750 

Next  15  percent  (Average  income  =  $81,600) 

$460 

$2,020 

Next  5  percent  (Average  income  =  $273,100) 

$12,290 

$2,620 

Note:  These  figures  are  for  no-elderly  families  of  four.  Current  health  care  costs  covered  by  plan  include  covered  out  of 
pocket  expenses  (including  insurance).  Tax  figures  assume  no  special  break  for  capital  gains  (treated  as  regular  income) 
and  additional  personal  income  tax  reforms  affecting  high  income  families. 
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The  Russo  Bill 
Impact  on  Senior  Citizens 

Major  Provisions 

■  Provides  comprehensive  coverage,  including  long-term  care,  home  care,  prescription  drugs,  and 
preventive  services  not  now  covered  by  Medicare.  There  are  no  copyaments  or  deductibles. 

■  Senior  citizens  contribute  to  the  National  Health  Trust  Fund  through  a  monthly  long-term 
care/health  premium  (equal  to  Part  B  premium  plus  $25/month),  an  increased  personal  income  tax 
on  those  in  the  top  income  brackets,  and  a  provision  to  increase  the  portion  of  Social  Security 
benefits  included  as  taxable  income. 

■  Senior  citizens  with  incomes  below  120%  of  poverty  do  not  pay  the  monthly  premium  and  are  not 
affected  by  the  Social  Security  or  personal  income  tax  changes. 


Major  Benefits 

■  Saves  senior  citizens  S33  billion  in  current  health  care  costs. 

■  Eliminates  out-of-pocket  costs  and  balance  billing  for  covered  services;  gets  rid  of  Medicare 
deductibles  and  cost-sharing. 

■  Protects  those  now  facing  cutbacks  in  coverage  and/or  increased  cost-sharing  as  businesses  reduce 
retiree  benefits. 

■  Protects  retirees  from  losing  health  care  benefits  if  their  firm  goes  bankrupt. 

■  Eliminates  the  need  for  Medigap  insurance. 


Average  Net  Savings  from  Russo  Bill 
For  Senior  Citizens  Not  on  MeaTcaid 

Single  Households 

Married  Couples 

Median  Income 

Net  Savings 

Median  Income 

Net  Savings 

Lowest  Fifth 

$5,370 

$1,120 

SI  1,958 

S2.161 

Second  Fifth 
Middle  Fifth 

SI  0,548 
S13.520 

$1,131 
SI, 424 

S26.238 
$39,631 

$2,159 
$2,165 

Fourth  Fifth 
Highest  Fifth 

$22,843 
$62,801 

$1,717 
S1.086 

S55.603 
S133.414 

$2,518 
$2,878 

Note:  Net  savings  are  based  on  a  comparison  or  average  household  spending  Tor  taxes,  Medicare  premiums,  and  out-or-pocket  expenses. 
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TUESDAY,  SEPTEMBER  10, 1991 


Marty  Russo 

Health  Care:  There  Is  a  Plan  That  Works 


Everyone  agrees  that  this  country  needs  to 
reform  its  health  care  system.  Everyone  also 
agrees  that  this  reform  should  guarantee  high-quali- 
ty health  care  to  aO  Americans  without  increasing 
current  health  care  spending.  Only  a  single-payer 
health  care  system  can  expand  health  care  to  every 
American  while  saving  billions  of  dollars  without 
causing  rationing  and  without  requiring  cost  shar- 
ing. 

A  single-payer  system  simply  replaces  the  multi- 
bide  of  public  and  private  health  insurance  pro- 
grams now  in  place  with  a  single,  publicly  financed 
plan  that  covers  all  Americans.  Because  there  is 
only  one  plan  and  only  one  payer,  money  is  no 
longer  wasted  on  determining  who  is  eligible  for 
benefits,  or  on  billing  1,500  insurance  agencies  and 
millions  of  consumers  or  on  advertising,  marketing 
and  commissions.  According  to  the  General  Ac- 
counting Office,  the  United  States  would  save  more 
than  $67  billion  a  year  in  administrative  costs  alone 
under  a  single-payer  system  This  means  we  could 
provide  health  care  to  the  uninsured,  improve 
coverage  for  the  insured,  and  eliminate  co-pay- 
ments and  deductibles  for  everyone.  And  Ameri- 
cans would  stiO  be  free  to  choose  their  own  doctor, 
hospital  or  health  care  provider. 

The  most  common  misconception  about  a  sin- 
gle-payer system  is  that  it  would  lead  to  rationing. 
This  view  ignores  our  well-documented  overcapacity 
h  technology,  equipment  and  physicians.  Charles 
Bowsher,  the  comptroller  genera),  and  other  experts 
have  testified  that  this  overcapacity  would  prevent 
health  care  rationing  under  a  single-payer  system, 
especially  in  the  first  20  years.  The  high  level  of 
funding  that  created  this  overcapacity,  11.5  percent 
of  GNP  in  1989,  would  be  maintained.  Since  a 
single-payer  system  requires  budgeting,  however, 
health  care  dollars  would  be  allocated  more  efficient- 
ly, so  that  quality  of  care  would  be  improved. 

Critics  cite  waiting  lines  in  Canada,  which  they 
say  are  caused  by  the  Canadian  single-payer  sys- 
tem. In  fact,  Canada  has  few  waiting  fines;  the 


Canadians  never  have  to  wait  for  emergency  care. 
Waiting  lines  exist  primarily  for  specialized  high- 
tech procedures,  such  as  heart  bypass  surgery.  It's 
true  that  the  United  States  provides  more  of  these 
procedures  than  Canada,  but  it's  unclear  that  our 
citizens  are  any  healthier  as  a  result  The  Rand 
Corp.  found  that  40  percent  of  heart  bypass  opera- 
tions performed  in  the  United  States  were  unneces- 
sary. This  means  many  Americans  paid  for  an 
expensive  procedure  and  were  exposed  to  serious 
risks,  yet  received  no  health  benefit 

Those  who  focus  on  rationing  in  Canada  tend  to 
ignore  the  rationing  Americans  face  daily  from  their 
insurance  companies.  Unable  to  control  runaway 
medical  inflation,  insurance  companies  protect  their 
profit  margins  through  rationing.  Their  tactics 
include  denying  care,  even  when  prescribed  by  a 
physician,  increasing  cost  sharing  and  refusing  to 
cover  preexisting  conditions.  The  high  co-payments 
and  deductibles  force  hard-working  families  to  wait 
months  before  they  can  afford  to  go  to  the  doctor, 
while  skyrocketing  insurance  company  premiums 
are  pricing  more  and  more  Americans  out  of  the 
health  care  system.  Americans  dependent  on  pri- 
vate health  insurance  are  only  an  illness  or  a  job 
away  from  losing  coverage.  In  1990,  more  than- 37 
million  Americans  had  no  health  insurance,  and 
millions  more  were  underinsured.  Canadians,  on 
the  other  hand,  never  worry  about  whether  their 
medical  bills  will  be  covered  or  about  losing  their 
coverage  when  they  get  sick. 

The  truth  is,  Canada's  health  care  system  is 
more  efficient  than  ours.  Canada  spends  40  percent 
less  per  person  on  health  care  than  the  United 
States,  yet  Canadians  visit  their  physicians  more 
often  than  people  do  in  the  United  States.  Further- 
more, nearly  aO  expectant  mothers  in  Canada 
receive  prenatal  care.  In  the  United  States,  only  76 
percent  of  women  who  had  live  births  in  1988 
received  prenatal  care  starting  in  the  first  trimes- 
ter. As  examples  from  other  countries  show,  sin- 
gle-payer increases  the  quality  of  health  care  by 


promoting  preventive  care  and  the  appropriate  use 
of  expensive  high-tech  procedures. 

Critics  of  single-payer  say  the  plan  would  only 
work  if  it  imposed  high  cost-sharing  to  prevent 
consumers  from  over-utilizing  the  system  and  driv- 
ing up  costs.  But  the  United  States  already  has  the 
highest  level  of  cost-sharing  among  all  industrialized 
nations,  yet  it  is  the  only  country  that  has  been 
completely  unable  to  control  costs.  As  the  Congres- 
sional Budget  Office  explains,  cost-sharing  is  rela- 
tively ineffective  at  controlling  costs  because  con- 
sumers lack  the  medical  knowledge  about 
alternative  treatments  and  their  efficacy  and  there- 
fore wiD  foOow  their  doctor's  reccmmendatkms. 
Cost  sharing  is  inappropriate  and  unnecessary  to 
control  costs  under  a  single-payer  system. 

Polls  show  that  Americans  support  a  universal, 
single-payer  health  plan  more  now  than  ever  be- 
fore. A  recent  Wall  Street  Journal/NBC  News  poll 
found  that  69  percent  of  voters  support  a  single- 
payer  hearth  plan  similar  to  Canada's.  I  have 
introduced  a  single-payer  tnD  in  Congress,  H.R. 
1300.  the  Universal  Health  Care  Act  of  1991, 
which  already  boasts  more  cosponsors  and  endorse- 
ments from  outside  organizations  than  any  other 
health  reform  bill  in  Congress. 

We  can't  afford  to  do  anything  less  than  single- 
payer.  According  to  the  General  Accounting  Office, 
the  only  way  we  wiD  ever  stow  health  care  inflation 
in  the  United  States  is  through  comprehensive 
reform.  And,  as  the  Congressional  Budget  Office 
has  testified  before  the  Ways  and  Means  Commit- 
tee, single-payer  is  the  only  system  that  can  provide 
high-quality  care  to  aO  Americans  for  less  than  we 
currently  spend  on  health.  No  other  health  care 
proposal— neither  mandated  benefits  or  pay-or- 
phy— can  make  this  daim.  Single-payer  is  the  best 
solution  to  our  nation's  health  care  crisis. 

The  writer  is  a  Democratic  representative  from 
Illinois  and  vice  chairman  of  the  Ways  and 
Means  subcommittee  on  health. 
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Chairman  Rostenkowski.  Thank  you. 
Mr.  Stark.  Mr.  Chairman? 
Chairman  Rostenkowski.  Mr.  Stark. 
Mr.  Stark.  Thank  you,  Mr.  Chairman. 

I  want  to  congratulate  my  colleague.  I  have  just  been  reading,  in 
addition  to  his  and  other  testimony,  a  letter  from  distinguished 
Professor  Reinhardt  at  Princeton  University,  who  indicates  in  his 
letter  that  the  Stark  and  the  Russo  and  the  Rostenkowski  bills  are 
what  he  calls  an  inevitable  change  in  this  country  from  an  expend- 
iture-driven financing  of  health  care  toward  a  budget-driven  deliv- 
ery of  health  care,  and  that,  in  effect,  is  where  we  will  end  up. 

He  says  in  closing  in  his  letter — and  I  think  this  applies  directly 
to  the  gentleman: 

A  sensible  posture  toward  these  developments  would  not  be  to  harken  back  to  the 
status  quo,  to  frighten  the  world  with  hysterical  illusions  to  rationing  or  other 
forms  of  disinformation,  but  a  sensible  posture  will  be  one  that  obeys  the  following 
admonition:  Praise  the  Lord,  never  stand  between  a  dog  and  a  lamppost,  and  exploit 
the  inevitable. 

I  want  to  suggest  to  the  gentleman  that  he  is  right  on  this  target, 
he  sees  what  is  coming,  he  is  a  leader  in  framing  the  debate,  and 
whether  we  get  all  the  way,  inevitably,  to  his  transformation,  I 
submit  in  the  next  few  years  we  will  get  part  way  there  and  begin 
to  establish  that  as  our  inevitable  destination. 

Thank  you  for  your  leadership. 

Mr.  Guarini.  Mr.  Chairman? 

Chairman  Rostenkowski.  Mr.  Guarini. 

Mr.  Guarini.  Thank  you,  Mr.  Chairman. 

Thank  you  for  your  very  forceful  presentation,  all  the  great 
thinking  and  work  that  you  put  into  it.  Apparently,  your  system 
leans  very  much  toward  the  Canadian  system,  which,  of  course, 
eliminates  insurance  companies.  You  have  tens  of  thousands  of 
people  that  would  be  involved.  How  would  you  propose  to  work  on 
the  unemployment  problem  that  would  exist  as  a  result  of  putting 
the  insurance  companies  out  of  business? 

Mr.  Russo.  As  Mr.  Stark  indicated,  no  one  expects  us  to  go  to 
single-payer  overnight.  It  is  going  to  take  a  transition  period.  How 
we  do  that  transition  is  very  critical.  The  pieces  that  we  put  in 
place  today  need  to  be  put  in  properly,  so  that  we  can  ultimately 
reach  single-payer.  As  we  go  down  that  line,  it  will  take  5,  6,  7,  8 
years  to  do  it,  through  a  process  of  attrition  

Mr.  Guarini.  Phase  in. 

Mr.  Russo.  We  can  cover  most  of  the  employees  that  way.  The 
other  way  would  be  to  do  a  trade  adjustment  assistance  procedure, 
where  we  can  retrain  individuals. 

In  talking  to  health  insurance  industry  executives  myself,  this  is 
not  a  lucrative  business  for  them.  Basically,  they  lose  money. 

Five  major  providers  of  health  insurance  have  stepped  out  of  the 
field  because  of  losing  money.  I  do  not  like  people  to  lose  money 
like  that.  It  is  terrible  that  they  have  to  be  stuck  in  the  business,  if 
it  is  continually  losing  money,  so  I  just  eliminate  the  problem  for 
them.  Companies  do  not  write  health  insurance  under  my  proposal, 
therefore,  they  do  not  have  to  worry  about  losing  any  more  money. 

We  need  to  deal  with  the  people  who  are  affected  by  that.  In  our 
bill,  we  set  up  a  process  in  which  the  States  will  be  the  only  indi- 
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viduals  to  look  at  an  insurance  form  before  it  is  sent  to  the  Federal 
Government.  The  States  could  hire  intermediaries,  such  as  insur- 
ance companies  for  the  sole  function  of  looking  at  whether  or  not 
service  was  provided.  There  would  be  no  question  of  whether  or  not 
the  individual  is  eligible,  or  if  the  service  is  covered,  because  under 
this  proposal  everything  is  covered,  with  the  exception  of  cosmetic 
surgery,  over-the-counter  drugs,  and  private  rooms  that  are  not 
medically  necessary. 

It  is  a  very  simple  process.  If  the  doctor  or  the  hospital  provided 
the  service,  it  is  checked  and  sent  to  the  Federal  Government.  The 
one  thing  the  Federal  Government  does  under  this  program,  unlike 
what  some  of  my  colleagues  believe,  is  to  cut  a  check,  which  we  do 
very  well.  We  cut  them  every  month  under  Social  Security. 

You  do  not  hear  anybody  saying  we  do  not  want  Social  Security. 
You  do  not  hear  anybody  saying  we  do  not  want  Medicare.  We  do  a 
very  good  job  in  Medicare  and  in  Social  Security.  We  have  the  ex- 
perience, and  to  the  extent  that  we  have  an  impact  on  those  indi- 
viduals affected,  we  can  help  retrain  them,  at  the  least.  I  do  not 
think  that  is  going  to  be  a  major  problem. 

Mr.  Guarini.  Now,  two  of  the  items  that  keep  costs  up  so  much 
in  our  health  care  delivery  system  we  have  now  is  the  malpractice 
problem  and  the  paperwork.  Would  you  address  the  malpractice 
problem  in  your  bill? 

Mr.  Russo.  Well,  we  do  it  indirectly. 

Mr.  Guarini.  How  much  would  you  save  from  the  paperwork  as 
a  result  of  

Mr.  Russo.  Administratively,  the  bottom  line  is  we  save  any- 
where from  the  GAO  figure  of  $67  billion  a  year,  to  other  studies 
that  have  it  in  the  hundreds  of  billions  of  dollars. 

Mr.  Guarini.  That  would  go  to  help  to  finance  it. 

Mr.  Russo.  We  spend  24  cents  of  every  health  care  dollar  in 
America  on  administrative  costs.  The  Canadians  spend  11  cents.  If 
we  did  just  what  the  Canadians  do,  and  I  happen  to  think  we  can 
do  it  even  better,  we  would  save  $100  billion.  Last  year,  we  spent 
almost  $180  billion  on  administrative  costs. 

If  you  can  save  half  of  those  costs,  which  under  a  single-payer 
system  you  do,  you  then  put  the  money  right  back  into  the  system. 
GAO  found  that  to  insure  all  uninsured  people,  it  would  cost  $18 
billion.  To  get  rid  of  all  deductibles  would  cost  another  $46  billion. 
We  will  still  have  money  left  over  to  give  long-term  care,  to  give 
prescription  drugs,  and  to  give  high-quality  care  to  all  Americans, 
if  you  saved  just  on  administrative  costs.  This  would  be  done 
through  single-payer. 

Regarding  malpractice,  the  individual  who  testified  indicated 
!  that  malpractice  is.  at  most,  5  percent  of  the  problem.  Well,  5  per- 
I  cent  of  $750  billion  is  still  a  lot  of  money,  but  it  is  only  5  percent  of 
the  problem. 

In  this  legislation  malpractice  is  not  dealt  with  directly.  Howev- 
er, by  setting  up  practice  guidelines  and  applying  them  to  all 
health  care  in  this  country,  we  will  set  up  what  is  known  as  an 
I   appropriate  care  for  a  medical  episode.  In  essence,  a  defense  for  the 
j  doctor,  a  course  of  action  recommended  by  other  doctors. 

The  reason  why  these  medical  awards  are  so  high  in  court  cases 
i   is  simply  because  when  you  have  a  quadriplegic  who  suffers  as  a 
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result  of  malpractice,  that  individual  needs  care  for  the  rest  of 
their  life,  every  day,  every  minute.  This  is  why  awards  are  so  high, 
because  the  medical  services  are  so  expensive. 

Under  my  legislation,  court  awards  will  be  reduced  because  the 
medical  services  are  covered. 

Mr.  Guarini.  Thank  you  for  your  outstanding  contribution. 

Thank  you,  Mr.  Chairman. 

Mrs.  Johnson.  Mr.  Chairman? 

Chairman  Rostenkowski.  Mrs.  Johnson  will  inquire. 
Mrs.  Johnson.  Thank  you,  Mr.  Chairman. 

I  thank  my  colleague  from  Illinois  for  his  testimony  and  for  his 
thought  as  to  solutions  to  our  health  care  problems. 

There  are  differences  of  opinion  as  to  the  savings  that  the  GAO 
study  projects.  Further,  the  GAO  study  does  not  specifically  guar- 
antee that  the  quality  of  our  health  care  system  will  be  retained  if 
we  adopt  the  single-payer  system.  In  fact,  the  report  makes  some 
assumptions  in  its  estimates  that,  in  my  estimation,  the  American 
people  would  not  accept. 

So,  I  think  we  can  argue  about  the  cost  of  your  bill.  I  know  we  5 
can  certainly  argue  about  whether  people  are  willing  to  pay  new 
taxes  to  create  a  national  health  care  system.  But  the  issue  that  I 
want  to  raise  with  you  is  a  different  issue,  but  goes  to  a  very  im-  ! 
portant  concern. 

Professor  Reinhardt  just  described  your  proposal  as  budget- 
driven  delivery  of  health  care.  Well,  we  have  a  single-payer  health 
care  system  that  is  clearly  budget-driven  and  that  has  been  a  cata-  tj 
strophic  failure,  and  that  is  Medicaid.  It  has  been  a  failure  because 
Government  has  not  been  willing  to  pay  a  price  that  really,  in  fact,  ; 
provides  for  adequate  health  care. 

Medicare  is  going  in  the  same  direction.  If  you  check  with  your 
hospitals  at  home,  you  will  see  that  they  are  not  being  paid  under 
Medicare  what  they  need  to  be  paid  to  provide  frail  seniors  with 
the  quality  of  care  that  they  need.  So,  budget-driven  health  care 
delivery  systems  may  mean  under-reimbursement,  reduced  serv- 
ices, and  inferior  health  care. 

If  you  have  a  single-payer  national  health  care  system,  you  put 
your  entire  trust  in  Government  to  provide  reasonable  reimburse-  t 
ments.  If  you  look  at  Medicaid,  that  trust  is  not  merited.  If  you  f 
look  at  Medicare,  it  is  not  merited.  If  you  look  at  the  VA  system, 
we  control  costs  there  by  eliminating  half  of  the  population  we  i 
serve. 

So,  where  do  you  get  your  confidence  that,  if  we  go  this  direction,  S 
maybe  not  the  first  year  or  the  second  year,  but  10  years  down  the 
road,  we  will  be  reimbursing  for  services  in  a  way  that  will  assure 
that  the  services  will  be  there  and  the  quality  of  care  will  be  com- 
mensurate with  the  quality  that  Americans  expect? 

Mr.  Russo.  Well,  I  hope  the  chairman  has  some  patience  for  me 
to  answer  that  question,  because  I  think  it  raises  valid  issues  that  I 
need  to  deal  with,  and  I  thank  the  gentle  lady,  because  I  know  she 
has  her  own  health  care  proposal,  and  we  may  disagree,  but  I 
think  the  bottom  line  for  all  of  us  is  we  want  to  get  quality  health 
care  for  all  Americans,  so  I  think  it  is  important  to  have  this  dis- 
cussion. 
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I  think  Medicaid  is  a  disaster.  There  is  no  question  that  Medicaid 
is  a  disaster.  But  is  it  a  disaster,  because  the  Government  is  not 
supplying  the  funds?  I  think  it  is  a  disaster,  because  the  way  the 
system  was  set  it  up.  It  was  set  up  dooming  it  to  fail. 

When  we  set  up  Medicare  in  1965,  we  made  an  enormous  mis- 
take. We  did  not  put  in  the  structure  that  was  necessary  to  move 
toward  a  single-payer  system,  which  was  the  intent  originally.  So, 
what  the  Government  did  is  it  took  its  two  main  problems,  it  took 
the  poor  and  the  elderly,  and  that  is  what  the  Government  got,  and 
the  insurance  industry  got  everything  else.  They  got  all  the  health 
people.  So,  basically,  the  Government  program  was  doomed  to  fail, 
because  we  had  the  biggest  problems  to  deal  with,  with  the  least 
amount  of  dollars  to  deal  with  it. 

Under  the  system  we  have  here,  that  is  not  going  to  happen.  Ev- 
erybody is  going  to  be  in  the  pot  and  everyone  is  going  to  be  able  to 
get  the  kind  of  quality  health  care  that  just  the  people  in  the  pri- 
vate sector  seem  to  be  able  to  get. 

You  need  to  get  rid  of  the  VA  system.  The  VA  system  is  not  a 
good  system.  That  is  why  we  have  melded  all  of  it  into  one  single- 
payer  system.  If  you  look  at  every  other  industrialized  country  we 
compete  with  in  the  world,  they  have  it.  They  are  doing  well.  They 
are  competing  better  than  we  can  compete  in  the  world  market- 
place, and  they  cover  all  their  citizens. 

The  closest  competitor  we  have  is  the  Canadians.  They  do  it  for 
40  percent  less  per  capita  than  we  do  it.  Nancy,  it  is  not  as  if  we 
were  not  spending  the  money.  It  is  how  do  we  channel  this  money 
properly. 

The  GAO  has  said  that  because  of  the  tremendous  amount  of  dol- 
lars that  we  have  spent  over  the  years,  almost  11.5  percent  of  our 
gross  national  product,  we  have  a  huge  overcapacity  that  will  more 
than  be  able  to  deal  with  the  kind  of  problems  and  demands  on  the 
system  that  we  are  going  to  have. 

I  am  not  trying  to  ratchet  down  the  system  down  to  8.9  percent 
or  8.5  percent.  I  am  just  trying  to  keep  it  at  a  level  part,  about  11.5 
percent  of  gross  national  product,  which  has  gotten  us  to  this  point 
that  we  have  this  enormous  overcapacity.  The  bottom  line  is  the 
Government  does  an  excellent  job  in  Medicare.  It  does  an  excellent 
job  in  Social  Security.  People  have  a  lot  of  confidence  in  the  Feder- 
al Government  in  those  programs. 

The  reason  we  have  the  problem  we  have  today  is  because  there 
is  enormous  cost  shifting  going  on,  because  the  Government  only 
gets  the  high-risk  cases,  and  so  there  are  enormous  shifts,  because 
there  are  a  lot  of  people  who  are  falling  through  the  cracks  that 
doctors  and  hospitals  provide  for  out  of  the  charity  of  their  hearts 
that  go  uncompensated,  so  they  need  to  be  compensated.  That  is 
why  you  need  to  have  a  single-payer  system,  where  everyone  is 
treated  the  same  and  fairly. 

So,  we  are  at  a  critical  stage  in  our  career  here,  in  terms  of  how 
do  we  set  up  the  structure  that  leads  us  to  make  sure  that  all 
Americans  get  quality  health  care  coverage.  We  have  a  system  that 
is  based  on  high-tech  reimbursement.  We  ought  to  have  a  system 
that  is  based  on  medical  need. 

For  example,  we  do  not  do  preventive  care.  We  can  save  billions 
of  dollars  and  have  healthier  people,  healthier  children  born  into 
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this  world,  if  we  would  spend  money  on  preventive  care,  but  our 
reimbursement  system  does  not  reimburse  preventive  care. 

Chairman  Rostenkowski.  Mr.  Downey  will  inquire. 

Mr.  Downey.  Thank  you,  Mr.  Chairman. 

Mr.  Chairman,  I  see  that  you  are  sitting  with  our  friend  Mr. 
Pease,  and  if  this  be  the  first  opportunity  anyone  has  had  to  say 
that  his  pending  announcement  that  he  is  going  to  leave  the  Con- 
gress is  a  blow  to  this  committee,  to  this  Congress  and  to  this  coun- 
try. He  will  be  missed  deeply.  If  there  was  ever  a  conscience  of  the 
committee,  it  is  Mr.  Pease,  and  I  just  want  you  to  know  how  deeply 
upset  I  am  about  the  thought  that  you  will  not  be  with  us  next 
term,  Don. 

Mr.  Chairman,  you  mentioned  to  Mr.  Russo  at  the  outset,  when 
he  was  here  that  if  we  had  the  steel  in  our  backbone,  that  we 
would  pass  something  like  Mr.  Russo's  bill,  and  you  also  men- 
tioned, I  think,  that  if  we  had  the  President's  support  that  we 
would  do  that. 

I  think  that  it  is  fair  to  say  that  in  1985,  when  the  President  first 
issued  the  challenge  to  you,  Mr.  Chairman,  that  we  needed  to  do 
tax  reform,  that  there  were  many  faint  hearts,  including  mine, 
who  said  that  it  could  not  be  done. 

I  think  what  Mr.  Russo  has  done  for  us  in  the  hard  work  in  put- 
ting together  the  single-payer  is  to  chart  a  course  that  we  will 
eventually  have  to  take,  and  that  is  that  the  current  system  of 
medical  care  in  this  country  is  not  now  working.  There  are  a 
number  of  competing  proposals  that  offer  themselves  as  solutions, 
that  if  we  have  the  time — and  we  certainly  hope  we  will  take  it — 
we  will  come  to  the  conclusion  that  it  will  wind  up  costing  us  more 
money  and  not  covering  all  our  people. 

Mr.  Russo's  plan,  in  my  view,  is  the  only  plan  that  makes  any 
sense.  It  is  the  only  plan  that  I  believe  will  meet  with  the  success 
across  our  country  that,  when  people  examine  it,  I  think  it  will  do 
well. 

The  only  way,  Mr.  Chairman,  we  are  going  to  get  the  President 
of  the  United  States  to  support  Mr.  Russo's  plan  is  if  all  of  us  sup- 
port it.  To  say  that  it  does  not  have  a  chance  or  to  give  people  the 
idea  that  it  is  not  a  strong  contender  dooms  it  initially,  when  it 
does  not  deserve  that  particular  fate. 

I  would  just  say  that  I  hope,  as  we  move  forward,  that  we  will 
listen  very  carefully  to  what  Mr.  Russo  and  others  have  said  about 
single-payer,  because  I  think  we  can  change  the  President's  mind.  I 
think  the  1992  election  is  going  to  be  about  changing  the  Presi- 
dent's mind  on  the  question  of  national  health  insurance.  I  make 
this  prediction,  Mr.  Chairman,  and  that  is  that  after  the  1992  elec- 
tion, regardless  of  who  wins  that  election,  we  are  going  to  be  work- 
ing in  detail  about  a  single-payer  system  very  similar  to  what  Con- 
gressman Russo  has  talked  about. 

Marty,  you  started  to  address  some  points  that  our  friend  and 
colleague  Mrs.  Johnson  had  raised  about  putting  faith  in  the  Gov- 
ernment to  do  things,  and  I  think  you,  in  part,  answered  the  ques- 
tion when  you  said  that  Medicare  and  Medicaid,  despite  their  prob- 
lems, operate  fairly  effectively,  and  that  we  have  some  experience 
with  a  very  large  proposal. 
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I  would  like  you  to  address  more  generically  this  idea  of  the  role 
of  Government,  that  for  10  years  we  have  said  the  Government 
does  not  work.  We  had  a  President  in  1981  who,  in  his  inaugural 
address,  said  to  the  American  people,  the  Government  is  the  prob- 
lem. Well,  for  the  last  10  years,  we  have  been  doing  our  level  best 
to  get  rid  of  Government  at  every  level.  We  have  had  savings  and 
loan  scandals  and  HUD  scandals. 

I  happen  to  think  that  if  we  invest  the  time  and  energy  in  this 
Government,  we  can,  as  the  efforts  in  Desert  Storm  so  graphically 
proved,  have  a  successful  Government  operation.  Mr.  Russo,  if  you 
would  address  this  question  of  the  Government  playing  a  role  here, 
I  would  certainly  appreciate  it. 

Mr.  Russo.  I  think  there  is  no  question  that  the  Government 
needs  to  play  a  role.  The  Government  has  experience  in  the  health 
care  field;  in  fact,  it  is  the  only  part  of  the  health  care  field  that 
has  been  able  to  contain  costs. 

But  if  you  look  at  the  philosophy  of  the  past  10  years,  Govern- 
ment was  out  of  its  role  as  an  overseer.  This  is  when  major  prob- 
lems occurred.  We  have  an  S&L  scandal  because  we  deregulated 
and  did  not  inspect.  The  airways  are  not  as  safe  as  they  would  be 
because  of  deregulation  and  the  FAA's  low  standard  of  inspections. 

How  did  the  SEC  allow  the  Ivan  Boesky's  and  the  Drexel  Burn- 
ham's,  the  junk  bonds,  and  now  Salomon  Bros.?  Where  was  Gov- 
ernment to  watch  out?  The  problem  is  the  Government  was  not 
doing  its  job.  In  this  field,  however,  the  Government  does  its  job 
and  does  it  well  because  it  has  been  able  to  contain  costs. 

I  would  like  to  address  the  concern  of  cost.  It  is  actually  a  shift- 
ing from  paying  premiums  and  out-of-pocket  expenses  to  paying  a 
premium  tax.  Ninety-five  percent  of  Americans  will  pay  less  under 
this  program.  A  family  of  four  with  an  average  income,  in  1990,  of 
$12,800,  will  pay  $930  less  than  they  currently  pay  on  health  care. 
With  an  average  income  of  $27,400,  you  will  pay  $1,440  less. 

Up  at  the  $54,000  range,  a  family  of  four  will  pay  $1,700  less. 
Somebody  does  pay  more.  The  person  who  has  an  average  income 
of  $273,100,  will  pay  probably  $10,000  more  for  health  care.  But 
look  at  what  everyone  is  getting — universal,  comprehensive,  qual- 
ity health  care  for  everybody,  and  that  includes  long-term  care. 

Chairman  Rostenkowski.  Mr.  Cardin. 

Mr.  Cardin.  Thank  you,  Mr.  Chairman. 

Marty,  first  I  want  to  thank  you.  I  think  all  of  us  who  are  trying 
to  move  forward  the  issue  of  health  care  on  access  and  cost  owe 
you  a  debt  of  gratitude.  You  have  taken  the  national  public  opinion 
that  wants  to  see  change  and  have  channeled  it  into  action  and 
have  channeled  it  in  a  way  that  people  can  see  what  we  need  to 
accomplish  in  health  care.  Although  we  may  differ  on  some  of  the 

I  aspects  of  your  bill,  I  certainly  want  to  see  legislation  pass  that 
does  provide  universal  access  to  health  care,  and  your  bill  does 

j  that. 

|  I  want  to  talk  about  two  points,  if  I  might.  One,  I  think  Professor 
Reinhardt  is  correct,  that  the  major  reform  in  your  bill  is  that  you 

|    are  going  to  a  budget-driven  health  plan,  as  compared  to  an  ex- 

j    penditure-driven  health  plan. 

I  wonder  if  you  could  elaborate  just  a  little  bit  more  as  to  how 
you  would  see  the  budgets  determined,  for  example,  for  hospital 
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care  or  physician  care,  and  how  the  different  interest  groups  would 
interchange  in  the  development  of  those  reimbursement  rates. 
Mr.  Russo.  Thank  you,  Ben. 

One  of  the  key  things  that  we  need  to  do  is  to  get  more  people 
actively  involved  in  setting  those  budgets.  Under  our  proposal,  we 
set  up  both  a  State  and  a  national  advisory  board  of  consumers — 
the  first  time  consumers  will  have  input — doctors,  health  care  pro- 
viders, Government  officials,  and  private  sector  individuals.  They 
will  set  the  State  budget,  which  then  would  be  sent  to  the  Federal 
Government  of  to  set  the  national  budget. 

Through  the  use  of  national  budgets  and  expenditure  targets,  we 
can  say  here  is  $750  million  for  the  budget,  this  is  how  it  is  allocat- 
ed. As  a  hospital,  if  you  stay  within  that  budget  and  do  a  better 
job,  you  keep  the  dollars.  If  you  do  not  do  a  good  a  job,  but  it  is  a 
service  that  needs  to  be  covered,  there  will  be  dollars  that  cover  it. 
But  if  you  are  trying  to  game  the  system  through  the  national 
health  care  budget  and  expenditure  targets,  because  we  are  the 
only  payer,  we  will  get  it  back  the  next  time. 

The  point  is,  when  you  control  the  budgets,  you  also  control  how 
you  reimburse.  The  critical  thing  in  reimbursement  today  is  not  to 
just  reimburse  the  high-tech  features  of  what  we  have  in  our  socie- 
ty, but  we  should  direct  the  attention  of  the  public  to  where  we 
need  services.  By  doing  the  reimbursement,  skewing  it  toward  pre- 
ventive care,  we  can  do  a  much  better  job  and  have  a  much  health- 
ier society.  Down  the  line,  people  will  live  longer  and  not  need 
many  medical  services  because  they  will  be  healthier  in  the  initial 
stages  of  the  process. 

Mr.  Cardin.  How  would  you  take  care  of  the  additional  costs  of 
providing  urban  care  or  rural  care,  where  

Mr.  Russo.  We  would  adjust  it  on  the  national  level,  by  geo- 
graphic regions.  A  national  rate  would  be  set,  then  readjusted  for 
geographic  regions.  I  think  this  is  important  and  we  need  to  do  it. 

Mr.  Cardin.  Let  me  go  to  one  other  point,  if  I  may  during  my 
time,  and  that  is,  whatever  the  Government  provides  some  Ameri- 
cans, many  Americans  may  not  think  it  is  enough.  They  may  want 
cosmetic  surgery  or  they  may  want  certain  care  that,  because  of  ! 
the  budget  constraints,  cannot  be  provided.  Would  your  approach 
allow  those  individuals  to  buy  private  insurance  or  to  negotiate  ! 
with  their  employers  or  to  use  their  own  funds,  in  order  to  have 
that  other  level  of  care? 

Mr.  Russo.  Well,  I  would  suspect  that  if  an  individual  wanted  to 
pay  the  premium  for  cosmetic  surgery,  over-the-counter  drugs,  and 
for  a  private  room,  they  certainly  could  do  that.  Frankly,  I  would 
think  the  premium  would  be  so  exorbitant  that  if  they  ever  needed 
the  services,  it  would  be  cheaper  for  them  to  just  pay  it  out  of  their 
pockets. 

Mr.  Cardin.  Would  it  be  possible,  though,  for  employers  to  pro- 
vide that  to  their  employees  under  your  approach  and  still  be  able 


Mr.  Russo.  Basically,  under  our  approach,  I  suspect  in  some  way 
somehow  you  could  conceivably  set  it  up.  I  do  not  think  it  would 
make  any  sense  because  you  already  have  the  most  comprehensive 
proposal.  There  will  be  an  increase  in  payroll  tax  from  1.5  to  7.5, 
but  then  there  are  payments  for  health  insurance  premiums,  or 
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workmen's  comp  medical.  All  of  it  will  be  covered.  People  have  uni- 
versal national  health  care  coverage  for  less  dollars,  as  a  percent- 
age of  payroll,  than  they  currently  do  today. 
Mr.  Cardin.  I  guess  my  point  is  

Mr.  Russo.  Theoretically,  if  they  want  that  extra  benefit  and 
were  prepared  to  pay  more,  they  could  do  it.  I  would  question  their 
judgment. 

Mr.  Cardin.  We  have  seen  some  people  in  Canada  come  to  the 
United  States  for  health  care,  because  they  believe  that  the  system 
does  not  allow  the  individual  to  get  the  type  of  health  care  in  the 
time  that  they  would  like  to  receive  it  or  in  the  manner  in  which 
they  would  like  to  receive  it. 

Do  you  envision  that  we  would  run  into  similar  problems  here  in 
the  United  States? 

Mr.  Russo.  Well,  if  you  believe  the  GAO,  which  has  very  conserv- 
atives estimates,  basically  because  of  the  overcapacity  that  we  have 
today,  we  would  not  face  those  kinds  of  problems  for  at  least  20 
years. 

Mr.  Cardin.  Thank  you. 

Chairman  Rostenkowski.  Mr.  Grandy. 

Mr.  Grandy.  Thank  you,  Mr.  Chairman 

Marty,  it  occurs  to  me,  as  I  look  at  this  list  of  Members  that  are 
making  presentations  today,  the  one  thing  that  we  all  share  is  we 
are  all  purporting  to  be  in  favor  of  some  form  of  managed  care. 
From  your  point  of  view,  respectfully,  I  guess  your  bill  is  the 
mother  of  all  managed  care  options,  because  the  Government  man- 
ages the  care. 

Mr.  Russo.  The  Government  does  not  manage  the  care,  it  is  the 
insurance  company  that  pays.  The  doctors  and  hospitals  manage 
the  care. 

Mr.  Grandy.  In  terms  of  establishing  budgets  and  services,  I 
think,  obviously,  the  Government  will  play  an  even  greater  role 
than  it  does  now. 

Mr.  Russo.  Right.  OK. 

Mr.  Grandy.  Conversely,  Nancy  Johnson's  and  my  bills  are  prob- 
ably the  runts  of  the  litter.  We  encourage  managed  care  through 
tax  incentives. 

Let  me  ask  you  this:  Somewhere  in  the  middle  is  that  nexus  of 
health  care  as  a  right  and  the  responsibility  of  the  individual  con- 
sumer to  buy  appropriate  health  care.  I  understand  the  rights  con- 
tained in  your  bill.  I  mean  you  have  got  that  obviously  well  in 
hand. 

I  would  like  to  know  a  little  bit  more  about  the  consumer  respon- 
sibility and  the  education  of  the  consumer  under  a  system  where 
the  Federal  Government  basically  sets  up  a  schedule  of  services 
and  the  consumer  acquires  it  through  paying  taxes.  I  just  wonder 
how  we  educate  that  basic  consumer  to  know  more  about  the 
health  care  that  he  or  she  is  buying,  and  that  is  my  concern. 

I  understand  how  the  Canadian  system  works  and  I  understand 
the  little  plastic  card  you  sent  around  to  members.  But  what  I  do 
not  understand  is  

Mr.  Russo.  Do  not  use  it  yet,  because  it  is  not  in  place. 

Mr.  Grandy.  Believe  me,  it  does  not  even  work  at  the  ATMs;  I 
have  tried.  [Laughter.] 
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I  would  like  to  know  how  the  consumer  gets  smarter  under  your 
legislation,  without  the  responsibility  of  having  to  buy  the  benefit 
and  finance  the  health  care  services  individually. 

Mr.  Russo.  First  of  all,  the  consumer  does  not  have  to  become 
knowledgeable  about  competing  programs,  because  there  will  be 
only  one  program.  He  will  not  have  to  decide  if  this  is  good  in 
terms  of  the  deductible  or  the  coverage.  He  does  not  have  to  worry 
about  any  of  that,  because  it  is  covered.  He  is  not  going  to  have  a 
preexisting  condition,  he  is  not  going  to  have  a  problem  about 
whether  or  not  he  is  eligible.  He  is  eligible,  so  to  that  extent  he 
does  not  have  to  worry  about  deciding  between  1,500  different 
plans. 

In  terms  of  educating  himself  in  primary  health  care,  one  nice 
thing  about  a  single-payer  program  is  that  an  individual  does  not 
have  to  worry  about  whether  the  deductible  or  the  copayment  is 
going  to  prohibit  him  from  taking  his  child  to  the  doctor. 

Patients  can  get  taken  care  at  the  early  stages  and  prevent  a  dis- 
ease from  becoming  a  catastrophic  illness.  Today,  because  of  prob- 
lems with  deductibles  and  copayments,  a  lot  of  people  deny  them- 
selves care,  because  they  cannot  afford  it  initially.  To  that  extent 
they  will  be  able  to  do  better  for  themselves.  Basically  consumers 
do  what  their  doctors  tell  them.  They  do  not  know  whether  a  par- 
ticular program  or  plan  is  going  to  solve  their  illness.  It  is  tough 
for  a  consumer  to  figure  out  the  best  possible  plan  when  they  do 
not  know  they  are  going  to  be  sick.  Most  of  us  like  to  believe  that 
it  is  never  going  to  happen  to  us,  that  we  are  going  to  be  that  1 
percent  that  is  not  going  to  get  high  blood  pressure,  or  cancer,  or 
any  other  disease. 

I  come  from  a  family  that  is  diabetic.  So  far  I  am  not,  but  I  will 
guarantee  you,  the  moment  I  become  diabetic,  I  will  not  be  cov- 
ered. I  will  either  have  an  enormously  high  premium  or  I  will  not 
be  covered.  I  am  doing  everything  I  can,  because  of  my  family  his- 
tory, not  to  get  diabetes,  but  that  does  not  mean  I  will  not  get  it. 

Heart  disease  is  genetic  in  my  family,  so  somewhere  down  the 
line  I  will  not  be  as  healthy  as  I  am  today.  How  do  I  prepare  for 
that?  How  do  I  know  which  policy  to  get?  I  have  no  idea.  I  am  just 
trying  to  do  the  best  job  I  can  to  keep  myself  in  shape,  that  is  all  I 
can  do.  I  do  not  think  doctors  would  like  me  trying  to  give  advice 
to  people. 

Mr.  Grandy.  Well,  I  obviously  am  not  saying  that  the  average 
consumer  is  going  to  prescribe  for  themselves,  but  I  think  there 
does  have  to  be  a  higher  learning  curve  in  buying  health  care.  In 
this  country  right  now  we  buy  most  of  our  health  care  through  the 
workplace,  we  negotiate  a  package,  and  we  assume  that  it  is  with- 
out cost  until  we  get  that  large  premium  at  the  end.  We  do  not 
break  the  services  down.  We  spend  more  time  evaluating  what  a 
good  stereo  costs  than  a  clinical  practice  or  a  surgical  procedure. 

Mr.  Russo.  The  beauty  of  single-payer  is  that,  you  do  not  have  to 
worry  about  whether  it  is  a  good  or  a  bad  plan.  For  the  same 
amount  or  less  money  than  we  are  currently  spending,  all  your 
benefits  will  be  covered,  if  we  set  up  the  program  as  it  has  been  set 
up  in  other  industrialized  countries. 

The  Canadians  have  the  experience.  We  are  trying  to  build  a 
better  plan  based  on  their  experience.  We  have  done  it  differently 
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than  the  Canadians;  however,  they  spend  40  percent  per  capita  less 
than  we  do  and  they  cover  everybody.  I  do  not  want  to  reduce  the 
level  of  spending  to  8.9  percent,  I  want  to  keep  it  at  11.5  percent  of 
GNP.  I  think  that  is  a  good  figure. 

So,  the  services  will  be  there,  the  dollars  will  be  there.  All  we 
have  to  do  is  pass  the  bill  that  covers  all  Americans  for  comprehen- 
sive benefits. 

Mr.  Grandy.  Thank  you. 

Chairman  Rostenkowski.  Dr.  McDermott  will  inquire. 
Mr.  McDermott.  Thank  you,  Mr.  Chairman. 

This  is  the  year  for  everybody  to  drop  in  their  health  care  bill, 
Marty,  and  I  did  not  drop  one  in  this  year,  because  I  thought  your 
bill  covered  the  basic  things  that  I  think  need  to  be  covered  in  a 
health  care  plan. 

There  is  one  question  and  it  really  comes  from  something  Mr. 
Grandy  was  talking  about,  and  that  is  the  whole  question  of  the 
role  you  expect  managed  health  care  to  play  in  a  national  health 
plan.  Many  of  us  on  the  west  coast  are  familiar  with  Kaiser  Per- 
manente  and  Group  Health  of  Washington. 

There  are  a  lot  of  HMO  programs,  and  I  would  like  you  to  say 
something  about  what  role  you  expect  managed  health  care  to 
play,  because,  from  looking  at  it,  it  looks  to  many  people  as  though 
it  is  mostly  a  fee-for-service  oriented  kind  of  proposal,  as  is  the  Ca- 
nadian system.  I  wonder  if  you  envision  a  role  for  the  managed 
health  care  systems  that  this  country  has  come  to  appreciate,  in 
parts  of  the  country,  at  least. 

Mr.  Russo.  Well,  as  the  gentleman  knows,  as  a  cosponsor  of  the 
legislation  that  I  introduced,  we  allow  that  to  happen.  The  States, 
in  setting  up  their  budgets,  can  say  in  this  particular  instance,  we 
think  managed  care  is  the  proper  role  to  go.  It  is  a  decision  that 
the  States  and  the  localities  and  the  communities  within  that  juris- 
diction will  make.  So,  we  do  not  prohibit  it,  we  just  say  that,  in  the 
event  that  the  locality  or  the  States  feel  that  this  is  something  they 
want  to  do,  they  can  do  it,  but  they  are  going  to  have  to  have  the 
support  of  the  people  who  are  going  to  be  part  of  that  plan. 

As  the  gentleman  knows,  when  you  talk  about  managed  health 
care  plans,  the  only  ones  that  are  successful  are  the  ones  that  are 
fully  integrated.  Very  few  managed  health  care  plans  are  fully  in- 
tegrated, where  the  payment  and  delivery  system  are  the  same. 

What  we  have  found  out,  for  example,  in  1989,  over  50  percent  of 
Americans  covered  were  in  managed  health  care  programs,  yet  our 
costs  continued  to  spiral.  They  have  very,  very  high  administrative 
costs  in  a  managed  health  care  program.  The  one-time  savings, 
even  if  it  is  fully  integrated,  is  only  a  one-time  savings.  So,  even  if 
they  cut  down  utilization,  it  still  does  not  cut  down  the  use  of  serv- 
ices in  other  areas  because  of  that,  so  we  have  found  that  is  not  the 
panacea,  either. 

The  other  problem  you  face  in  a  managed  health  care  program  is 
that  you  lose  what  all  Americans  enjoy  most:  their  choice  of  doc- 
tors, being  able  to  pick  who  they  want  to  go  to.  You  lose  that  kind 
of  independence.  But  to  the  extent  that  the  locality  wants  to  do 
that,  because  you  have  some  successful  programs  on  the  west  coast, 
for  example,  they  are  allowed  to  do  that,  but  they  must  meet  the 
standards  of  the  legislation  in  order  to  be  funded. 
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Mr.  McDermott.  I  think  one  of  the  things  you  are  pointing  out  is 
that  managed  care  is  not  the  same  as  managed  cost.  There  are  a 
lot  of  managed  cost  programs,  where  the  whole  goal  is  to  cut  costs. 
A  managed  care  program  is  one  where  you  really  do  integrate  not 
only  the  costs,  but  also  all  the  services,  so  that  it  can  all  be  done. 

We  had  a  seminar  this  morning  with  people  from  Group  Health 
in  Seattle,  and  in  that  system  you  do  not  lose  your  ability  to  choose 
your  own  physician.  It  is  possible  in  that  system,  if  you  do  not  like 
your  primary  care  physician,  to  choose  among  the  900  doctors  in 
the  system. 

Thank  you,  Mr.  Chairman. 

Mr.  Russo.  Thank  you. 

Chairman  Rostenkowski.  You  are  not  through,  Mr.  Russo. 
Mr.  Russo.  I  think  I  am. 

Chairman  Rostenkowski.  Doesn't  anyone  else  want  to  inquire  of 
Mr.  Russo? 

Mr.  McGrath.  I  will  ask  a  couple  more  questions. 
Mr.  Russo.  I  am  here  as  long  as  you  want  me,  Mr.  Chairman. 
Chairman  Rostenkowski.  Would  you  give  us  a  nice  long  answer, 
Mr.  Russo,  to  Mr.  McGrath?  [Laughter.] 
Mr.  Russo.  Sure.  I  am  doing  the  best  I  can,  Mr.  Chairman. 
Chairman  Rostenkowski.  Take  your  time,  Mr.  Russo. 
Mr.  McGrath. 

Mr.  McGrath.  I  am  going  to  hold  you  to  about  a  minute.  First  of 
all,  let  me  congratulate  you,  Marty,  for  elevating  this  issue  to  the 
point  of  debate  that  we  find  ourselves  in  today.  Whether  or  not  any 
one  of  us  agree  with  you  on  this  issue,  certainly  the  introduction  of 
this  bill  has  stimulated  a  debate,  and  for  that  we  should  be  grate- 
ful. 

Let  me  also  say  that  during  the  summer  break,  I  went  home  and 
conducted  6  townhall  meetings  and  11  meetings  at  senior  citizen 
clubs.  I  also  did  six  railroad  stations,  and  the  number  one  topic 
among  the  people  who  I  came  in  contact  with  during  that  month 
was  health  care. 

We  can  all  agree,  I  think,  whether  it  is  your  proposal  or  anybody 
else's,  that  we  have  a  system  that  is  not  working  as  well  as  it 
ought  to  be.  Perhaps  it  has  outlived  its  usefulness. 

We  can  also  agree  that  we  also  want  everybody  to  be  covered,  to 
have  universal  access.  We  also  want  a  cost  containment  component 
to  any  new  system  that  we  might  be  able  to  come  up  with,  and  we 
also  want  to  continue  the  quality  of  care  that  we  have  in  our 
system  today.  I  think  most  people  would  agree  that  we  have  the 
best  quality  of  care  of  all  of  those  industrialized  nations  that  you 
talk  about  that  have  different  kinds  of  health  care  systems. 

So,  with  those  three  objectives  and  maybe  a  few  more,  maybe  fo- 
cusing on  prevention  rather  than  acute  care,  perhaps  we  can  come 
up  with  a  system  that  we  can  all  be  proud  of. 

Let  me  ask  you  this:  When  it  comes  to  changing  a  system  as  dra- 
matically as  you  propose  to  change  it,  everybody  looks  at  Canada 
and  says,  "Maybe  we  can  do  this  better  than  Canada."  But  in 
Canada  they  have  10  Provinces  that  run  their  system.  In  our 
system,  we  have  the  Federal  Government  involved  with  50  States. 
They  are  covering  25  million  people  and  we  are  going  to  have  to 
cover  over  250  million  people.  They  have  a  system  where  they  have 
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common  procedures  that  are  covered.  In  our  system,  50  States 
decide  what  is  to  be  covered  by  the  individual  insurance  commis- 
sioners in  each  of  the  States.  I  am  asking  you  how  we  can,  either 
incrementally  or  instantly,  phase  in  a  system  that  seems  to  be  so 
diverse  from  what  we  are  looking  at  at  the  present  time. 

Mr.  Russo.  As  the  gentleman  knows,  90  percent  of  Canadians 
polled  love  their  system,  and  only  10  percent  do  not,  which  is  the 
reverse  of  the  United  States.  Obviously  the  system  they  are  em- 
ploying is  good  for  Canada.  However,  that  does  not  necessarily 
mean  that  same  system  will  work  here.  This  is  one  reason  why  we 
are  setting  up  one  single  system  in  which  the  eligibility  require- 
ment will  not  change  from  State  to  State,  county  to  county  or 
border  to  border.  People  will  not  have  to  worry  about  eligibility  re- 
quirements if  you  move  within  the  country. 

Mr.  McGrath.  Who  decides,  us? 

Mr  Russo.  The  legislation  sets  up  the  comprehensive  program 
and  the  Federal  Government  puts  it  in  place.  The  States  basically 
collect  the  form  and  send  it  to  the  Federal  Government. 

How  to  do  it  incrementally  is  very  important.  The  Canadians 
began  with  hospital  services,  then  phased  in  doctors,  and  then  the 
remaining  health  care  providers.  It  can  also  be  done  by  age  groups, 
starting  with  either  the  elderly,  infant  children,  or  pregnant 
women.  However,  if  you  do  anything  short  of  that  kind  of  frame- 
work, you  will  not  ultimately  get  single-payer.  The  system  must 
start  covering  comprehensively  either  the  service  or  the  group,  and 
can  be  done  over  a  period  of  time.  It  should  be  done  incrementally 
because  it  is  very  difficult  to  do  overnight. 

Mr.  Chairman,  is  that  quick  enough? 

Chairman  Rostenkowski.  Are  there  any  further  questions? 
Mr.  Russo.  Do  you  have  any? 

Chairman  Rostenkowski.  Do  you  want  to  volunteer  any,  Mr. 
Russo? 

Mr.  Russo.  No,  I  do  not  want  to  volunteer  any. 
Chairman  Rostenkowski.  Thank  you  very  much. 
Mr.  Russo.  I  appreciate  it. 

Chairman  Rostenkowski.  As  a  matter  of  fact,  Mr.  Russo,  may  I 
make  a  suggestion?  I  am  going  to  retire  here,  and  would  you  mind 
conducting  the  hearings  for  the  rest  of  the  morning? 

Mr.  Russo.  I  would  be  thrilled  to,  Mr.  Chairman. 

Chairman  Rostenkowski.  Thank  you,  Mr.  Russo. 

Mr.  Russo.  I  will  try  to  move  it  along  as  expeditiously  as  I  possi- 
bly can. 

Chairman  Rostenkowski.  Mrs.  Kennelly. 

STATEMENT  OF  HON.  BARBARA  B.  KENNELLY,  A  REPRESENTA- 
TIVE IN  CONGRESS  FROM  THE  STATE  OF  CONNECTICUT 

Mrs.  Kennelly.  Thank  you,  Mr.  Chairman. 

Thank  you  for  the  opportunity  to  appear  before  the  Ways  and 
Means  committee,  because  this  is  a  committee  that  is  charged  with 
one  of  the  most  important  things  that  is  going  to  happen  in  the 
United  States  of  America  in  the  future,  and  taking  on  this  topic 
that  is  on  the  minds  of  so  many  Americans,  the  whole  health  care 
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question,  and  doing  something  about  it  so  that  every  American  has 
access  to  health  care. 

This  committee,  the  Ways  and  Means  Committee,  did  have  the 
opportunity  to  spend  a  number  of  days  studying  this  issue  with  all 
the  experts  around  these  United  States.  We  took  many  days  to 
study  this  issue  and  we  all,  as  you  can  see  from  this  hearing,  came 
up  with  many  ideas,  but  all  the  ideas  are  certainly  not  the  same. 

I  am  proposing  today  a  health  care  plan,  and  the  name  of  that 
plan  is  the  Health  Access  and  Affordability  Today  Act.  It  is  a 
major  health  care  bill.  It  absolutely  insists  that  every  American 
have  access  to  health  care,  but  it  does  not  resort  to  the  single-payer 
system  or  the  play-or-pay  plan. 

The  simple  truth,  Mr.  Chairman,  is  our  health  care  system  is  in 
crisis.  It  is  failing.  It  costs  us  almost  12  percent  of  our  gross  nation- 
al product.  It  costs  us  over  $700  billion.  Then,  despite  those  figures, 
we  find  out  that  over  33  million  Americans  have  no  health  care. 

We  all  know  the  statistics.  The  health  care  people  who  are  not 
covered,  the  ones  that  do  not  have  health  care,  these  are  not  the 
very  poor,  these  are  not  the  elderly.  These  are  children,  these  are 
young  people,  these  are  the  working  people  who  happen  to  be  poor, 
and  we  are  here  in  the  most  technically  advanced  country  in  the 
world,  and  yet  our  health  care  system  is  failing  our  citizens. 

It  is  very  interesting  that  we  can  make  rockets  and  we  can  make 
supercolliders,  but  we  cannot  answer  the  problems  that  have  to  be 
answered  concerning  Americans  when  they  say  "Why  don't  I  have 
health  care?" 

During  the  course  of  these  hearings,  we  are  going  to  hear  many 
ideas,  as  you  have  just  presented  your  own  idea,  Mr.  Chairman.  I 
have  an  idea,  too.  My  idea  is  not  grandiose.  My  idea  is  not  compli- 
cated. My  idea  does  change  the  entire  system  as  we  have  it  today, 
because  we  happen  to  know  that  86  percent  of  Americans  currently 
have  health  insurance.  So,  my  idea  does  not  just  take  the  system 
we  have  now  and  do  away  with  it. 

What  I  do  is  fill  in  the  gaps,  and  by  doing  this,  I  think  I  would 
provide  a  health  care  system  that  provides  access  to  the  American 
people,  but  in  a  much  sooner  fashion  than  some  of  the  proposals 
that  we  have  presented  today. 

Unlike  many  of  the  proposals,  my  bill  demands  equal  sacrifice 
from  all  the  major  health  care  players,  from  the  employers,  from 
the  Federal  Government,  from  the  State  government,  from  the  in- 
surers, and  the  providers,  but  it  does  not  place  an  unreasonable 
burden  on  any  one  of  them.  They  have  to  share  the  sacrifice. 

The  employers,  their  role  would  be  very  simple.  If  you  offer 
health  care  to  one  employee  or  some  employees,  you  offer  it  to  all 
of  them.  If  you  offer  it  to  the  receptionist,  if  you  offer  it  to  the  me- 
chanic, if  you  offer  it  to  the  CEO,  then  everybody  gets  covered. 

I  also  in  my  plan  provide  health  care  coverage  for  part-time 
workers,  but  the  employer  can  ask  those  people  to  pay  for  their  in- 
surance. I  would  make  the  25  percent  deduction  for  health  insur- 
ance 100  percent,  to  make  it  easier  for  small  business  to  afford 
health  insurance. 

This  deduction,  combined  with  comprehensive  small  group 
market  reform,  which  is  very,  very  important,  very  controversial, 
yes,  but  very  important,  and  it  has  proved  that  small  group  market 
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reform  can  and  does  work.  We  have  done  it  in  my  own  State  of 
Connecticut,  and  I  think  what  it  does,  and  if  we  did  it  across  the 
United  States,  it  definitely  would  put  the  price  of  premiums  down. 

The  Federal  Government:  In  my  act,  the  "Health  Access  and  Af- 
fordability  Act,"  absolutely  acknowledges  that  the  Federal  Govern- 
ment does  play  a  vital  role  in  health  care  for  Americans.  Medicaid 
is  a  proven  program.  The  only  problem  with  Medicaid  is  that  only 
42  percent  of  those  eligible  for  Medicaid  have  it,  and  this  results 
because  Medicaid  is  a  very  complicated  system.  There  are  catego- 
ries and  you  have  to  pass  tests.  It  is  extremely  controversial  and, 
as  a  result,  only  42  percent  of  the  people  in  the  Unites  States  who 
are  eligible  can  pass  those  categorical  tests. 

As  a  result,  what  I  say  is,  look,  if  you  are  poor,  you  are  poor,  and 
if  you  are  133  percent  of  the  poverty  level,  then  you  qualify  for 
Medicaid.  My  bill  would  also  increase  Medicaid  payment  rates  to 
the  current  Medicare  levels. 

How  about  the  States?  The  State  Governors  have  proven  to  us, 
they  have  told  us,  every  one  of  us,  that  they  cannot  afford  any 
more  increases  in  Medicaid  payments.  It  is  the  largest  component 
of  many  State  budgets.  Recognizing  this,  I  would  propose  that  the 
Federal  Government  pick  up  the  costs  of  the  two  Medicaid  reforms, 
if  States  enact  a  series  of  required  reforms  that  my  bill  would  call 
upon  them  to  do. 

These  reforms  include  comprehensive  small  group  market  insur- 
ance reform,  establishment  of  a  State  risk  pool  as  the  insurer  of 
last  resort,  enactment  of  medical  malpractice  reform,  enactment  of 
mandatory  car  seat,  motorcycle  helmet,  and  seatbelt  laws,  and  a 
managed  care  network  for  Medicaid. 

The  insurers:  As  recommended  by  the  General  Accounting 
Office,  it  makes  totally  common  sense,  as  your  bill,  Mr.  Chairman, 
points  out  so  clearly,  we  would  have  one  standardized  claim,  just 
one  form — a  mechanism  will  insure  that  small  employers  and  their 
employees  have  access  to  health  care.  Small  employers  cannot  go 
through  all  the  things  that  we  see  with  all  these  huge  numbers  of 
different  forms,  thousands  and  thousands  of  them,  one  form. 

The  providers:  In  exchange  for  fair  Medicaid  payments,  uniform 
claims  processing  and  malpractice  reform,  providers  would  be  re- 
quired to  treat  Medicare  and  Medicaid  patients  on  an  assigned 
basis.  They  could  not  continue  to  charge  a  patient  more  than  Medi- 
care would  pay.  In  the  event  a  provider  refuses  to  serve  Medicare 
or  Medicaid  patients,  a  10  percent  excise  tax  on  gross  income  would 
be  assessed.  By  putting  up  Medicaid  payments  to  Medicare,  this  as- 
sures that  the  door  will  not  be  closed  in  the  face  of  the  poor. 

Children  and  young  adults  are  one  of  the  largest  groups  of  the 
uninsured.  The  Medicaid  expansion  discussed  above  will  make  mil- 
lions of  children  eligible  for  Medicaid.  In  addition,  however,  I  am 
proposing  two  innovative  reforms.  First,  for  young  adults:  How 
often  a  child — and  it  is  not  a  child,  obviously — how  often  someone 
gets  out  of  college,  21  or  22  years  old,  cannot  immediately  find  a 
job.  In  1991',  this  was  the  case  in  many,  many  places. 

So,  what  I  would  suggest  is  that  we  add  a  significant  portion  of 
the  uninsured  to  be  able  to  be  insured  by  building  on  COBRA,  a 
concept  to  encourage  colleges  and  universities  to  offer  continuation 
of  health  insurance  to  departing  students  and  preempt  State  laws 
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which  now  prohibit  this.  This  would  work,  21-  and  22-year-olds  do 
not  get  that  sick,  but  when  they  do  get  sick,  they  need  insurance 
and  should  have  insurance. 

Second,  I  propose  a  new  State  Medicaid  option  for  the  poor  in 
schools.  If  70  percent  of  a  school  has  poor  students,  students  that 
qualify  for  aid  for  families  with  dependent  children,  for  chapter  1, 
if  70  percent  of  the  pupils  in  the  schools  are  poverty  students,  then 
all  the  school  children  would  be  eligible  for  Medicaid. 

Finally,  cost  control:  This  is  something  we  have  to  address.  There 
is  no  doubt  that  the  cost  of  health  care  in  America  is  spiraling  out 
of  control  and  is  a  topic  which  the  committee,  along  with  the 
Energy  and  Commerce  Committee,  is  going  to  have  to  tackle. 

Also,  State  benefit  mandates  and  antimanaged  care  laws  have  to 
be  waived.  We  also  have  Medicaid  and  Medicare  that  would  have 
to  be  introduced  into  managed  care. 

Third,  many  of  the  unique  problems  our  health  care  system  must 
deal  with  are  a  direct  result  of  larger  societal  problems — crime  and 
violence,  poor  nutrition,  and  drug  and  alcohol  abuse.  If  we  solve 
these  problems,  the  incidence  of  crack  and  low  birth  weight  babies, 
infant  mortality  and  even  gunshot  wounds  would  go  down.  There- 
fore, an  advisory  council  would  be  created  to  study  and  report  on 
these  problems  of  rural  and  inner-city  populations. 

Finally,  I  call  for  a  comprehensive  study  on  fraud,  since  it  is  esti- 
mated that  15  to  20  percent  of  costs  in  our  health  care  system 
result  from  fraud. 

Mr.  Chairman,  I  could  go  on  and  on  about  this  bill  that  I  am  in- 
troducing, but  the  bottom  line,  as  I  said  at  the  beginning,  it  is  not 
grandiose,  it  is  not  terribly  complicated,  but  what  it  does  is  fill  in 
the  gaps  of  our  health  care  system,  so  all  Americans  can  have 
access  to  health  care. 

Mr.  Chairman,  I  ask  that  the  entirety  of  my  remarks  be  placed 
in  the  record. 

Mr.  Russo  [presiding].  Without  objection,  it  is  so  ordered. 
[The  prepared  statement  follows:] 
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STATEMENT  OF  HON.  BARBARA  B.  KENNELLY,  A  REPRESENTATIVE  IN 
CONGRESS  FROM  THE  STATE  OF  CONNECTICUT 

Thank  you  Mr.  Chairman  for  the  opportunity  to  appear  before  the 
Committee  on  this  topic;  a  topic  which  is  on  the  minds  of  so  many 
Americans . 

The  Ways  and  Means  Committee  has  spent  considerable  time  this 
year  examining  the  problems  facing  our  health  care  system  and  now 
embarks  on  an  examination  of  the  various  proposals  to  solve  those 
problems.     I  am  here  today  to  present  my  proposal,  the  Health  Access 
and  Af f ordability  Today  Act,  a  major  health  care  bill  which  ensures 
that  every  American  has  access  to  health  care,  without  resorting  to  a 
single-payor  system  or  a  play-or-pay  proposal. 

The  simple  truth  is  that  our  health  care  system  is  in  a  crisis. 
It  is  failing  because  of  skyrocketing  costs  and  the  large  numbers  of 
people  that  are  uninsured.     Although  America  spends  almost  $700  billion 
a  year,  over  33  million  Americans  have  no  health  insurance  at  all. 

We  all  know  the  statistics.     The  uninsured  are  not  the  poor  or 
the  elderly.     They  are  children,  they  are  young  adults,  they  are 
part-time  workers  and  they  are  the  working  poor.     We  are  the  most 
technically  advanced  country  in  the  world,  yet  our  health  care  system 
ranks  behind  virtually  every  other  industrialized  nation.     Why  is  it 
that  we  can  make  rockets  and  robots,  supercolliders  and  Star  Wars,  but 
we  can't  provide  health  care  for  all  Americans?     I  ask  you,  just  where 
are  the  priorities  of  this  country? 

During  the  course  of  these  hearings,  this  Committee  will  hear  a 
plethora  of  proposals  to  overhaul  the  existing  health  care  system  and 
replace  it  with  a  more  equitable  one  that  guarantees  coverage  for  all 
Americans.     It  has  become  clear  that  it  might  take  several  years  for  a 
consensus  to  develop  about  the  best  approach.     The  American  people 
don't  want  to  wait  and  they  shouldn't  have  to. 

That  is  why  I  introduced  the  Health  Access  and  Aff ordability 
Today  Act.     It  doesn't  create  a  new  government  bureaucracy.     It  doesn't 
propose  to  destroy  our  existing  health  care  system  for  those  86%  of 
Americans  who  currently  have  health  insurance.     Rather  it  is  a 
progressive  and  credible  plan  to  make  quality  health  care  accessible  to 
each  and  every  American  and  it  can  be  enacted  now. 

Unlike  many  of  the  other  proposals,  my  bill  demands  equal 
sacrifice  from  all  the  major  health  care  players  --  employers,  federal 
government,  state  government,  insurers  and  providers  —  without  placing 
an  unreasonable  burden  on  any  of  them. 

The  Employers.    Their  role  would  be  simple.     They  must  make 
health  insurance  available  to  all  of  their  employees,  whether  they  are 
full  or  part  time,  if  they  make  it  available  to  any.     All  full  time 
employees  would  make  the  same  contribution,  whether  they  are  a 
receptionist,  an  auto  assembly  line  worker,  or  the  CEO.     This  would 
help  solve  the  problem  for  the  38%  of  part  time  workers  who  are 
currently  uninsured  and  the  80%  of  the  uninsured  who  have  some 
connection  to  the  workforce. 

I  would  also  make  the  current  25%  deduction  for  health  insurance 
premiums  for  the  self-employed  100%  to  make  it  easier  for  small 
business  to  afford  health  insurance.     This  deduction  combined  with 
comprehensive  small  group  market  reform  should  assure  access  to  health 
insurance  for  small  business. 

The  Federal  Government.    The  Health  Access  and  Aff ordability 
Today  Act  acknowledges  that  federal  government  has  a  vital  role  to  play 
in  providing  quality  health  care  for  all  Americans. 

Medicaid  is  a  proven  program.     It  was  designed  to  provide  health 
care  coverage  for  all  poor  Americans.     Yet  the  real  fact  is  that  in 
1989  Medicaid  covered  only  42%  of  Americans  in  poverty.     As  a  result  of 
Medicaid's  categorical  eligibility  rules  some  people  --  such  as  single 
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adults  and  childless  couples  who  are  neither  aged  nor  disabled 
cannot  qualify  regardless  of  income.     My  bill  corrects  this  inequity  by 
eliminating  Medicaid  categorical  eligibility  and  instead  setting 
eligibility  at  133%  of  the  federal  poverty  level.     This  change  gives 
millions  of  additional  Americans  access  to  Medicaid. 

My  bill  would  also  increase  Medicaid  payment  rates  to  current 
Medicare  levels,  which  are  almost  always  significantly  higher.  By 
assuring  fair  payment  for  health  care  providers  who  argue  that  Medicaid 
payments  are  inadequate  to  cover  their  costs,  this  would  help  guarantee 
that  Medicaid  patients  are  not  turned  away  at  the  door. 

The  States.     Our  governors  have  impressed  upon  us  that  Medicaid, 
the  largest  component  of  many  state  budgets,  is  their  fastest  growing 
program.     They  argue  that  the  states  simply  cannot  afford  further 
expansions.     Recognizing  this,  I  would  propose  that  the  federal 
government  pick  up  the  costs  of  the  two  Medicaid  reforms,   if  states 
enact  a  series  of  required  reforms  within  two  years. 

These  reforms  include:     comprehensive  small  group  market 
insurance  reform;  establishment  of  a  state  risk  pool  as  the  insurer  of 
last  resort;  enactment  of  medical  malpractice  reform;  enactment  of 
mandatory  car  seat,  motorcycle  helmet  and  seatbelt  laws;  and  a  managed 
care  network  for  Medicaid  recipients. 

The  Insurers.      As  recommended  by  the  General  Accounting  Offj.ce, 
I  would  propose  standardized  claims  forms  and  electronic  billing.  In 
addition  the  states  are  encouraged  to  enact  small  group  market  reform 
--  a  mechanism  to  assure  that  small  employers  and  their  employees  have 
access  to  private  health  insurance. 

The  Providers.     In  exchange  for  fair  Medicaid  payments,  uniform 
claims  processing  and  malpractice  reform,  providers  would  be  required 
to  treat  Medicare  and  Medicaid  patients  on  an  assigned  basis;  they 
could  not  continue  to  charge  a  patient  more  than  Medicare  would  pay. 
In  the  event  a  provider  refuses  to  serve  Medicare  or  Medicaid  patients, 
a  10%  excise  tax  on  gross  income  would  be  assessed. 

Children  and  young  adults  are  one  of  the  largest  groups  of  the 
uninsured.     The  Medicaid  expansion  discussed  above  will  make  many  more 
children  eligible  for  Medicaid.     In  addition,  however,  I  am  proposing 
two  innovative  reforms  in  this  area.     First  for  young  adults     just  out 
of  college,  a  significant  portion  of  the  uninsured,  I  would  build  on 
the  COBRA  concept  and  encourage  colleges  and  universities  to  offer 
continuation  of  health  insurance  to  departing  students,  and  preempt 
state  laws  which  now  prohibit  this. 

Second,  I  propose  a  new  state  Medicaid  option  for  poor  children 
in  schools.     If  70%  or  more  of  the  students  that  attend  a  particular 
school  are  eligible  for  AFDC,  SSI,  school  lunch,  Chapter  1  or  Medicaid, 
then  all  students  who  attend  the  school  and  their  younger  siblings 
would  be  eligible  for  Medicaid. 

Finally  cost  control.     There  is  no  doubt  that  the  cost  of  health 
care  in  America  is  spiraling  out  of  control.     And  this  is  a  topic  which 
this  Committee,  along  with  the  Energy  and  Commerce  Committee,  is  going 
to  have  tackle  in  a  comprehensive  manner.     However,  The  Health  Access 
and  Af fordability  Today  Act  includes  a  number  of  steps  which  control 
costs . 

First,  state  benefit  mandates  and  anti-managed  care  laws  would  be 
waived.     Second,  Medicaid  and  Medicare  would  be  required  to  introduce 
managed  care. 

Third,  many  of  the  unique  problems  our  health  care  system  must 
deal  with  are  a  direct  result  of  larger  societal  problems  --  such  as 
crime  and  violence,  poor  nutrition,  and  drug  and  alcohol  abuse.     If  we 
can  solve  those  problems,  the  incidence  of  crack  and  low  birth-weight 
babies,   infant  mortality  and  even  gunshot  wounds  will  go  down. 
Therefore,  an  advisory  council  would  be  created  to  study  and  report  on 
the  problems  of  rural  and  inner  city  populations. 

Finally,   I  call  for  a  comprehensive  study  on  fraud  since  it's 
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estimated  that  fraud  accounts  for  15-20%  of  costs  in  the  health  care 
industry. 

In  terms  of  a  financing  mechanism,  let  me  say  that  I  am  committed 
to  finding  a  progressive  one.     However,  given  that  I  propose  a  number 
of  new  and  innovative  items  in  this  bill  and  am  told  that  it  will  take 
CBO  and  the  Joint  Tax  Committee  some  time  to  provide  me  with  a  cost 
estimate,  I  can  not  propose  a  financing  mechanism  at  this  time.     Once  I 
have  these  estimates,  I  will  find  a  way  to  pay  for  the  legislation. 

In  closing,  I  believe  the  Health  Access  and  Af f ordability  Today 
Act  is  a  balanced  package  which  can  assure  access  to  health  care  for 
all  Americans,  especially  our  children  and  our  young  adults  with  whom 
the  future  of  this  great  country  rests.     And  perhaps  most  importantly, 
it  is  something  we  can  do  soon. 

Thank  you.     I  would  be  happy  to  respond  to  any  questions. 
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Mr.  Russo.  I  thank  the  gentlelady.  I  assume  you  will  not  be  here 
as  long  as  I  was. 
The  gentleman  from  Washington. 
Mr.  McDermott.  No  questions,  Mr.  Chairman. 
Mr.  Russo.  The  gentleman  from  Texas. 

Mr.  Pickle.  I  thank  the  gentlelady  for  her  comments.  I  think  we 
all  share  the  feeling  that  whatever  program  we  advance,  we  have 
got  to  give  health  care  to  all  Americans,  and  that  has  to  be  the 
bottom  line,  so  I  think  we  would  all  agree  with  you  on  that. 

Thank  you,  Mr.  Chairman. 

Mrs.  Kennelly.  Thank  you,  Mr.  Pickle. 

Mr.  Russo.  I  have  one  question:  How  will  we  deal  with  preexist- 
ing conditions  of  individuals  who  are  sick,  or  develop  medical  prob- 
lems that  today,  if  they  wanted  a  new  job,  would  double  or  triple 
the  premiums  of  a  company  and  therefore  would  not  be  hired? 

Mrs.  Kennelly.  Mr.  Chairman,  you  are  absolutely  right.  As  you 
said,  if  a  person  has  a  preexisting  health  problem,  often  they  will 
not  change  their  job,  because  of  their  fear  of  losing  their  health  in- 
surance and  it  is  a  very  real  problem. 

In  my  health  access  and  affordability  today  bill,  the  section  on 
small  group  market  reform,  says  that  once  an  individual  has 
passed  the  test  to  get  insurance,  he  only  has  to  have  it  once,  and 
then,  if  he  changes  his  job,  he  does  not  have  to  go  through  that 
whole  system  again.  If  you  have  been  covered  and  you  have  a  pre- 
existing situation  and  one  job  and  you  are  coverec,  if  you  change 
your  job,  you  do  not  have  to  go  through  that  whole  series  of  testing 
and  then,  what  happens,  you  do  not  get  the  insurance.  So,  if  you 
have  gone  through  the  whole  procedure  once,  that  is  it,  you  can 
change  your  job  and  you  do  not  have  to  once  again  qualify  that  you 
do  not  have  a  preexisting  health  situation. 

Mr.  Russo.  Let  us  assume  a  situation  where  a  healthy  person 
suddenly  develops  multiple  sclerosis.  Are  you  going  to  be  denied 
care? 

Mrs.  Kennelly.  If  you  are  already  covered  and  under  a  plan 
that  is  covered  and  you  already  have  passed  the  test,  you  will  not 
have  to  pass  it  again.  You  will  have  insurance. 

Mr.  Russo.  At  what  price? 

Mrs.  Kennelly.  I  could  not  give  you  that  exact  price,  no.  Under 
Connecticut's  small  group  market  reform  which  my  bill  is  modeled 
after  there  would  be  no  increase  in  premium. 

Mr.  Russo.  My  concern  is  that  insurance  will  be  there,  but  how 
much  will  it  cost  to  get  it?  Is  it  going  to  be  affordable? 

Mrs.  Kennelly.  Mr.  Chairman,  I  think  that  is  why,  in  introduc- 
ing the  bill  that  I  am  introducing,  this  does  happen,  people  have  a 
situation,  they  go  into  a  job,  they  have  got  the  job,  they  are 
healthy,  as  you  say,  and  they  have  got  insurance.  Then  they  get 
multiple  sclerosis,  then  what  happens  is  they  cannot  change  their 
job.  Under  my  bill,  if  you  have  the  insurance,  you  passed  all  the 
requirements,  you  can  change  your  job  and  the  next  job  cannot  re- 
quire that  you  once  again  go  through  that  whole  situation  and,  as  a 
result,  as  you  know  and  I  know  today,  under  the  present  circum- 
stances, they  would  not  hire  you. 

Mr.  Russo.  Oh,  I  understand  that. 

Mr.  McDermott  now  has  a  question. 
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Mr.  McDermott.  Thank  you,  Mr.  Chairman. 

I  was  sitting  here  thinking  about  something  you  commented 
about,  which  I  think  is  one  of  the  major  reasons  why  the  middle 
class  is  going  to  drive  a  change  in  this  country,  and  I  want  to  hear 
a  little  bit  more  about  your  idea. 

I  have  a  son  who  graduated  from  college  this  year.  He  is  22  years 
old,  so  he  got  dropped  off  my  House  benefits,  he  is  dropped  off  his 
benefits  from  the  college  he  attended,  he  has  a  minor  health  prob- 
lem and  he  went  to  Kaiser  in  San  Francisco  and  they  were  closed 
to  new  enrollees.  Then  he  went  to  the  Blues  and  was  rejected. 

Now,  you  are  suggesting  that  you  might  do  a  kind  of  COBRA  ex- 
tension of  college  plans.  How  would  you  envision  that  working?  I 
think  that  I,  as  a  responsible  middle-class  person  cannot  stand  the 
thought  of  my  kid  being  out  there  without  insurance. 

One  other  thing  I  have  to  add  to  this:  He  was  offered  a  job  by  a 
major  brokerage  firm  in  San  Francisco,  at  $6.50  an  hour  as  a 
trader,  and  no  benefits.  So,  here  is  a  major  national  stock  broker- 
age firm  that  is  not  offering  health  coverage  to  their  beginning 
people.  So,  I  am  interested  in  your  idea  of  how  long  you  think 
people  could  keep  it. 

Mrs.  Kennelly.  By  the  way,  Mr.  McDermott,  I  have  a  son  that 
graduated  from  college  this  year  and  he  gets  dropped  from  our 
plan,  exactly,  and  then  you  have  to  go  find  health  insurance.  Obvi- 
ously, health  insurance  right  now  is  very  expensive.  Obviously,  if 
he  graduated  in  1991,  you  might  not  have  a  job  and  you  would  not 
be  able  to  have  health  insurance. 

What  happens,  you  go  into  college  and  they  have  the  group  plan 
and  you  all  get  covered,  your  son  was  covered  and  my  son  was  cov- 
ered. He  goes  through  4  years  of  school,  he  is  covered.  What  my 
bill  proposes  to  do  is  to  allow  the  colleges  and  universities  to  con- 
tinue that  coverage.  You  should  know  however  that  graduation  is  a 
COBRA  eligible  event  under  current  law. 

Now,  it  is  under  a  group  system,  so  it  is  there,  the  price  is  less, 
your  son  already  is  in  the  system,  and  so  he  is  not  dropped.  What  I 
am  suggesting  as  a  reform  for  the  States  is  what  has  happened  is 
the  States  have  said  this  is  not  allowed.  It  is  against  the  law  in  the 
State  of  Connecticut  to  do  this.  What  I  am  saying  is  you  cannot 
make  it  against  the  law  to  do  it.  What  my  bill  would  do  is  make  it 
the  law  that  your  son  could  continue  to  be  under  the  same  cover- 
age he  had  in  college,  he  is  under  that  group  plan,  he  continues 
under  that  group  plan  and  he  has  insurance.  Then,  down  the  line, 
when  he  gets  as  job,  he  then  will  go  off  the  plan. 

It  really  dovetails  with  what  Mr.  Russo  was  saying  about  some- 
one who  already  has  a  health  care  plan — if  your  son  has  the  situa- 
1  tion  when  he  is  in  college,  he  is  covered,  but  when  he  gets  out  he 
!  loses  it  and  has  to  go  through  all  these  other  tests.  This  is  exactly 
I  what  we  would  do.  We  would  say  the  universities  and  colleges  con- 
j  tinue  the  coverage  of  the  individual,  he  is  under  the  system,  he 
!    stays  under  the  system. 

Mr.  McDermott.  It  sounds  like  it  has  got  some  merit.  There  are 
a  lot  of  parents  out  there  thinking  the  same  thing  you  and  I  are. 

Mrs.  Kennelly.  By  the  way,  I  am  sitting  here  as  a  woman  who 
has  another  child  who  is  a  freelance  writer  and,  you  know,  no  way, 
Jose.  I  carry  the  coverage.  I  think  this  is  why  all  of  us  on  the  Ways 
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and  Means  Committee  are  so  committed  to  see  that  these  kinds  of 
situations  are  covered  and  that  everyone  in  the  American  system 
can  get  access.  It  is  just  not  right.  If  I  have  the  ability  to  pay  for 
my  daughter's  insurance,  fine,  but  what  about  someone  who  does 
not  get  as  good  pay  as  I  do,  then  my  daughter  would  not  have  in- 
surance, as  their  daughter  would  not  have  insurance,  and  so  I 
think  this  is  

Mr.  Russo.  Barbara,  there  are  many  cases  where  a  child  was  out 
of  school  and  uninsured.  The  parent  must  pay  for  their  insurance  if 
the  child  cannot  afford  it. 

For  someone  who  has  a  preexisting  condition  and  is  self-em- 
ployed, rates  would  be  astronomical.  I  do  not  know  how  your  bill 
would  control  the  rate.  Insurance  would  be  available  to  him,  but 
because  he  is  a  self-employed  individual  with  a  preexisting  condi- 
tion, are  you  saying  they  will  have  the  same  coverage  under  your 
health  plan  that  they  had  in  college? 

Mrs.  Kennelly.  What  I  am  telling  you,  Mr.  Chairman,  is  that 
there  are  a  series  of  reforms  that  are  called  for  by  the  States  to  put 
into  place,  so  that  the  price  of  the  premiums  will  be  substantially 
reduced. 

Mr.  Russo.  I  hope  you  are  right,  Barbara.  Thank  you. 

Mrs.  Kennelly.  Thank  you,  Mr.  Chairman. 

Mr.  Russo.  The  gentleman  from  California,  Mr.  Matsui. 

STATEMENT  OF  HON.  ROBERT  T.  MATSUI,  A  REPRESENTATIVE  IN 
CONGRESS  FROM  THE  STATE  OF  CALIFORNIA 

Mr.  Matsui.  Thank  you,  Mr.  Chairman. 

Last  month,  I  introduced  H.R.  3393,  the  Children  and  Pregnant 
Women's  Health  Insurance  Act  of  1991,  to  provide  universal  access 
to  health  care  for  pregnant  women  and  children  through  the  age  of 
21.  This  bill,  which  is  modeled  after  a  proposal  by  the  American 
Academy  of  Pediatrics,  would  provide  comprehensive  health  care 
services  to  all  pregnant  women  and  children  up  through  age  21,  re-  j 
gardless  of  their  employment  or  economic  status. 

I  adopted  this  approach  because  it  is  realistic.  We  all  know  that 
no  one  piece  of  legislation  will  solve  the  health  care  crisis  in  Amer- 
ica. The  problem  is  too  big,  and  the  Bush  administration  has  re- 
fused to  enter  into  the  debate  with  its  own  solution.  But  every  jour- 
ney begins  with  a  single  step,  and  the  Children  and  Pregnant 
Women's  Health  Insurance  Act  takes  that  step.  H.R.  3393  is  but  a  , 
part  of  the  solution  to  an  enormous  problem,  but  it  is  at  least  a  j 
start. 

Of  every  $8  that  Americans  now  spend,  $1  goes  to  health  care. 
Despite  this  expense,  37  million  Americans  have  no  health  insur- 
ance, a  quarter  of  whom  are  children;  13  percent  of  the  Nation's  i 
children  go  without  adequate  health  care.  There  are  8.3  million 
children  under  18  years  old  who  have  no  health  insurance  cover- 
age. Another  6.4  million  youth  between  18  and  24  also  lack  health 
insurance. 

The  United  States  is  among  the  wealthiest  of  nations.  Yet,  when 
it  comes  to  providing  basic  health  care  to  pregnant  women  and 
children,  our  Nation  fails  miserably.  The  United  States  ranks  21st 
in  the  world  in  preventing  infant  deaths.  Each  year,  40,000  babies  j 
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born  in  America  die  before  their  first  birthday.  These  deaths  could 
be  prevented  through  making  available  basic  prenatal  care  to  preg- 
nant women. 

Unfortunately,  things  do  not  get  much  better  for  American  chil- 
dren once  they  are  born.  Nearly  20  percent  of  all  children  have  not 
been  to  the  doctor  in  the  past  year.  This  means  that,  in  1990,  30 
percent  of  children  were  not  immunized  against  childhood  diseases 
such  as  measles,  mumps  or  rubella.  It  also  means  that  minor  condi- 
tions may  go  undetected  and  untreated.  While  this  may  seem  un- 
important, it  is  not.  An  ear  infection  left  untreated  can  result  in  a 
significant  loss  of  hearing. 

It  is  our  responsibility,  as  leaders,  to  give  all  children  the  very 
basic  gift  of  being  born  healthy,  by  making  sure  their  mothers  re- 
ceive adequate  prenatal  care.  It  is  also  our  responsibility  to  insure 
that  all  children  stay  healthy  throughout  their  youth,  by  providing 
them  with  basic  health  care  services,  such  as  immunization  against 
childhood  disease. 

This  crisis  in  the  delivery  of  health  care  service  is  not  experi- 
enced only  by  low-income  children.  Almost  two-thirds  of  uninsured 
children  have  at  least  one  parent  who  works  full-time,  while  an- 
other 13  percent  have  a  parent  who  works  part-time.  Only  20  per- 
cent of  the  uninsured  children  live  in  families  in  which  neither  of 
their  parents  work. 

Because  of  this  work  force  connection,  I  have  based  H.R.  3393  on 
the  play-or-pay  model.  It  builds  upon  current  employer-based 
health  insurance  by  requiring  employers  to  extend  health  coverage 
to  pregnant  women  and  children.  Employers  can  accomplish  this 
by  either  purchasing  a  qualified  insurance  plan  or  by  paying  into  a 
public  fund  that  would  purchase  health  insurance  for  pregnant 
women  and  children. 

The  public  plan,  while  putting  Federal  standards  into  place, 
would  be  administered  through  the  States.  Each  State  would  be  re- 
quired to  establish  a  State  children  and  pregnant  women  health 
plan  to  contract  with  private  insurers  to  provide  health  care  serv- 
ices to  pregnant  women  and  children  not  covered  under  an  employ- 
er-sponsored plan.  By  providing  insurance-based  coverage  for  both 
the  public  and  the  employer-sponsored  plan,  this  legislation  pro- 
vides measure  of  equality  and  eliminates  much  of  the  stigma  at- 
tached to  receiving  health  care  coverage  through  a  private  plan. 

All  insurance  plans  would  be  required  to  provide  a  standard 
package  of  benefits,  consisting  of  preventive,  major  medical,  and 
extended  medical  care. 

One  of  the  major  problems  facing  smaller  employers  is  their  in- 
ability to  afford  health  insurance  coverage  for  their  workers.  H.R. 
;  3393  would  correct  this  problem  by  instituting  insurance  reforms 
j  for  all  small  employers.  Federal  standards  would  be  put  in  place  to 
prohibit  insurers  from  denying  or  limiting  coverage  based  upon 
health  status, .  claims  experience,  medical  history  or  lack  of  evi- 
|  dence  on  insurability  of  an  individual.  Insurers  would  also  be  pro- 
hibited from  applying  a  preexisting  condition  exclusion.  The  bill 
would  also  provide  small  employers  with  guaranteed  renewability 
j     of  health  insurance  plans. 

Cost  is  the  major  issue  in  the  health  care  reform  debate.  While 
H.R.  3393  does  not  seek  to  answer  the  entire  cost  containment 
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question,  it  does  begin  to  address  the  issue  of  how  to  control  spiral- 
ing  health  care  costs.  I  have  tried  to  apply  the  lessons  learned 
throughout  the  1980s  as  we  worked  to  contain  costs  under  Medi- 
care. H.R.  3393  takes  the  methodology  for  reimbursing  providers 
under  Medicare  and  adjusts  those  payments  rates,  to  take  into  ac- 
count differences  in  the  services  provided  to  the  Medicare  popula- 
tion and  the  services  to  be  provided  to  pregnant  women  and  chil- 
dren. 

This  reimbursement  methodology  would  apply  to  both  the  public 
and  private  sectors,  in  an  effort  to  create  a  level  playing  field.  In 
other  words,  what  we  do  is  we  use  the  RBRVS  approach  and  use 
that  as  a  criteria  to  provide  the  level  of  reimbursement  for  both 
the  public  and  private  groups  of  pediatric  physicians. 

We  must  seize  the  opportunity  to  invest  in  the  future  of  our  Na- 
tion's children.  For  the  dollars  spent  on  prenatal  services  and  pre- 
ventive health  care  for  children,  many  more  are  saved  in  long-term 
health  care  and  social  costs.  The  future  competitiveness  of  the 
United  States  depends  upon  the  investment  that  is  made  now  in 
the  health  and  well-being  of  the  Nation's  children. 

A  recent  article  in  the  Oakland  Tribune  demonstrated  that  a 
child  who  was  born  without  adequate  prenatal  attention  will  cost 
anywhere  from  $2,000  to  $3,000  per  day  for  that  child's  coverage, 
once  that  child  is  born.  Whereas,  if  a  mother  is  given  adequate  pre- 
natal care  for  9  months  of  her  pregnancy,  the  cost  to  the  mother  is 
about  $400,  and  that  just  demonstrates  how  we  are  foolishly  spend- 
ing health  care  dollars  in  a  way  that  is  totally  unwise  and  in  a  way 
that  certainly  is  not  in  the  interest  of  the  child  or  the  mother  or 
the  country. 

Thank  you,  Mr.  Chairman. 

Mr.  Pickle  [presiding].  Thank  you,  Mr.  Matsui. 

I  recognize  that  your  bill  is  aimed  more  directly  at  the  children 
and  pregnant  women  and  I  would  feel  that  somewhere  in  this  vast 
approach,  consideration  should  be  given  to  what  you  are  proposing. 
It  is  shocking  to  realize  the  enormity  of  this  problem,  that  there 
are  so  many  infants  that  die  before  their  first  birthday,  so  surely 
we  will  keep  that  in  mind. 

I  thank  you  for  your  views  and  I  am  glad  to  make  them  a  part  of 
the  record. 

Mr.  Matsui.  Thank  you  very  much,  Mr.  Chairman. 
[The  prepared  statement  follows:] 
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STATEMENT  OF  HON.  ROBERT  T.  MATSUI,  A  REPRESENTATIVE  IN  CONGRESS 
FROM  THE  STATE  OF  CALIFORNIA 

Thank  you  Mr.  Chairman  for  giving  me  the  opportunity  to  appear 
before  the  Committee  today  to  discuss  an  issue  that  is  of  vital 
importance  to  the  United  States.    If  we  do  not  begin  to  work  to  solve 
the  health  care  crisis,  we  will  be  forced  to  live  with  the 
consequences  of  our  inaction. 

Last  month  I  introduced  H.R.  3393,  the  Children  and  Pregnant 
Women's  Health  Insurance  Act  of  1991  to  provide  universal  access  to 
health  care  for  all  pregnant  women  and  children  up  through  age  21. 
This  bill,  which  is  modeled  after  a  proposal  by  the  American  Academy 
of  Pediatrics,  would  provide  comprehensive  health  care  services  to  all 
pregnant  women  and  children  up  through  age  21,  regardless  of  their 
employment  or  economic  status. 

I  adopted  this  approach  because  it  is  realistic.    We  all  know 
that  no  one  piece  of  legislation  will  solve  the  health  care  crisis. 
The  problem  is  too  big,  and  the  Bush  Administration  refuses  to  enter 
into  the  debate  with  its  own  solution.    But  every  journey  begins  with 
a  single  step  and  the  Children  and  Pregnant  Women's  Health  Insurance 
Act  takes  that  step.    H.R.  3393  is  but  a  part  of  the  solution  to  an 
enormous  problem,  but  it  is  at  least  a  start. 

One  out  of  every  eight  dollars  that  Americans  now  spend  goes  to 
health  care.    Despite  this  expense,  one-seventh  of  the  population  goes 
uninsured.    We  all  are  familiar  with  the  often  repeated  statistic  of 
37  million  Americans  with  no  health  insurance. 

What  is  most  tragic  about  these  numbers  is  the  fact  that  one- 
quarter  of  the  uninsured  population  is  children  under  the  age  of  18; 
that  is  8.3  million  children  under  18  years  old  who  have  no  health 
insurance  coverage.    Add  to  this  figure  another  6.4  million  youths 
between  18  and  24  years  old  who  lack  health  insurance.  Thirteen 
percent  of  the  nation's  children  go  without  adequate  health  care. 

It  is  our  responsibility  as  leaders  to  give  all  children  the  very 
basic  gift  of  being  born  healthy  by  making  sure  their  mothers  receive 
adequate  prenatal  care.    It  is  also  our  responsibility  to  ensure  that 
all  children  stay  healthy  throughout  their  youth  by  providing  them 
with  basic  health  care  services,  such  as  immunization  against 
childhood  disease. 

The  United  States  is  among  the  wealthiest  of  nations,  yet  when  it 
comes  to  providing  basic  health  care  to  pregnant  women  and  children, 
our  nation  fails  miserably.    The  United  States  ranks  21st  in  the  world 
in  preventing  infant  deaths.    Each  year,  40,000  babies  born  in  America 
die  before  their  first  birthday.    These  deaths  can  be  prevented 
through  making  available  basic  prenatal  care  to  pregnant  women. 

Unfortunately,  things  do  not  get  much  better  for  American 
children  once  they  are  born.    Nearly  20  percent  of  all  children  have 
not  been  to  the  doctor  in  the  past  year.    This  means  these  children 
are  not  receiving  immunizations  to  prevent  diseases  like  mumps  or 
measles.    It  also  means  that  minor  conditions  may  go  undetected  and 
untreated.    While  this  may  seem  unimportant,  it  is  not.    An  ear 
infection,  left  untreated,  can  result  in  a  significant  loss. of 
hearing. 

In  1990,  30  percent  of  children  were  not  immunized  against 
childhood  diseases  such  as  measles,  mumps,  or  rubella.    As  a  result  we 
have  seen  the  incidence  of  these  preventable  diseases  jump 
dramatically  in  recent  years  to  epidemic  proportions  in  some  areas. 

This  crisis  in  the  delivery  of  health  care  services  is  not 
experienced  only  by  low-income  children.    Almost  two-thirds  of 
uninsured  children  have  at  least  one  parent  who  works  full-time,  while 
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another  13  percent  have  a  parent  who  works  part-time.    Only  20 
percent  of  uninsured  children  live  in  families  in  which  neither  of 
their  parents  works. 

Any  reforms  in  the  provision  of  health  insurance  coverage  must 
build  upon  the  current  system  and  must  occur  through  a  partnership 
between  the  public  and  private  sectors.    For  this  reason,  the  Children 
and  Pregnant  Women's  Health  Insurance  Act  of  1991  is  based  on  the  "pay 
or  play"  model.    It  builds  upon  the  current  employer-based  health 
insurance  model  by  requiring  employers  to  extend  health  insurance 
coverage  to  pregnant  women  and  children.    Employers  can  accomplish 
this  by  either  purchasing  a  qualified  insurance  plan  or  by  paying  into 
public  fund  that  would  purchase  health  insurance  for  pregnant  women 
and  children. 

The  public  plan,  while  putting  federal  standards  into  place, 
would  be  administered  through  the  states.    Each  state  would  be 
required  to  establish  a  State  Children  and  Pregnant  Women  Health  Plan 
to  contract  with  private  insurers  to  provide  health  care  services  to 
pregnant  women  and  children  not  covered  under  an  employer- sponsored 
plan.    By  providing  insurar'a-based  coverage  for  both  the  public  plan 
and  the  employer-sponsored  plans  this  legislation  provides  a  measure 
of  equality,  and  eliminates  much  of  the  stigma  attached  to  receiving 
health  care  coverage  through  a  public  plan. 

All  insurance  plans  would  be  required  to  provide  a  standard 
package  of  benefits,  consisting  of  preventive,  major  medical,  and 
extended  medical  care.    Preventive  care  applies  to  routine  preventive 
care  for  infants  and  children,  such  as  immunizations  and  dental  care, 
as  well  as  prenatal  care  for  pregnant  women.    Major  medical  care 
services  include  physician  and  hospital  care,  as  well  as  the  services 
of  other  health  care  professionals.    Extended  medical  services  include 
treatment  of  mental  illness  and  substance  abuse,  speech, 
occupational,  or  physical  therapy,  and  hospice  or  respite  care. 

One  of  the  major  problems  facing  smaller  employers  is  their 
inability  to  afford  health  insurance  coverage  for  their  workers.  The 
Children  and  Pregnant  Women's  Health  Insurance  Act  1991  would  correct 
this  problem  by  instituting  insurance  reforms  for  small  employers. 
Federal  standards  would  be  put  into  place  to  prohibit  insurers  from 
denying  or  limiting  coverage  based  on  health  status,  claims 
experience,  medical  history,  or  lack  of  evidence  of  insurability  of  an 
individuals.    Insurers  also  would  be  prohibited  from  applying  a  pre- 
existing condition  exclusion.    The  bill  also  would  provide  small 
employers  with  guaranteed  renewability  of  health  insurance  plans. 

Cost  is  also  a  major  issue  in  the  current  health  care  reform 
debate.    While  this  legislation  does  not  seek  to  answer  the  larger 
cost  containment  questions,  I  have  tried  to  apply  the  lessons  learned 
throughout  the  1980's  as  we  worked  to  contain  costs  under  Medicare. 
This  legislation  takes  the  methodology  for  reimbursing  providers 
under  Medicare  and  adjusts  those  payment  rates  to  take  into  account 
differences  in  the  services  provided  to  the  Medicare  population  and 
the  services  to  be  provided  to  pregnant  women  and  children. 

We  must  seize  the  opportunity  to  invest  in  the  future  of  our 
nation's  children.    For  the  dollars  spent  on  prenatal  services  and 
preventive  health  care  for  children,  many  more  are  saved  in  long-term 
health  care  and  societal  costs.    The  future  competitiveness  of  the 
United  States  depends  on  the  investment  that  is  made  now  in  the  health 
and  well-being  of  the  nation's  children.    The  steps  taken  today  can 
make  the  America  of  the  21st  Century  even  stronger  and  healthier  than 
the  America  of  today.    The  Children  and  Pregnant  Women's  Health 
Insurance  Act  of  1991  takes  a  significant  step  toward  ensuring  this 
future. 
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Mr.  Pickle.  We  will  now  call  on  Mr.  Don  Pease,  if  he  will  take 
his  position. 
Mr.  Pease. 

STATEMENT  OF  HON.  DON  J.  PEASE,  A  REPRESENTATIVE  IN 
CONGRESS  FROM  THE  STATE  OF  OHIO 

Mr.  Pease.  Thank  you,  Mr.  Chairman. 

I  have  a  longer  statement,  but  let  me  give  you  an  abbreviated 
version. 

As  you  are  well  aware,  I  have  long  been  interested  in  finding 
workable  improvements  to  our  country's  system  of  health  care. 
Again  this  year,  I  have  introduced  my  own  health  care  reform  bill, 
the  Universal  Health  Insurance  Act.  Basically,  my  bill  would  serve 
to  allow  the  unemployed  and  low-income  workers  greater  access  to 
health  benefits.  It  would  create  affordable  comprehensive  health 
coverage  that  citizens  could  buy  into,  if  they  so  desired.  Building  on 
the  Nation's  existing  system  of  private  and  nonprofit  health  insur- 
ance, my  plan  would  be  noncoercive  and  would  require  reasonable 
payment  from  individuals  receiving  the  insurance  coverage,  pay- 
ment based  on  their  income. 

My  plan  would  be  completely  voluntary,  and  although  it  would 
not  be  tied  to  employment,  employers  could  offer  insurance  under 
my  plan  as  an  option  to  their  employees  who  choose  to  participate. 
Employers  would  be  encouraged  to  offer  health  insurance  through 
the  imposition  of  a  new  health  plan  employment  tax,  which  would 
be  waived  for  employers  already  offering  adequate  insurance  plans 
to  their  employees.  Individuals  would  be  subject  to  sliding-scale 
premiums,  based  on  their  ability  to  pay.  The  Federal  Government 
would  pay  that  portion  of  an  individual's  premium  not  covered  by 
the  sliding-scale  payments.  Funding  for  the  subsidized  premiums 
would  derive  in  part  from  an  increase  in  the  Federal  excise  tax  on 
cigarettes. 

I  feel  strongly  that  reform  of  America's  health  care  system 
should  be  at  the  top  of  Congress'  list  of  priorities,  and  I  think,  Mr. 
Chairman,  that  you  are  making  the  right  move  in  pushing  the 
issue. 

There  are,  of  course,  no  cheap  or  easy  answers,  and  there  are  no 
solutions  that  will  not  require  compromise  by  nearly  everyone. 
Every  sector  of  the  current  system  will  be  challenged. 

I  would  like  to  leave  you  with  a  comment  that  Senator  Simpson 
made  several  months  ago:  A  billion  seconds  ago,  Don  Larsen  was 
pitching  a  perfect  game  in  the  World  Series.  A  billion  minutes  ago, 
\  Hannibal  was  crossing  the  Alps  with  his  troops.  A  billion  hours 
!  ago,  the  Earth  was  a  cold,  totally  uninhabited  piece  of  rock.  And  a 
;  billion  dollars  is  what  the  United  States  spent  on  health  care  since 
I     9  o'clock  yesterday  morning. 

Again,  Mr.  Chairman,  I  thank  you  for  the  attention  you  are 
I     giving  to  health  care  reform  and  look  forward  to  working  with  you 
and  my  other  colleagues. 
Thank  you. 

[The  prepared  statement  follows:] 
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STATEMENT  OF  HON.  DON  J.  PEASE,  A  REPRESENTATIVE  IN  CONGRESS  FROM 

THE  STATE  OF  OHIO 

I  would  like  to  thank  you,  Chairman  Ros tenkowski ,  for  holding  this  6- 
day  series  of  hearings  on  legislative  strategies  to  improve  health  insurance 
coverage  and  to  contain  burgeoning  health  care  costs.     I  am  pleased  that  you 
are  actively  working  to  pursue  practical  and  effective  solutions  to  the  most 
pressing  domestic  issue  of  the  decade.     Last  month,   I  held  one  of  my  best- 
attended  town  meetings  ever  specifically  to  address  the  health  care  issue. 
It  was  instructional  for  me  as  well  as   for  my  constituents — many  of  them 
left  the  meeting  no  longer  convinced  that  their  ideas  were  right  and  that 
others  were  completely  wrong. 

As  you  are  well  aware,   I  have  long  been  interested  in  finding  workable 
improvements   to  our  country's  system  of  health  care.     Again  this  year,  I 
have  introduced  my  own  health  care  reform  bill — the  Universal  Health 
Insurance  Act.     Basically,  my  bill  would  serve  to  allow  the  unemployed  and 
low-income  workers  greater  access  to  health  benefits .     It  would  create 
affordable,  comprehensive  health  coverage  that  citizens  could  buy  into  if 
they  so  desired.     Building  on  the  nation's  existing  system  of  private  and 
non-profit  health  insurance,  my  plan  would  be  non-coercive  and  would  require 
reasonable  payment  from  individuals  receiving  the  insurance  coverage. 

My  plan  would  be  completely  voluntary,  and,  although  it  would  not  be 
tied  to  employment,   employers  could  offer  insurance  under  my  plan  as  an 
option  to  their  employees  who  choose  to  participate.     Employers  would  be 
encouraged  to  offer  health  insurance  through  the  imposition  of  a  new  health 
plan  employment  tax,   which  would  be  waived  for  employers  already  offering 
adequate  insurance  plans   to  their  employees.     Individuals  would  be  subject 
to  s liding-scale  premiums  based  on  their  ability  to  pay.     The  federal 
government  would  pay  that  portion  of  an  individual's  premium  not  covered  by 
the  s liding-scale  payments.     Funding  for  the  subsidized  premiums  would 
derive  in  part  from  an  increase  in  the  federal  excise  tax  on  cigarettes . 

I  feel  strongly  that  reform  of  America's  health  care  system  should  be 
at  the  top  of  Congress'   list  of  priorities.     And  I  think,  Mr.  Chairman,  that 
you  are  making  the  right  move  in  pushing  the  issue.     Indeed,  health  care  may 
well  become  the  centerpiece  of  next  year's  Presidential  contest. 

There  are  no  cheap  or  easy  answers.     And  there  are  no  solutions  that 
won't  require  compromises  by  nearly  everyone.     Every  sector  of  the  current 
system  will  be  challenged. 

I'd  like  to  leave  you  with  a  comment  that  Senator  Simpson  made  several 
months  ago:  A  billion  seconds  ago,  Don  Larsen  was  pitching  a  perfect  game 
in  the  World  Series.  A  billion  minutes  ago,  Hannibal  was  crossing  the  Alps 
with  his  troops.  A  billion  hours  ago,  the  Earth  was  a  cold,  solid  piece  of 
rock.  And  a  billion  dollars  is  what  the  United  States  spent  on  health  care 
since  9  a.m.  yesterday. 

Again,  Mr.  Chairman,  I  thank  you  for  the  attention  that  you  are  giving 
to  health  care  reform,   and  I  will  look  forward  to  our  continued  work  along 
these  lines. 
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Mr.  Pickle.  Mr.  Pease;  we  thank  you  for  your  proposal  and  for 
your  observations  about  these  billions  of  seconds  and  billions  of 
weeks  and  months.  Do  you  suppose  it  will  take  us  that  long  to  get  a 
bill  put  together? 

Mr.  Pease.  Let  us  hope  it  will  be  a  billion  microseconds. 

Mr.  Pickle.  Well,  if  dedication  is  a  measurement  of  it,  you  will 
play  a  part  in  it.  You  have  shown  a  very  active  interest  in  this  sub- 
ject for  some  time. 

I  thank  you  very  much  for  your  comments. 

Mr.  Pease.  Thank  you,  Mr.  Chairman. 

Mr.  Pickle.  Now  the  Chair  will  recognize  Nancy  Johnson. 

[No  response.] 

Mr.  Pickle.  Fred  Grandy. 

[No  response.] 

Mr.  Pickle.  Ed  Roybal. 

[No  response.] 

Mr.  Pickle.  John  Conyers  is  on  his  way  here  now. 
Congressman  Beilensen. 
[No  response.] 

Mr.  Pickle.  Mary  Rose  Oakar. 
[No  response.] 

Mr.  Pickle.  Congressman  Dannemeyer. 
[No  response.] 

Mr.  Pickle.  Congressman  Sabo. 
[No  response.] 

Mr.  Pickle.  Congressman  Rhodes. 
[No  response.] 

Mr.  Pickle.  We  understand  that  Congressman  Conyers  may  be 
on  his  way,  so  we  are  going  to  have  to  call  a  recess  for  5  minutes, 
and  then  we  will  resume  again  at  approximately  1  o'clock. 

[Recess.] 

Mr.  Pickle.  The  Chair  will  ask  the  committee  to  please  come  to 
order. 

We  thank  you  for  your  cooperation  on  the  short  recess.  We  now 
have  with  us  our  colleague,  the  Honorable  John  Conyers  of  Michi- 
gan. 

Mr.  Conyers,  we  are  pleased  to  have  you  with  us  today.  Would 
you  proceed,  please? 

STATEMENT  OF  HON.  JOHN  CONYERS,  JR.,  A  REPRESENTATIVE 
IN  CONGRESS  FROM  THE  STATE  OF  MICHIGAN 

Mr.  Conyers.  Thank  you  very  much,  Mr.  Chairman. 

I  am  delighted  to  be  before  this  very  important  committee  and  be 
;  given  the  opportunity  to  talk  about  this  most  important  subject, 
|  how  best  to  reform  America's  sick  health  care  system.  I  commend 
the  committee  for  this  exhaustive  undertaking  of  hearings  on  this 
'  subject. 

I  ask  that  my  statement  be  incorporated  in  the  record,  and  also  a 
I   summary  of  the  General  Accounting  Office  study  that  I  requested 
entitled,  "Canadian  Health  Insurance:  Lessons  for  the  United 
I  States." 

You  know  of  the  crisis.  You  are  aware  of  the  33  to  37  million 
Americans  without  health  insurance,  millions  of  others  who  are  an 
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illness  away  from  bankruptcy,  emergency  rooms  and  even  entire 
hospitals  closing  in  our  cities  and  rural  communities,  and  projec- 
tions that  spending  may  go  from  the  $750  billion  this  year  to  some- 
where over  $1.5  trillion  by  the  turn  of  the  century.  At  that  spend- 
ing rate  nearly  $1  out  of  every  $5  in  the  economy  will  go  for  health 
care,  eating  up  the  Federal  budget  and  leaving  precious  little  for 
other  domestic  programs. 

So,  the  committee  that  I  am  honored  to  chair,  the  Committee  on 
Government  Operations,  held  a  series  of  hearings,  and  they  are  on- 
going, to  examine  the  efficiency  and  cost-effectiveness  of  the  U.S. 
health  care  system.  Here  is  the  bottom  line  and  the  lesson  that  we 
learned:  We  have  the  most  expensive  system,  the  most  inefficient 
system,  and  the  most  deficient  system  in  the  industrialized  world. 

Now,  we  have  good  medicine,  but  we  do  not  have  a  good  delivery 
system  to  get  it  there,  and  so  the  centerpiece  of  our  committee's 
investigation  was  a  report  from  the  General  Accounting  Office  that 
merely  asks  what  lessons  could  we  learn  from  the  Canadian  health 
system.  I  hope  that  it  will  be  examined,  after  it  is  made  a  part  of 
this  record. 

One  of  the  things  that  makes  this  study  important  to  me  is  that 
Detroit,  of  course,  is  right  across  from  Windsor,  Ontario.  We  are 
right  at  the  border,  and  we  have  heard  a  lot  of  good  things  about 
Canadian  health  care  from  our  vantage  point. 

What  I  would  like  to  do  is  take  a  few  minutes  to  just  highlight 
the  GAO  findings.  Obviously,  the  Canadian  system  insures  every 
citizen  with  comprehensive  coverage,  no  copayments  and  no  deduc- 
tibles. People  have  complete  freedom  to  change  their  jobs  without 
danger  of  losing  health  coverage. 

Their  health  indicators  are  better  than  ours,  in  terms  of  longevi- 
ty and  infant  mortality  rate.  Their  quality  of  care  clearly  rivals  our 
own,  and  they  do  all  of  this  at  a  40  percent  less  per  person  cost, 
while  we  leave  14  percent  of  our  population  uninsured. 

Now,  the  Canadians  accomplish  this,  in  my  judgment,  because  of 
one  principal  reason — they  have  made  the  Government  the  na- 
tion's health  insurer.  They  have  dramatically  reduced  the  moun- 
tains of  paperwork  required  by  a  system  based  on  private  insur- 
ance, and  it  has  enabled  the  Government  to  enforce  cost  discipline 
on  providers. 

In  our  system,  of  course,  were  the  Government  to  become  a 
single-payer  for  health  care  as  in  Canada,  the  shortrun  savings 
would  be  enormous  due  to  paperwork  reduction.  The  General  Ac- 
counting Office  estimates  that  at  least  $67  billion  could  be  saved 
each  year,  $34  billion  in  insurance  company  overhead,  and  another 
$33  billion  by  reducing  hospital  and  physician  paper  shuffling.  This 
savings  alone  accounts  for  about  10  percent  of  our  total  health 
budget. 

The  potential  longrun  savings  might  be  even  greater.  You  will 
recall,  Mr.  Chairman,  that  in  1965,  the  American  and  Canadian 
health  systems  were  about  the  same.  In  that  year,  Canada  over- 
hauled their  system  and  adopted  a  single-payer,  Government-fi- 
nanced system.  We  added  on  Medicare  and  Medicaid  to  our  system, 
which  was  already  in  trouble. 

In  1971,  the  first  full  year  of  the  Canadian  health  program,  we 
spent  about  the  same  percentage  of  our  GNP  on  health  care  as 
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Canada,  both  about  7.4  percent.  By  1989,  however,  spending  for 
health  care  had  risen  to  11  percent  of  our  gross  national  product, 
but  it  was  only  8.9  percent  in  Canada. 

The  Canadian  health  delivery  system,  as  it  operates  presently,  is 
very  much  like  our  own.  We  learned  from  our  hearings  that  it  is 
not  socialized  medicine.  The  Government  does  not  own  the  hospi- 
tals, determine  where  everybody  should  go  for  health  care  or  tell 
the  doctors  what  to  do.  In  Canada,  90  percent  of  the  hospitals  are 
private,  nonprofit  corporations.  The  physicians  are  independent 
and  earn  their  incomes  by  fee-for-service  charges,  like  American 
doctors,  and  95  percent  of  them  work  for  themselves.  There  are 
even  more  physicians  per  person  in  Canada  than  there  are  in  the 
United  States. 

Ironically  or  amazingly,  the  Canadians  see  their  doctors  more 
often  than  we  do,  on  average.  They  stay  in  hospitals  longer  than 
we  do,  on  average.  Physician  income  has  continued  to  rise  in 
Canada,  despite  the  introduction  of  strong  cost-containment  meas- 
ures. So  what  we  have  is  a  system  certainly  worthy  of  study. 

The  second  most  common  criticism  that  we  are  told  about  Cana- 
dians is  that  there  are  waiting  lines  or  queues,  and  that  we  would 
not  tolerate  waiting  lines  in  this  country.  I  do  not  think  we  would 
tolerate  lines  either,  but  I  do  not  think  we  would  have  to. 

Part  of  the  GAO  study  included  sending  a  team  of  auditors  to 
look  at  the  queue  problem,  and  they  found  that  the  queues  exist 
for  eight  specialized  services  out  of  thousands  of  those  kinds  of 
services  performed  by  physicians.  Even  those  few  where  there  were 
waiting  lines,  people  with  immediate  life-threatening  needs  rarely 
had  to  wait,  and  waiting  lists  for  elective  surgery  and  diagnostic 
procedures  might  be  several  months  long.  But  these  are  inconven- 
iences by  choice.  That  is,  there  is  a  decision  made  not  to  spend 
more  money  for  that. 

In  Windsor,  they  send  patients  for  heart  bypass  surgery  to  De- 
troit, paying  the  Canadian  fee  for  Detroit  hospitals  to  perform  this 
service,  and  the  Detroit  hospitals,  ironically,  are  glad  to  perform 
this  service.  This  is  a  decision  that  they  made  in  Windsor,  not  to 
create  this  specialty,  when  there  were  available  hospitals  in  the 
United  States  that  would  cover  them. 

The  one  other  point  that  I  would  like  to  make  before  I  close,  and 
you  have  my  statement,  about  the  single-payer  approach,  is  that 
maybe  we  should  begin  to  examine  what  to  me  is  the  heart  of  this 
issue,  that  is  whether  we  are  going  to  continue  with  1,200  insur- 
ance companies  telling  us  how  we  are  going  to  finance  this  system. 
The  proposal  that  has  been  made  in  a  number  of  plans,  particular- 
ly the  one  that  I  support — and  I  commend  the  gentleman  from  Illi- 
nois, Mr.  Russo,  for  his  universal  coverage,  single-payer,  global 
cost-containment  bill — the  one  notion  that  has  begun  to  rear  its 
head  in  this  discussion  is  that  maybe  health  insurance  companies, 
the  whole  industry,  have  outlived  its  usefulness.  Do  not  take  my 
word  or  the  GAO's  word  for  it.  We  had  the  vice  president  of  the 
Henry  Ford  Hospital  system  in  Detroit,  which  is  the  largest  metro- 
politan hospital  system  in  our  area,  raise  that  question.  As  you  and 
other  committee  members  know,  these  other  proposals,  other  than 
single-payer  universal  coverage,  are  going  to  cost  obviously  tens  of 
billions  of  dollars  more,  because  they  will  not  get  rid  of  the  paper- 
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work  that  is  involved.  The  redtape  adds  nothing  of  value  to  the 
system,  and  so  this  senior  vice  president  said  that  there  may  very 
well  be  no  longer  an  important  role  for  private  insurance.  Let  me 
quote: 

It  has  become  increasingly  evident  to  purchasers  and  providers  that  the  tradition- 
al role  of  the  insurer  as  financer  of  large,  rare  and  unpredictable  expenses  have 
become  superfluous  in  health  care. 

and  I  would  like  to  close  with  that  quote,  and  tell  you  that  our 
committee  is  working  along,  examining  this  issue  from  a  cost  and 
effectiveness  point  of  view,  and  urge  that  we  all  repair  to  the  chal- 
lenge that  is  before  us. 

Our  polls  show  us  that  Americans  want  change  and  they  want 
universal  coverage.  I  think  the  time  has  come,  and  that  is  what 
makes  these  important  hearings  even  more  timely. 

I  thank  you  very  much  for  this  opportunity  to  join  you. 

[The  prepared  statement  and  GAO  report  summary  referred  to 
follow:] 
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STATEMENT  OF  HON.  JOHN  CONYERS,  JR.,  A  REPRESENTATIVE  IN  CONGRESS 
FROM  THE  STATE  OF  MICHIGAN 

Mr.  Chairman  and  distinguished  members  of  the  Committee  on 
Ways  and  Means.     I  thank  you  for  the  opportunity  to  appear  before 
the  Committee  today  to  discuss  this  most  important  subject  —  how 
best  to  reform  America's  sick  health  care  system.     I  commend  the 
Committee  for  undertaking  this  exhaustive  set  of  hearings  this 
month,  and  your  earlier  set  of  hearings  in  the  spring. 

Mr.  Chairman,  I  don't  need  to  tell  the  Committee  there  is  a 
crisis  in  health  care.     You  are  all  painfully  aware  of  the  32 
million  Americans  without  insurance,  the  tens  of  millions  of 
others  who  are  an  illness  away  from  bankruptcy,  emergency  rooms 
and  entire  hospitals  closing  in  our  cities  and  rural  communities, 
and  projections  that  spending  may  grow  from  $750  billion  this 
year  to  between  $1.5  to  $2  trillion  by  the  turn  of  the  century. 
At  that  spending  rate  nearly  one  out  of  every  five  dollars  in  the 
economy  will  go  for  health  care;  it  will  eat  up  the  federal 
budget  and  leave  little  for  other  precious  domestic  programs. 

Because  of  this  impending  disaster  the  Committee  on 
Government  Operations  recently  held  a  series  of  hearings  to  study 
the  efficiency  and  cost  effectiveness  of  the  U.S.  health  care 
system.     One  lesson  was  clear:     we  have  the  most  expensive 
system,  the  most  inefficient  system,  and  the  most  deficient 
system  in  the  industrialized  world.     In  fact,  it  can't  even  be 
called  a  health  system. 

The  centerpiece  of  the  Committee's  investigation  was  a 
report  I  asked  the  General  Accounting  Office  to  prepare  on  the 
lessons  the  United  States  could  learn  from  the  Canadian  health 
system.     I  recommend  this  report  to  you  and  the  other  Committee 
members  and  ask  that  you  consider  inserting  it  into  the  hearing 
record,  at  least  the  executive  summary. 

Let  me  highlight  a  few  findings.     First,  Canadian  health 
insurance  is  implemented  through  a  network  of  provincial  plans. 
As  a  condition  of  Federal  funding,  provincial  plans  must  provide 
every  citizen  with  comprehensive  insurance.    Neither  co-payments 
or  deductibles  are  charged  so  that  people  aren't  discouraged  from 
getting  the  care  they  need.    Workers  and  their  families  have 
complete  freedom  to  change  jobs  without  danger  of  losing  health 
coverage.     Canadian  health  indicators  are  better  than  our  own  and 
their  quality  of  care  rivals  our  own.    Most  important,  they  do 
all  this  at  a  cost  of  40  percent  less  per  person  each  year,  while 
we  leave  14  percent  of  the  population  uninsured. 

The  Canadians  are  able  to  accomplish  this  feat  for  one 
principal  reason  —  they've  made  the  Government  the  nation's 
health  insurer.    This  has  dramatically  reduced  the  mountains  of 
paperwork  required  by  a  system  based  on  private  insurance  such  as 
our  own.     It  has  also  enabled  the  government  to  enforce  cost 
discipline  on  providers. 

I  want  to  make  it  very  clear  Mr.  Chairman,  that  when  we 
discuss  the  Canadian  system  we  are  not  talking  about  socialized 
medicine.     We  are  talking  about  government-financed  insurance  for 
health  care,  just  like  we  have  a  government-financed  pension 
system  for  retirement,  called  Social  Security. 
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Let  me  quote  from  the  GAO  report  about  the  Canadian  system, 
"It  does  not  have  a  socialized  system  of  delivering  medical  care. 
Rather,  most  health  resources  in  Canada  are  in  the  private 
sector."     Like  our  system,  a  third  party  pays  the  private  and 
public  providers  —  in  their  case  the  government  acts  as  the 
payer  rather  than  insurance  companies.     Ninety  percent  of 
hospitals  are  private,  nonprofit  corporations,  exceptions  being 
federally  owned  and  operated  veterans'  hospitals  and  provincial 
psychiatric  hospitals.     Most  physicians  are  independent  and  earn 
their  incomes  by  f ee-f or-service,  as  American  doctors  do. 
Ninety-five  percent  of  Canadian  doctors  work  for  themselves,  not 
for  the  government. 

The  most  stunning  finding  of  the  GAO  report  is  that  if  the 
U.S.  were  to  adopt  a  Canadian-style,  single-payer  program,  the 
savings  from  reduced  administrative  waste  alone  would  be  about 
$67  billion  per  year  —  or  about  10%  of  our  total  health  budget. 
That  savings  would  be  enough  to  pay  for  the  32  million  Americans 
who  currently  lack  health  insurance  and  protect  the  tens  of 
millions  of  underinsured,  at  no  additional  cost  to  society. 
Equally  important,  all  extra  charges,  such  as  co-payments  and 
deductibles,  could  be  eliminated  for  everyone  else,  again  with  no 
additional  cost.     Those  without  insurance  would  get  security, 
low-income  people  would  no  longer  be  discouraged  from  getting  the 
care  they  need  because  of  exorbitant  out-of-pocket  costs,  the 
middle  class  and  elderly  would  be  protected  from  the  disaster  of 
catastrophic  illness. 

More  specifically,  the  GAO  estimates  the  following  short- 
run  savings  from  reduced  paperwork  and  additional  costs  under  a 
single-payer  system: 

o  Savings  in  insurance  overhead  would  be  $34  billion. 

o  Savings  in  hospital  and  physician  administrative  costs 
could  be  another  $33  billion. 

o  The  cost  of  serving  the  newly  insured  would  be  about  $18 
billion. 

o  The  cost  of  providing  additional  services  to  those 
currently  insured,  stemming  from  the  elimination  of 
copayments  and  deductibles,  could  be  about  $46  billion. 

o  The  net  impact,  after  transition  and  for  the  first  full 
year  of  implementation,  would  be  to  reduce  national  health 
spending  by  about  $3  billion. 

Mr.  Chairman,  no  other  health  care  reform  proposal  on  the 
table  can  make  such  a  claim  —  that  it  would  reduce  overall 
health  care  spending.    As  you  and  the  other  Committee  members 
know,  the  other  proposals  would  all  cost  tens  of  billions  of 
dollars  more  because  they  won't  get  rid  of  the  enormous  paperwork 
burden  created  by  1,200  insurance  companies.     This  red  tape  adds 
nothing  of  value  to  the  system.     As  the  Senior  Vice  President  of 
the  Henry  Ford  Hospital  System  in  Detroit,  the  largest  hospital 
in  the  metro  area,  testified  before  our  Committee,  "There  may 
very  well  no  longer  be  an  important  role  for  private  insurance. 
It  has  become  increasingly  evident  to  purchasers  and  providers 
that  the  traditional  role  of  the  insurer  as  financier  of  large, 
rare  and  unpredictable  expenses  has  become  superfluous  in  health 
care. " 

The  potential  long-run  savings  are  even  greater.  Experience 
tells  the  story.     In  1965,  our  two  health  systems  were  about  the 
same.     That  year  Canada  chose  to  overhaul  their  system  and  adopt 
a  single-payer,  government-financed  program.     The  U.S.  chose  to 
graft  Medicaid  and  Medicare  onto  our  flawed  system.     In  1971,  the 
first  full  year  of  the  Canadian  health  program,  we  spent  about 
the  same  percent  of  our  respective  GNP's  on  health  care  (7.5%  in 
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the  U.S.  and  7.4%  in  Canada).     By  1989,  spending  for  health  care 
had  risen  to  11.6%  of  GNP  in  the  U.S.,   in  Canada  it  was  only 
8.9%.     That  difference  is  worth  $140  billion  each  year,  or  about 
20  percent  of  total  spending. 

The  GAO  found  that  cost  containment  in  Canada  is  successful 
because  the  government,  acting  as  the  single  payer,  oversees  the 
financing  system  as  a  whole.     With  that  power,  administrative 
costs  are  much  lower,  and  controls  are  able  to  be  placed  on 
hospital  budgets,  on  the  acquisition  of  high-technology 
equipment,  and  on  physician  services. 

I  believe  it  is  time,  Mr.  Chairman,  to  introduce  a 
prospective  global  budget  regime  for  overall  health  care  spending 
and  for  hospitals.    We  also  need  to  build  on  and  improve  the 
resource  based  relative  value  scale  for  Medicare  and  apply  it 
across-the-board  for  all  physician  services.     Finally,  any  health 
care  reform  should  insitute  some  procedure  for  planning  for  the 
rational  distribution  of  high  technology  in  specific  service 
areas.     Competition  among  providers  and  increased  specialization 
has  forced  an  explosion  in  technology  at  every  hospital  and  even 
at  many  doctor's  offices.     High  fixed  and  operating  costs  for 
these  items  result  in  unnecessary  and  costly  tests,  which 
contribute  greatly  to  our  spiraling  health  care  costs. 

GAO  further  noted  that: 

o  Canada's  per  capita  spending  on  insurance  administration 
was  only  one-fifth  that  of  the  United  States,  in  1987. 

o  In  1987,  Canada  spent  34  percent  less  per  capita  on 
physician  services  than  did  the  United  States,  reflecting 
the  use  of  negotiated  fee  schedules  and  lower  practice 
expenses . 

o  As  with  physicians,  the  single  payer,  universal  coverage 
system  permits  Canadian  hospitals  to  have  far  lower 
administrative  costs  than  do  their  U.S.  counterparts.  In 
1987,  Canada  spent  18  percent  less  per  person  for  hospital 
services  than  did  the  United  States. 

o  Among  the  cost-containment  measures  used  to  control 
hospital  spending,  the  prospective  global  budgeting  system 
may  be  the  most  important. 

Mr.  Chairman,  perhaps  the  most  common  criticism  of  the 
Canadian  system  is  that  millions  of  people  would  be  waiting  in 
lines  to  receive  care,  people  would  be  dying  in  hospital 
hallways,  and  other  grim  tales.     Such  a  description  best 
describes  America's  current  system  where  we  ration  by  income, 
rather  than  what  would  result  under  a  Canadian-style  program  in 
the  U.S. 

Again  let's  turn  to  the  findings  of  the  GAO  report.     The  GAO 
found  that  Canadians  have  few  problems  with  access  to  primary 
care  services.     In  fact,  there  are  slightly  more  physicians  per 
person  in  Canada  than  in  the  United  States,  Canadians  use  more 
physician  services  per  person  than  we  do,  and  they  have  longer 
hospital  stays  than  Americans.     Yet  physician  income  has 
continued  to  rise  in  Canada,  despite  the  introduction  of  strong 
cost  containment  measures. 

The  GAO  sent  a  team  of  auditors  and  devoted  one  chapter  in 
their  study  to  analyze  reports  of  waiting  lines,  or  queues,  for 
Canadian  medical  services.    Their  principal  finding:  queues  have 
developed  for  eight  specialized  services,  but  there  are  thousands 
of  different  services  performed  by  physicians.     They  reported 
that  these  queues  are  very  manageable  —  patients  with  immediate 
or  life-threatening  needs  rarely  wait  for  services;  waiting  lists 
for  elective  surgery  and  diagnostic  procedures  may  be  several 
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months  long. 

Mr.   Chairman,   even  this  minor  problem  can  be  avoided  here  in 
the  U.S.     No  one  is  suggesting  adopting  everything  about  the 
Canadian  system.     Canada  has  chosen  to  have  these  minor  limits. 
They  are  not  an  inherent  part  of  a  single-payer  system.  Also, 
the  U.S.  is  choking  on  excess  capacity.     Every  hospital  and 
doctor's  group  buys  the  best  it  can  simply  to  compete  against  the 
other  providers  for  business.     It  costs  enormous  sums  of  money  to 
run  this  equipment,  and  countless  unneeded  tests  are  performed  to 
pay  for  it.     There  is  plenty  of  give  and  take  under  our  current 
level  of  spending,  which  would  not  change  under  a  single-payer 
system. 

Mr.  Chairman,  I  know  you  are  an  advocate  of  a  different 
approach  to  health  care  reform.     Your  bill  is  based  on  an 
employer  mandates  scheme.     You  have  thought  long  and  hard  about 
which  is  the  best  reform  —  given  the  needs  of  the  American 
people  and  your  understanding  of  the  interests  involved.     But  I 
must  express  my  fears  about  employer-based  health  care. 

The  single-payer  approach  offers  universal  and  comprehensive 
coverage.     The  employer  mandates  approach  may  leave  millions 
uninsured  and  offers  swiss  cheese  policies  to  many  more. 
Minorities,  people  in  marginal  employment,  and  lower  wage  workers 
will  continue  to  be  hurt  the  most. 

Single  payer  will  reduce  paperwork  and  save  tens  of  billions 
of  dollars.     Employer  mandates  will  keep  the  current  system  that 
is  clogged  with  unneeded  insurance  forms  and  wastes  tens  of 
billions  of  dollars  each  year. 

A  single-payer  program  would  bring  all  Americans  together 
under  the  same  insurance  policy,  as  does  Social  Security.  An 
employer  mandates  program  will  create  a  two-tier  system  with  the 
healthiest  and  wealthiest  receiving  private  insurance,  and  the 
sickest  and  most  costly  patients  placed  in  the  public  plan. 
Costs  of  the  public  plan  will  skyrocket,  taxes  will  have  to  be 
raised,  the  middle  class  will  revolt,  and  we'll  have  to  start  all 
over  again. 

Single  payer  offers  freedom  to  choose  the  provider  of  your 
choice.     Employer  mandates  will  let  insurance  companies  tell  you 
which  doctor  to  see  or  whether  they  will  pay  for  a  procedure. 

Single  payer  means  people  pay  premiums  to  the  government. 
Employer  mandates  means  people  pay  the  same  premiums  to  shore  up 
the  bottom  line  of  an  insurance  industry  that  many  of  us  believe 
has  outlived  its  usefulness.     One  of  the  most  common  criticisms 
of  the  single-payer  approach  is  that  Americans  won't  swallow  a 
large  tax  increase  to  pay  for  it.     I  have  more  faith  in  the 
public  than  that.     They  understand  that  they  can  either  pay  an 
insurance  company,  whom  most  of  them  hate,  or  they  can  pay  the 
government  and  get  more  for  their  money. 

Mr.  Chairman,  the  members  of  this  Committee  are  the  first  to 
face  the  choice  about  how  to  raise  the  money  to  do  the  things  we 
all  believe  are  necessary.     Single  payer  offers  you  relief.  Very 
simply,  it  is  the  only  national  health  care  reform  proposal  that 
can  save  money.     Employer  mandates  and  tax  credits  will  add  tens 
of  billions  of  dollars  to  our  already  exorbitant  health  care 
costs.    The  GAO  study  said  the  $67  billion  in  administrative 
savings  from  a  Canadian-style  system  would  be  enough  to  insure 
everyone  in  America  currently  without  coverage  and  to  eliminate 
co-payments  and  deductibles  for  the  rest  of  us. 

Mr.  Chairman,  the  critical  condition  of  our  health  care 
system  requires  that  we  do  major  surgery.     Without  major  surgery 
the  patient  —  all  of  us  here  today,  and  tens  of  millions  of 
other  like  us  —  don't  have  a  chance.     Thank  you. 
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Dear  Mr.  Chairman: 

This  report,  prepared  at  the  Committee's  request,  reviews  Canada's  universal,  publicly 
funded  insurance  system.  The  report  describes  the  policies  used  in  this  system,  consequences 
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Executive  Summary 


Recent  polls  indicate  widespread  dissatisfaction  with  the  way  the 
United  States  finances  and  controls  the  cost  of  health  care.  Health 
spending  consumes  a  steadily  rising  share  of  our  national  income — 
almost  12  percent  of  gross  national  product  in  1989,  headed  to  15  per- 
cent by  the  end  of  the  decade.  Yet  many  Americans  who  lack  health 
insurance  face  severe  difficulty  gaining  access  to  health  care.  This  situa- 
tion has  revived  national  debate  over  the  way  we  finance  health  care. 

Meanwhile,  other  industrialized  nations  assure  that  everyone  has  access 
to  the  health  care  system,  have  health  status  indicators  that  equal  or 
exceed  those  of  the  United  States,  and  accomplish  these  goals  while 
spending  less  than  the  United  States.  This  contrast  between  the  U.S.  and 
foreign  experience  suggests  that  the  way  other  nations  finance  health  , 
services  may  contain  useful  ideas  that  might  be  adapted  to  the  U.S. 
system.  Some  have  looked  to  Canada,  where  the  health  program  has 
broad  popular  support  and  all  residents  are  covered  by  the  program,  but 
per  capita  spending  is  significantly  less  than  in  the  United  States.  Yet 
the  Canadian  program  has  some  features  in  common  with  the  United 
States.  Canadians  choose  their  own  private  physicians,  those  physicians 
are  compensated  on  a  fee-for-service  basis,  and  most  hospitals  are  pri- 
vate, nonprofit  institutions. 

The  Chairman,  House  Committee  on  Government  Operations,  asked  gao 
to  assess  whether  the  Canadian  health  care  system  had  useful  lessons 
for  the  United  States.  He  asked  gao  to  review  salient  features  of  the 
Canadian  system  and  analyze  the  likely  effects  on  cost  and  access  of 
adopting  elements  of  a  Canadian-style  system. 


Background  Canada's  publicly  funded  health  care  system  consists  of  10  separate 

o  provincial  plans  sharing  certain  features.  Health  insurance  is  universal, 

covering  all  medically  necessary  hospital  and  physician  services.  Thus 
coverage  does  not  change  dramatically  or  disappear  when  a  person 
changes  jobs,  as  can  happen  in  the  United  States. 

The  Canadian  system  is  administered  in  each  province  by  a  public 
agency,  which  is  responsible  both  for  reimbursing  providers  and  for 
health  planning.  The  provincial  governments  are  the  single  payers  of 
physicians  and  hospitals  and  make  the  key  decisions  on  health 
financing.  Those  governments  are  thus  responsible,  both  politically  and 
financially,  for  the  health  care  system.  In  this  role,  provincial  govern- 
ments determine  overall  increases  in  hospital  budgets  and  physician  fees 
and  regulate  the  acquisition  of  expensive  equipment  and  services.  This 
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contrasts  with  the  U.S.  system,  in  which  hospitals  and  physicians  are 
reimbursed  by  numerous  payers  (federal  and  state  governments,  private 
insurers,  businesses,  and  individual  consumers)  using  widely  differing 
procedures  and  coverage,  and  no  one  has  responsibility  for  the  condition 
of  the  system  as  a  whole. 

An  added  feature  of  the  Canadian  system  is  that  there  are  no  deduct- 
ibles or  copayments  for  covered  services,  so  Canadians  spend  out  of 
pocket  (or  purchase  private  insurance)  only  for  services  that  are  not 
covered  by  their  provincial  plan — such  as  routine  adult  dental  care,  cos- 
metic surgery,  and  hospital  room  amenities. 


If  the  universal  coverage  and  single-payer  features  of  the  Canadian 
system  were  applied  in  the  United  States,  the  savings  in  administrative 
costs  alone  would  be  more  than  enough  to  finance  insurance  coverage 
for  the  millions  of  Americans  who  are  currently  uninsured.  There  would 
be  enough  left  over  to  permit  a  reduction,  or  possibly  even  the  elimina- 
tion, of  copayments  and  deductibles,  if  that  were  deemed  appropriate. 

If  the  single  payer  also  had  the  authority  and  responsibility  to  oversee 
the  system  as  a  whole,  as  in  Canada,  it  could  potentially  constrain  the 
growth  in  long-run  health  care  costs.  Measured  either  on  a  per  capita 
basis  or  as  a  share  of  gross  national  product,  health  care  costs  have 
risen  at  a  dramatically  slower  pace  in  Canada  than  in  the  United  States. 
The  difference  reflects  Canada's  low  administrative  costs,  controls  on 
hospital  budgets  and  on  the  acquisition  of  high-technology  equipment, 
and  fee  controls  for  physician  services. 

Canadians  have  few  problems  with  access  to  primary  care  services. 
There  are  more  physicians  per  person  in  Canada  than  in  the  United 
States,  and  Canadians  use  more  physician  services  per  person  than  do 
U.S.  citizens.  Yet  the  cost  of  physician  services  per  person  in  Canada 
was  one-third  less  than  in  the  United  States. 

The  Canadian  method  of  controlling  hospital  costs  has  limited  the  use  of 
expensive,  high-technology  diagnostic  and  surgical  procedures.  As  a 
result,  waiting  lists  or  queues  have  developed  for  some  specialty  care 
services,  such  as  cardiac  bypass  surgery,  lens  implants,  and  magnetic 
resonance  imaging.  Emergency  cases,  however,  are  treated  immediately, 
bypassing  the  waiting  lists. 


Results  in  Brief 
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A  reformed  U.S.  system  is  not  likely  to  look  exactly  like  the  Canadian 
system,  in  part  because  the  institutions  that  deliver  and  finance  health 
care  in  the  two  countries  have  evolved  quite  differently.  But  particular 
elements  of  the  Canadian  system  are  worthy  of  consideration,  including 
universal  access,  a  uniform  payment  system,  and  expenditure  controls. 


Principal  Findings 


Universal  Access,  Single 
Payer,  and  No  Cost 
Sharing  Are  Key  Features 
of  the  Canadian  System 


Coverage,  administration,  and  the  use  of  copayments  and  deductibles 
are  the  principal  areas  in  which  the  U.S.  and  Canadian  systems  differ.  In 
other  respects,  such  as  the  general  use  of  fee-for-service  physician  reim- 
bursement and  the  predominance  of  private,  nonprofit  hospitals,  the 
two  systems  are  quite  similar. 


In  Canada,  the  Canada  Health  Act  covers  all  residents  in  all  provinces 
for  necessary  physician  and  hospital  care.  Private  health  insurance  that 
duplicates  services  covered  by  the  provincial  plans  is  prohibited.  In  the 
United  States,  coverage  depends  primarily  on  whether  health  insurance 
is  provided  by  an  employer  or  through  public  programs  serving  the  poor 
and  the  elderly.  Since  some  U.S.  employers  do  not  provide  health  insur- 
ance benefits,  there  is  a  potentially  significant  impediment  to  moving 
from  one  job  to  another  in  the  United  States  that  is  not  found  in  Canada. 
In  Canada,  health  insurance  is  administered  in  each  province  by  a  single 
public  agency.  In  the  United  States,  insurance  programs  are  adminis- 
tered by  numerous  private  companies  and  public  agencies.  The  Cana- 
dian arrangement  of  concentrating  financial  responsibility  in  a  single 
payer  permits  much  more  efficient  administration  and  allows  for 
greater  control  over  health  expenditures.  In  1989,  Canadian  spending  on 
health  was  $670  per  person  less  than  in  the  United  States;  the  differ- 
ences primarily  reflected  savings  on  administrative  costs  and  on  physi- 
cian and  hospital  reimbursement. 

In  Canada,  direct  patient  payments  to  providers  for  covered  services  are 
banned,  and  there  are  no  copayments  or  deductibles.  In  the  United 
States,  copayments  and  deductibles  are  common,  and  it  is  not  unusual 
for  health  care  providers  to  bill  the  patient  for  charges  in  excess  of  the 
standard  insurance  reimbursement.  The  Canadian  arrangement  elimi- 
nates any  financial  barrier  to  access. 
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Executive  Summary 


Canada  More  Effective  at  Canada  has  been  much  more  successful  than  the  United  States  in  con- 
Cost  Containment  taming  health  care  expenditures.  In  1971,  when  Canada  fully  imple- 

mented its  system  for  financing  medical  services,  the  two  countries 
spent  about  the  same  share  of  gross  national  product  on  health  care.  In 
1989,  the  U.S.  share  was  11.6  percent,  whereas  Canada's  was  8.9  per- 
cent. The  differences  reflect  lower  Canadian  spending  on  insurance 
administration  and  on  physician  and  hospital  reimbursement. 


Spending  on  Insurance  Canada's  publicly  financed  single  payer  system  eliminates  the  costs 

associated  with  marketing  competitive  health  insurance  policies,  billing 
for  and  collecting  premiums,  and  evaluating  insurance  risks.  As  a  result, 
in  1987,  the  latest  year  for  which  comparable  data  are  available, 
Canada's  per  capita  spending  on  insurance  administration  was  only  one- 
fifth  that  of  the  United  States. 


Spending  on  Physicians         ^  ^87,  Canada  spent  34  percent  less  per  capita  on  physician  services 
than  did  the  United  States,  reflecting  the  use  of  negotiated  fee  schedules 
and  lower  practice  expenses. 

•  In  Canada,  physician  professional  associations  in  each  province  set 
reimbursement  rates  for  each  service.  Increases  in  these  rates  are  nego- 
tiated annually  with  the  provincial  government,  which  can  use  its  power 
as  the  single  payer  to  restrain  growth  in  costs.  Between  1971  and  1985, 
after  adjusting  for  inflation,  Canadian  physician  fees  decreased  18  per- 
cent, while  those  of  U.S.  physicians  were  rising  22  percent. 

•  But  lower  physician  fees  do  not  necessarily  mean  substantially  lower 
net  incomes  under  the  single  payer  system.  Canadian  physicians  need 
not  maintain  an  extensive  office  staff  for  insurance  record  keeping, 
direct  billing  of  patients,  or  collecting  bad  debts,  as  is  needed  by  a  U.S. 
physician.  In  1987,  Canadian  physicians  spent  an  average  of  36  percent 
of  their  gross  income  on  professional  expenses,  compared  to  48  percent 
for  U.S.  physicians.  The  Canadian  system  of  negotiated  fees  permits 
these  savings  to  be  captured  for  the  taxpayer.  In  addition,  malpractice 
insurance  premiums  for  U.S.  physicians  average  10  times  those  of  their 
Canadian  counterparts,  though  this  probably  reflects  differences  in  the 
tort  systems,  rather  than  in  the  health  insurance  systems. 


Spending  on  Hospitals  ^ne  cornDmation  of  lower  hospital  administrative  costs  and  the  use  of 

budget  controls  limiting  equipment,  facilities,  and  labor  keeps  Canadian 
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hospital  expenses  down.  In  1987,  Canada  spent  18  percent  less  per 
person  for  hospital  services  than  did  the  United  States. 

As  with  physicians,  the  single  payer,  universal  coverage  system  permits 
Canadian  hospitals  to  have  far  lower  administrative  costs  than  do  their 
U.S.  counterparts.  A  Canadian  hospital  has  virtually  no  billing  depart- 
ment and  a  minimal  accounting  structure  to  assign  costs  and  charges  to 
patients  and  physicians.  This  probably  means,  however,  that  Canadian 
hospitals  have  substantially  less  detailed  information  on  the  cost  of  par- 
ticular services  than  is  available  in  a  weu-administered  U.S.  hospital. 
Canada's  chief  means  of  controlling  hospital  expenditures  are  its  system 
of  global  (lump-sum)  budgeting  and  its  limits  on  the  acquisition  of  high 
technology.  In  Ontario,  the  Ministry  of  Health  negotiates  with  individual 
hospitals  their  annual  operating  budgets,  which  automatically  capture 
for  the  taxpayer  the  savings  in  administrative  costs.  The  government 
also  decides  which  hospitals  will  acquire  expensive  high-technology 
equipment  and  which  will  provide  expensive  specialized  services. 


Canadians  Have  Good 
Access  to  Primary  Care, 
but  May  Wait  for  Some 
High-Technology  Services 


In  Canada,  there  are  no  financial  barriers  to  health  care,  and  there  is  an 
ample  supply  of  physicians.  Residents  of  Canada  make  more  physician 
visits  and  have  longer  hospital  stays  than  do  their  U.S.  counterparts. 
However,  tight  hospital  operating  budgets  and  restraints  on  the  diffu- 
sion of  new  medical  technology  mean  that  Canadians  encounter  limits  on 
access  to  some  high-technology  services. 


Patients  with  immediate  or  life-threatening  needs  rarely  wait  for  ser- 
vices, but  waiting  lists  for  elective  surgery  and  diagnostic  procedures 
may  be  several  months  long.  In  October  1990,  about  1,000  Ontario 
patients  were  on  waiting  lists  for  cardiovascular  surgery.  There  was  no 
wait  for  emergency  patients,  but  "urgent"  patients  waited  up  to  1  month 
while  elective  patients  might  wait  up  to  6  months.  To  some  degree,  hos- 
pital capacity  in  the  United  States  is  a  safety  valve  if  Canadian  waiting 
lists  become  a  problem,  but  such  "border  jumping,"  at  least  in  Ontario,  is 
not  extensive. 


Potential  Administrative 
Sayings  Would  Offset 
Costs  of  Universal 
Coverage 


If  the  United  States  were  to  shift  to  a  system  of  universal  coverage  and 
a  single  payer,  as  in  Canada,  the  savings  in  administrative  costs  would 
be  more  than  enough  to  offset  the  expense  of  universal  coverage,  gao 
estimates  that,  in  the  short  run: 
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Savings  in  insurance  overhead  would  be  $34  billion. 
Savings  in  hospital  and  physician  administrative  costs  could  be  another 
$33  billion.  However,  the  United  States  might  deem  it  appropriate  for 
management  purposes  to  retain  some  of  the  more  detailed  statistical  and 
financial  data  that  are  now  collected  in  U.S.  hospitals.  This  might  reduce 
the  savings  somewhat. 

The  cost  of  serving  the  newly  insured  would  be  about  $18  billion. 
The  cost  of  providing  additional  services  to  those  currently  insured — 
stemming  from  the  elimination  of  copayments  and  deductibles — could 
be  about  $46  billion. 

However,  the  United  States  may  want  to  retain  some  level  of  cost 
sharing  to  control  utilization  and  constrain  total  health  expenditures. 

In  the  long  run,  effective  limitations  on  provider  payments  through 
global  budgeting  and  negotiated  physician  fees,  as  well  as  controls  on 
expensive  technology,  could  significantly  constrain  the  future  growth  of 
U.S.  health  spending,  leading  to  substantial  further  cost  savings. 


Conclusions  The  situation  in  the  United  States  today  differs  in  several  important 

respects  from  that  in  Canada  at  the  time  its  health  insurance  program 
was  implemented.  The  expansion  of  the  private  health  insurance 
industry,  the  diffusion  of  medical  technology,  and  the  development  of 
alternative  service  delivery  arrangements  make  circumstances  in  the 
United  States  today  different  from  those  in  Canada  when  it  adopted  its 
system. 

Some  elements  of  the  Canadian  system  are  worthy  of  consideration  in  a 
reformed  U.S.  system,  however,  because  they  might  solve  recognized 
problems.  These  might  include  Canada's  universal  access,  uniform  pay- 
ment system,  and  expenditure  controls. 

But  a  reformed  U.S.  system  should  also  retain  and  build  upon  the  unique 
strengths  of  the  existing  structure  of  U.S.  health  care.  The  strong  U.S. 
research  establishment,  the  continuing  development  of  medical  tech- 
nology, and  the  capacity  to  evolve  new  and  potentially  more  efficient 
service  delivery  mechanisms,  such  as  health  maintenance  organizations, 
are  characteristics  of  the  U.S.  system  that  should  be  preserved,  even  as 
we  search  for  models  elsewhere  that  would  help  us  overcome  our  recog- 
nized problems. 
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Mr.  Pickle.  I  must  say,  Mr.  Conyers,  we  do  thank  you  for  your 
testimony.  Your  entire  statement  will  be  made  a  part  of  the  record, 
and  I  appreciate  you  summarizing  and  expressing  your  strong  feel- 
ings. 

In  passing,  I  would  say  to  you  that  members  of  this  committee 
have  gone  to  Canada  two  or  three  times  to  visit  with  officials  con- 
nected with  the  Canadian  system,  to  study  it  and  to  analyze  it.  It  is 
not  any  new  approach,  as  far  as  the  Members  of  the  committee  and 
the  Congress  are  concerned.  I  do  not  think  many  members  of  the 
committee  are  worried  about  long  lines  and  pent-up  demands  and 
repetition  in  services,  as  might  have  been  evident  at  first  blush. 

I  personally  wonder  how  much  it  is  going  to  grow,  because  some 
of  the  physicians  in  Canada  tell  me  that  people  are  coming  back 
more  often  than  they  probably  should.  There  is  a  waiting  list,  but  I 
do  not  think  that  ought  to  be  the  concern  that  would  frighten  us. 

It  may  well  be  that  we  will  reach  the  point  where  we  will  want  a 
universal  system.  I  think  the  best  aspect  of  all  of  this  is  that  these 
hearings  just  signify  that  the  American  people  are  ready  for  some 
kind  of  change.  I  think  we  are  going  to  end  up  with  a  plan  that 
may  shock  people,  but  it  may  be  time  in  history  that  we  do  some- 
thing. 

So,  your  recommendation  of  a  universal  system  is  timely,  and  I 
guess  it  more  or  less  parallels  the  Russo  plan. 

Mr.  Conyers.  It  does.  There  are,  Mr.  Chairman,  a  few  other 
things  that  I  am  working  on.  I  am  working  on  a  proposal  that 
would  also  deal  with  several  other  problems  that  might  not  be 
changed  in  our  health  care  system. 

As  you  know,  many  of  the  hospitals  and  clinics  are  moving  out  of 
the  cities,  because  that  is  where  the  largest  number  of  people  with- 
out insurance  are,  and  the  uncompensated  costs  continue  to  mount. 
We  are  looking  at  how  we  can  deal  with  a  stabilization  of  health 
services  in  the  cities  and  across  the  country,  so  that  after  we  get 
what  I  believe  is  possible — universal  coverage,  a  single-payer  global 
cost  containment  system — that  we  would  have  the  services  avail- 
able for  everybody  where  they  may  live.  It  would  not  help  to  have 
a  universal  system  in  every  big  city,  if  there  are  no  providers  left 
there. 

We  also  have  a  problem  in  the  African-American  community, 
some  30  million  Americans,  where  about  3  percent  of  the  profes- 
sional people,  the  doctors,  are  African-Americans.  We  need  about 
four  times  that  many  doctors  to  really  take  care  of  that  population, 
especially  where  they  are  found.  There  are  four  black  medical 
schools.  They  need  great  assistance,  and  we  are  trying  to  get  those 
numbers  up,  so  that  we  will  have  at  least  a  corresponding  number 
of  professional  people  there. 

There  are  additional  problems  that  I  am  working  on,  but  I  want 
you  to  know  that  this  legislation  trails  that  of  my  colleague  from 
Illinois  in  most  every  other  respect. 

Mr.  Pickle.  Your  committee  has  been  very  active  in  both  Social 
Security  measures  and  health  matters  and  a  lot  of  issues  that  this 
committee  has  been  faced  with,  and  we  appreciate  your  cooperation 
and  we  certainly  appreciate  your  views.  We  appreciate  you  coming 
to  the  hearing  today. 

Mr.  Conyers.  Thank  you  very  much. 
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Mr.  Pickle.  The  Chair  now  recognizes  our  colleague  from  Minne- 
sota, Mr.  Martin  Sabo. 
Mr.  Sabo,  if  you  would  like  to  proceed. 

STATEMENT  OF  HON.  MARTIN  OLAV  SABO,  A  REPRESENTATIVE 
IN  CONGRESS  FROM  THE  STATE  OF  MINNESOTA 

Mr.  Sabo.  Thank  you,  Mr.  Chairman. 

I  have  a  statement  that  I  would  appreciate  if  you  would  put  in 
the  record  in  its  entirety. 

Mr.  Pickle.  Without  objection,  it  will  all  be  made  a  part  of  the 
record. 

Mr.  Sabo.  Thank  you,  Mr.  Chairman. 

It  strikes  me  that  we  are  all  familiar  with  the  problem,  the 
number  of  uninsured  is  growing  in  this  country  and  it  is  a  problem 
that  we  clearly  have  to  deal  with.  We  get  faced  with  a  variety  of 
alternatives.  I  have  suggested  one.  I  think  it  deals  with  the  ques- 
tion of  access,  and  there  are  really  two  questions  of  access.  There  is 
a  question  of  access,  because  of  availability  of  insurance,  and, 
second,  the  question  of  access  because  of  cost.  We  also  have  the 
continuing  problem  of  escalating  cost  and  we  continue  to  have 
problems  in  the  health  care  for  our  seniors. 

The  bill  I  have  introduced  would  deal  with  the  question  of  access 
to  insurance  in  two  fashions.  Number  one,  it  would  require  all  em- 
ployers of  10  or  more  to  offer  group  health  insurance  to  its  employ- 
ees. We  do  not  get  into  the  very  sticky  question  of  premium  split. 

Second,  we  provide  for  the  creation  of  a  State  pool  that  would 
exist  to  make  insurance  available  to  either  employees  or  individ- 
uals who  otherwise  cannot  get  insurance.  Some  of  those  pools  today 
exist  in  my  home  State  of  Minnesota,  for  instance,  but  they  are 
limited  to  people  who  cannot  get  insurance  because  of  health  rea- 
sons. We  would  make  those  State  pools  accessible  for  anyone  who 
otherwise  cannot  get  normal  group  insurance.  The  State  plan 
would  have  to  meet  minimum  standards. 

It  is  also  my  judgment  that  we  are  not  going  to  deal  with  this 
problem  unless  we  raise  some  revenues.  My  proposal  does  raise 
revenues  in  two  fashions.  Number  one,  it  extends  the  current 
Social  Security  tax  for  Medicare  1.45  percent  to  all  of  unearned 
income.  I  know  of  no  good  reason  why  we  should  limit  that  tax  to 
simply  earned  income. 

We  extend  it  to  unearned  income,  which  raises  approximately 
$10  billion  a  year.  We  refund  that  to  the  States  on  a  per  capita 
basis,  so  each  State  would  be  getting  $45  a  year  per  capita,  which 
they  could  use  for  two  purposes:  One,  subsidizing  the  State  pool,  if 
necessary,  to  keep  the  rates  competitive;  second,  for  the  establish- 
ment of  a  State-run  pool  for  helping  low-income  people  get  access 
to  insurance.  So,  we  have  dealt  with  both  issues,  one,  the  availabil- 
ity of  insurance  for  individuals  or  small  groups,  second,  providing 
revenues  to  the  States,  so  they  can  create  a  pool  for  assisting  low- 
income  people  to  buy  into  the  plan. 

We  also  extend  the  HI  tax  of  1.45  to  all  of  earned  income.  That 
raises  about  $4  billion  of  additional  revenue.  We  set  that  aside  for 
a  new  catastrophic  plan  for  the  seniors.  We  do  not  attempt  to 
define  that  plan,  simply  because  we  do  not  have  the  technical  capa- 


291 


bility  to  do  it.  We  would  leave  that  to  your  jurisdiction,  saying  that 
is  the  amount  of  money  available  to  design  a  plan  that  fits  the  dol- 
lars. 

The  third  problem  is  escalating  costs.  We  do  not  deal  with  that 
in  the  comprehensive  fashion,  but  we  do  suggest  one  thing  that  I 
believe  has  to  be  a  part  of  cost  control,  and  that  is  emphasis  on 
quality.  So,  we  require  the  States,  as  part  of  their  State  pool,  to  es- 
tablish a  mechanism  for  making  judgments  about  the  quality  of 
health  care  provided. 

One  example  in  our  State,  in  Olmsted  County,  where  the  Mayo 
Clinic  is  located,  the  average  Medicare  cost  in  that  community  is 
20  to  25  percent  below  the  national  average.  I  think  it  is  a  direct 
reflection  of  the  type  of  quality  care  that  is  provided.  So,  that  is  the 
basic  thrust  of  our  program. 

Let  me  just  add  a  basic  caveat.  I  think  there  are  different  ways 
of  dealing  with  the  question  of  availability  of  insurance  other  than 
State  pools.  I  think  there  is  great  merit  to  State  pools.  The  other 
alternative  would  be  some  method  of  community  rating,  which  I 
think  also  has  merit.  But  if  you  do  that,  I  think  you  have  to  deal 
with  some  of  the  problems  of  ERISA,  so  that  self-insured  become  a 
part  of  the  sharing  risk  of  a  community  rating.  Otherwise,  you  are 
simply  switching  costs  from  smaller  employers  to  moderate  employ- 
ers, and  the  larger  employers  generally  today  are  uniformly  self- 
insured  and  would  escape  all  of  that  cost. 

Mr.  Chairman,  I  think  what  we  have  suggested  could  be  a  frame- 
work for  a  making  a  substantial  dent  in  the  problem  that  we  have 
today  of  the  increasing  uninsured  in  our  country.  We  suggest  some 
other  things  in  the  bill.  I  frankly  think  we  should  extend  for  a 
longer  period  of  time  that  somebody  can  continue  to  be  part  of  a 
group  insurance  plan  after  they  have  left  employment. 

I  also  think  within  our  plans  today  we  should  have  children-only 
options  for  getting  dependent  coverage.  Most  plans  require  a  two- 
working-parent  family  or  a  single-parent  family  to  also  purchase 
full  dependent  coverage,  which  assumes  an  adult  spouse  and  kids 
to  get  coverage  for  kids.  One  within  the  current  framework,  with 
substantially  less  cost,  could  get  substantial  coverage  for  kids,  if 
that  were  an  option,  because  the  ongoing  costs  of  health  insurance 
for  kids  is  not  that  great  in  comparison  to  adults. 

Mr.  Chairman,  I  thank  you.  If  there  are  any  questions,  I  would 
be  happy  to  respond. 

[The  prepared  statement  follows:] 
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STATEMENT  OF  HON.  MARTIN  OLAV  SABO,  A  REPRESENTATIVE  IN  CONGRESS 
FROM  THE  STATE  OF  MINNESOTA 

Mr.  Chairman  and  Members  of  the  Committee.     I  appreciate  the  opportunity 
to  appear  before  you  this  afternoon  as  you  examine  various  solutions  to  the 
crisis  in  our  nation's  health  care  system. 

Everyone  in  Congress  knows  about  the  37  million  Americans  who  have  no 
health  insurance  and  millions  of  others  who  lack  adequate  coverage.     But  who 
are  these  uninsured  people?    Eighty  percent  of  them  are  employed  or  live  in 
families  of  workers,  28%  are  under  the  age  of  18,  and  over  60%  live  in 
families  with  incomes  of  less  than  $20,000  per  year.     They  are  poor,  young, 
and  work  for  small  firms. 

Health  insurance  has  become  less  available  and  less  affordable  in  recent 
years.     There  are  a  variety  of  causes  for  this  trend,  but  chief  among  them  are 
the  rising  cost  of  health  care  and  actions  taken  by  the  insurance  industry  to 
protect  itself  from  those  costs.     The  uninsured  are  less  likely  to  seek  needed 
medical  attention  until  a  problem  becomes  severe  and  correspondingly  more 
expensive.     Society  pays  for  that. 

Governments  subsidize  hospitals  to  cover  some  of  the  cost  of 
uncompensated  care.     The  rest  of  the  costs  are  either  absorbed  by  the 
hospitals  as  losses  or  passed  on  to  those  patients  who  have  coverage.  This 
way  everyone  pays  for  the  millions  of  Americans  who  live  without  health 
insurance. 

Our  society  must  take  steps  to  deal  with  this  ever  growing  problem.  Last 
spring,   I  introduced  legislation  that  would: 

one,   guarantee  all  Americans  access  to  health  insurance  at  group  rates, 

two,  help  low-income  persons  buy  coverage,  and 

three,   set  aside  funds  for  a  new  catastrophic  health  insurance  program 
for  senior  citizens. 

ACCESS 

Our  first  priority  should  be  to  ensure  access  to  coverage.     My  bill,  the 
Comprehensive  Health  Care  Improvement  Act,  requires  businesses  with  ten  or 
more  employees  to  offer  coverage  to  their  workers.     The  plans  would  have  to 
cover  dependents  and  provide  an  option  for  children-only  coverage. 

Under  this  proposal,  firms  would  not  have  to  pay  the  premiums  and 
employees  do  not  have  to  accept  the  coverage.     Nonetheless,  most  people  would 
have  access  to  good  coverage  at  group  rates. 

STATE  POOLS 

The  legislation  also  requires  states  to  establish  state-wide  insurance 
pools  which  could  sell  insurance  to  businesses  as  well  as  individuals.  This 
would  provide  access  to  affordable  insurance  for  those  people  who  work  for 
very  small  firms,  the  self-employed,  the  unemployed,  and  the  otherwise 
uninsurable. 

My  proposal  sets  minimum  standards  for  the  plans  businesses  must  offer. 
The  state  pools  must  offer  at  least  two  plans  that  meet  the  minimum  standards, 
with  one  plan  having  higher  deductibles. 

LOW- INCOME  ASSISTANCE  PROGRAM 

Even  if  access  to  group  coverage  is  ensured,  many  individuals  and 
families  would  still  have  a  tough  time  paying  insurance  premiums.     These  are 
people  who  do  not  qualify  for  Medicaid  but  are  still  unable  to  afford  private 
insurance.     To  help  these  people,  the  bill  establishes  a  low-income  assistance 
program.     States  could  design  programs  that  best  meet  their  needs;  such  as 
sliding-fee  scales,  cost-sharing,  or  total  premium  subsidies. 
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REVENUES 

The  Comprehensive  Health  Care  Improvement  Act  raises  the  money  necessary 
to  implement  the  low-income  assistance  program  and  assist  the  state-run 
insurance  pools  in  a  sound  and  fair  way.     The  legislation  extends  the  1.45% 
Medicare  payroll  tax  to  all  unearned  income  (income  from  stock  dividends, 
trust  funds,  interest,  and  other  investments),  raising  approximately  $10 
billion  a  year.     The  funds  would  be  distributed  to  states  on  a  per  capita 
basis . 

SENIOR  PROGRAM 

Rapidly  escalating  health  care  costs  are  hitting  some  of  our  senior 
citizens  the  hardest.     For  some,  available  health  insurance  does  not  cover  the 
cost  of  care  following  a  catastrophic  illness  or  a  serious  accident.  The 
legislation  I  have  proposed  would  also  raise  approximately  $4  billion  for  a 
fund  to  support  a  national  catastrophic  health  insurance  program  for  senior 
citizens.     This  program  would  be  funded  by  applying  the  1.45%  Medicare  tax  to 
earned  income  in  excess  of  $125,000.     Currently,  earned  income  over  $125,000 
is  exempt  from  this  tax. 

QUALITY  CARE 

An  important  element  of  the  bill  is  its  requirement  that  states  develop  a 
method  for  judging  the  quality  of  health  care  provided.     High  quality  care  can 
substantially  reduce  health  care  costs.     For  example,  the  Center  for  Policy 
Studies  in  Minneapolis  has  determined  that  Medicare  costs  in  Olmsted  County, 
home  of  the  Mayo  Clinic,  are  24%  lower  than  the  national  average.  This 
statistic  is  attributed  to  the  quality  of  health  care  provided  in  the  county. 
I  believe  one  of  the  ways  we  may  get  a  handle  on  the  health  costs  in  this 
country  is  to  improve  the  overall  quality  of  health  care. 


In  summary,   I  believe  my  plan  is  sound,   fair,  and  doable. 

First,     it  is  truly  comprehensive.     It  provides  access  to  good  and 
affordable  coverage  for  everyone. 

Second,   it  has  great  flexibility.     By  using  state  pools  and  having  the 
states  run  their  programs,  the  bill  takes  advantage  of  existing 
expertise  and  bureaucracies.     It  allows  states  to  tailor  plans  to 
fit  their  own  particular  circumstances. 

Third,     it  would  not  be  overly  burdensome  nor  disruptive  for  businesses. 
In  fact,   it  would  help  small  businesses  provide  a  much-needed 
benefit  for  themselves  and  their  employees  and  help  them  retain 
healthier  workers. 

Lastly,   it  raises  the  necessary  funds  in  an  equitable  manner. 


We  in  Congress  need  to  act.     Rational  and  effective  improvements  in  the 
U.S.  health  care  system  must  be  made.     I  believe  my  proposal  approaches  the 
problem  of  the  uninsured  in  a  measured  and  reasonable  way,  using  the  existing 
health  insurance  system  wherever  possible  and  appropriate.     This  bill  is  an 
affordable  solution  to  one  of  our  nations  must  pressing  problems.     I  urge  you 
to  give  it  your  most  serious  attention. 
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Mr.  Pickle.  Mr.  Sabo,  let  me  ask  you,  you  would  require  busi- 
nesses with  10  or  more  employees  to  offer  coverage  to  the  workers. 
Do  you  have  any  figures  to  show  what  kind  of  revenue  that  would 
result  in,  how  many  would  choose  to  do  that,  and  how  much  that 
would  bring  in? 

Mr.  Sabo.  We  do  not  mandate  a  premium  split.  I  have  no  par- 
ticular philosophical  problem  with  mandating  premium  split,  but  it 
is  also  my  sense  that  that  is  the  real  political  problem  that  one 
runs  into  in  passing  that  bill,  is  the  required  premium  split.  If  it  is 
very  high,  you  get  strong  employer  objection.  If  it  is  too  small,  you 
may  set  a  norm  that  I  expect  some  employee  groups  would  not  be 
happy  with,  who  have  negotiated  much  higher  premium  splits. 

I  think  the  reality  is,  if  we  would  have  done  this  years  ago,  you 
would  have  found  many  more  group  insurance  plans  in  place,  and 
naturally  you  would  have  found  the  development  of  some  premium 
split,  because  simply  our  Tax  Code  encourages  that,  because  the 
payment  by  the  employer  of  a  certain  portion  of  the  health  insur- 
ance cost  is  nontaxable  income  to  the  employee.  I  think  that  proc- 
ess would  grow  naturally. 

We  are  basically  using  the  point  of  employment  as  a  method  of 
making  health  insurance  accessible  and  leaving  the  question  of 
premiums  split  to  the  discussions  between  employee  and  employer. 

Mr.  Pickle.  Notice  you  said  that  you  would  extend  the  HI  tax 
1.45,  to  include  unearned  income. 

Mr.  Sabo.  Unearned  income,  yes. 

Mr.  Pickle.  You  also  said  that  you  estimate  that  it  would  raise 
approximately  $10  billion.  I  am  surprised. 
Mr.  Sabo.  That  is  right. 

Mr.  Pickle.  What  is  the  source  of  your  revenue  estimate? 
Mr.  Sabo.  The  Joint  Tax  Committee,  and  extending  the  1.45  to 
all  of  earned  income  raises  about  $4  billion. 
Mr.  Pickle.  I  see. 

Mr.  Sabo.  So,  one  is  $4  billion  and  the  other  is  $10  billion,  and, 
in  effect,  making  the  1.45  apply  to  all  income,  is  $14  billion. 

Mr.  Pickle.  You  are  talking  about  $10  billion  and  extending  it  to 
1.45,  about  $4  billion,  is  that  your  estimate? 

Mr.  Sabo.  To  extend  the  1.45  on  all  earned  income  raises  an  ad- 
ditional $4  billion,  to  make  it  apply  to  unearned  income  raises  $10 
billion. 

Mr.  Pickle.  All  right. 

Mr.  Sabo.  My  own  judgment  is  that  we  are  kidding  ourselves  if 
we  try  and  pass  some  plan  that  is  going  to  deal  with  this  problem 
in  a  comprehensive  way  and  not  raise  any  additional  revenues.  My 
own  judgment  also  is  that  we  should  allow  the  States  to  have  some 
flexibility  in  how  they  use  those  dollars.  I  think  one  would  see  a 
variety  of  patterns  emerge  around  the  country,  and  I  think  that 
would  be  healthy  for  this  country.  I  would  prefer  to  see  a  decen- 
tralized plan,  rather  than  one  simple  uniform  national  plan. 

Mr.  Pickle.  Well,  I  thank  you  very  much.  It  is  very  interesting. 
Thank  you. 

Mr.  Sabo.  Thank  you. 

Mr.  Pickle.  The  Chair  would  now  ask  Mr.  Tony  Beilenson  if  he 
would  come  to  the  witness  table.  Tony,  we  would  be  pleased  to  re- 
ceive your  statement. 
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We  thank  you  for  waiting. 

STATEMENT  OF  HON.  ANTHONY  C.  BEILENSON,  A  REPRESENTA- 
TIVE IN  CONGRESS  FROM  THE  STATE  OF  CALIFORNIA 

Mr.  Beilenson.  Thank  you,  Mr.  Chairman. 

If  I  may,  I  think  I  will  simply  read  my  statement.  I  think  that 
will  go  faster  than  if  I  start  talking  about  this.  I  get  exercised 
about  this  issue,  so  if  I  just  read  my  statement,  it  will  keep  me  to  5 
or  6  minutes. 

Mr.  Pickle.  Mr.  Beilenson,  that  is  usually  the  case,  to  save  time. 

Mr.  Beilenson.  So  you  and  I  and  our  colleagues  lingering  around 
here  can  leave  in  time  for  the  vote. 

Mr.  Pickle.  Well,  we  certainly  recognize  you. 

Mr.  Beilenson.  Mr.  Chairman,  I  thank  you  for  giving  me  the  op- 
portunity to  appear  before  this  committee  to  express  my  support 
for  establishing  a  Government-sponsored,  single-payer  health  insur- 
ance system,  as  provided  for  by  H.R.  1300.  I  commend  you  for  hold- 
ing these  hearings,  because  there  is  probably  no  issue  more  worthy 
of  our  time  and  attention  than  our  crisis  of  soaring  health  care 
costs  and  declining  coverage. 

Because  Mr.  Russo,  the  sponsor  of  the  bill,  has  already  made  a 
presentation  on  it,  I  will  confine  my  remarks  to  explaining  why  I 
believe  this  system  would  be  a  far  superior  alternative  to  that  of 
ensuring  universal  coverage  by  requiring  employers  to  pay  for  in- 
surance for  workers  and  their  dependents  and  having  the  Govern- 
ment provide  insurance  for  everyone  else. 

With  all  due  respect  to  our  colleagues  who  support  expanding 
the  existing  mix  of  public  and  private  insurance  through  what  is 
commonly  referred  to  as  pay-or-play,  I  have  come  to  the  conclusion 
that  our  existing  system  is  so  seriously  flawed  that  we  should  not 
waste  our  time  and  effort  attempting  to  salvage  it  in  that  manner. 

Requiring  employer-provided  insurance  would  not  solve  the  prob- 
lem of  soaring  health  care  costs,  which  I  believe  is  the  most  threat- 
ening aspect  of  our  health  care  crisis.  Any  system  which  retains 
multiple  private  insurers  is  going  to  entail  extremely  high  adminis- 
trative costs  and  make  it  very  difficult,  if  not  impossible,  to  develop 
a  rational  scheme  for  controlling  reimbursements  to  health  care 
providers. 

Just  because  we  have  a  long  tradition  of  employment-based 
health  insurance  does  not  necessarily  mean  it  is  as  good  system. 
Businesses  spend  enormous  amounts  of  time  and  resources  finding 
insurance  companies  that  will  provide  adequate  coverage  at  afford- 
able rates  and  administering  health  benefit  plans.  A  Government- 
sponsored  health  insurance  program  would  free  businesses  from 
this  responsibility,  allowing  them  to  devote  more  resources  to  more 
productive  endeavors.  It  would  also  help  keep  alive  many  strug- 
gling enterprises  which  might  otherwise  fail  under  a  pay-or-play 
mandate. 

Employer-based  insurance  is  also  not  in  the  best  interests  of  em- 
ployees. Even  under  a  pay-or-play  scheme,  where  minimum  levels 
of  benefits  are  required,  amounts  of  coverage  and  the  distribution 
of  health  care  costs  would  probably  continue  to  be  uneven  and 
unfair.  Employees  of  large  companies  would  likely  have  coverage 


296 


exceeding  the  minimum  standards,  while  employees  of  small  busi- 
nesses would  probably  have  the  minimum  amount.  If  the  tax 
system  continued  to  fully  subsidize  health  insurance,  employees  of 
businesses  with  minimum  plans  would  continue  to  pay  indirectly 
for  the  more  generous  health  plans  for  employees  of  larger  compa- 
nies. And  employees  who  had  good  health  insurance  would  contin- 
ue to  resist  leaving  jobs  which  may  no  longer  be  suitable  for  them, 
for  fear  of  losing  valued  health  benefits. 

Beyond  these  practical  drawbacks,  I  am  very  troubled  by  the 
basic  concept  of  a  part  private/part  public  health  care  system,  a 
system  we  should  never  have  sanctioned  in  the  first  place. 

The  purpose  of  insurance  is  to  spread  the  risk  of  otherwise  un- 
manageable costs  as  widely  as  possible.  But  under  our  system,  pri- 
vate insurance  companies  select  whom  they  insure,  and  they 
choose  the  young  and  the  healthy,  leaving  the  Government  to  pay 
for  the  elderly,  the  disabled,  and  the  poor.  It  is  indefensible  that 
the  insurance  industry  is  allowed  to  profit  by  insuring  only  the 
low-risk  groups,  while  the  taxpayers  are  saddled  with  the  costs  of 
covering  the  groups  of  people  who  require  both  more  frequent  and 
more  expensive  care. 

This  two-pronged  system  is  also  a  socially  divisive  way  of  paying 
for  health  care,  and  would  be  even  more  so  under  pay-or-play. 
Working  Americans  are  bound  to  grow  increasingly  resentful  of 
paying  more  taxes  for  a  public  health  system  that  does  not  serve 
them,  especially  when  their  own  health  care  co  ts  continue  to 
claim  larger  and  larger  portions  of  their  paychecks.  Meanwhile, 
beneficiaries  of  public  programs  will  come  to  believe  that  they  are 
getting  inferior  care  as  the  Government  continues  to  rein  in  costs 
by  restraining  payments  to  health  care  providers. 

A  universal  health  care  system  ought  to  bring  us  together,  not 
divide  us  further.  Besides,  I  do  not  believe  that  it  will  be  possible 
for  us  to  pass  a  costly  new  health  care  initiative  just  for  the  work- 
ing poor,  or  for  poor  children,  or  for  the  elderly  or  for  any  particu- 
lar group  of  Americans.  The  only  way  we  will  succeed  is  by  setting 
up  a  new  system  of  Government-sponsored  insurance  that  benefits 
everyone. 

Opponents  of  a  Government-sponsored  health  insurance  system 
argue  that  the  public  will  not  support  the  tax  increase  that  it 
would  require,  and  that  Americans,  especially  those  who  are  con- 
tent with  their  own  coverage,  do  not  want  the  Government  to  con- 
trol our  health  care  system.  Frankly,  from  my  mail  and  from  meet- 
ings in  my  district,  I  am  convinced  that  very  few  people  are  con- 
tent with  the  status  quo.  I  am  finding  that  even  people  who  have 
adequate,  affordable  coverage  are  very  worried  about  losing  their 
health  benefits  if  they  change  jobs,  or  if  their  employer  changes  or 
drops  their  health  benefits  plan. 

But  even  if  there  are,  in  fact,  large  numbers  of  Americans  who 
are  fearful  of  changing  to  a  Government-sponsored  system,  we 
would  be  able  to  counter  their  resistance  if  we  put  the  necessary 
time  and  effort  into  explaining  the  advantages  of  a  single-payer 
system. 

For  example,  while  H.R.  1300  would  require  both  a  payroll  and 
an  income  tax  increase,  Mr.  Russo  has  calculated  that  the  savings 
from  eliminating  out-of-pocket  health  care  costs  would  outweigh 
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the  added  taxes  for  all  but  the  wealthiest  5  percent  of  Americans. 
Under  any  form  of  universal  coverage,  people  are  going  to  pay 
more  taxes,  but  a  tax  increase  which  directly  benefits  every  tax- 
payer is  going  to  be  a  lot  more  acceptable  than  one  that  only  bene- 
fits others. 

As  for  fears  about  the  Government,  rather  than  private  industry, 
managing  health  care,  it  should  not  be  hard  to  convince  anyone 
who  has  had  the  headache  of  filing  for  reimbursement  from  his  in- 
surer that  there  would  be  less  paperwork  and  bureaucracy  in  a 
Government-run  system  than  there  is  in  the  one  we  have  now.  The 
fact  that  per  capita  spending  on  insurance  administration  in 
Canada  is  only  about  one-fifth  of  the  amount  we  spend  is  also  a 
compelling  reason  to  change.  And  most  people  already  realize  that 
the  private  health  insurance  industry  is  failing  miserably  in  fulfill- 
ing its  purpose  of  protecting  Americans  from  unmanageable  health 
care  costs. 

Some  people  fear  that  Government-sponsored  health  insurance 
would  mean  impersonal  care.  That  is  not  the  case,  of  course.  Cana- 
dians choose  their  own  health  care  providers.  In  fact,  now  that  so 
many  U.S.  companies  have  imposed  managed-care  health  plans, 
Canadian  patients  generally  have  more  freedom  to  choose  their 
doctors  and  hospitals  than  we  have  here. 

Concerns  about  waiting  periods  for  nonurgent  care  under  a 
single-payer  system  may  be  legitimate.  But  if  that  is  the  biggest 
price  we  have  to  pay  to  contain  soaring  health  care  costs,  to  guar- 
antee that  all  Americans  have  access  to  health  care,  and  to  know 
that  no  one  will  ever  face  financial  ruin  from  a  serious  illness,  then 
surely  Americans  will  see  that  as  a  small  price  indeed. 

Finally,  Mr.  Chairman,  concerns  have  been  raised  about  the  loss 
of  jobs  in  the  health  insurance  industry  that  would  occur  if  we 
changed  to  a  Government-sponsored  system.  While  that  loss  of  em- 
ployment is  troubling,  I  do  not  think  we  can  or  should  continue  to 
tolerate  runaway  health  care  costs,  inadequate  coverage  for  tens  of 
millions  of  people,  the  massive  amount  of  waste,  and  the  uneven 
distribution  of  services  and  costs  that  characterizes  our  existing 
system,  just  to  save  jobs  in  that  industry,  especially  when  that  in- 
dustry, as  I  have  noted,  is  not  serving  us  well  at  all. 

Mr.  Chairman,  adopting  a  system  similar  to  Canada's  is  really 
our  only  hope  for  ensuring  decent  health  care  at  a  manageable  cost 
for  all  Americans.  The  tremendous  benefits  of  a  single-payer 
system  are  well  worth  the  political  work  that  would  be  required  to 
steer  our  Nation  through  the  transition  from  a  part  private /part 
public  health  insurance  system  to  a  universal  public  system.  I 
strongly  urge  the  members  of  this  committee  to  give  the  utmost 
consideration  to  H.R.  1300. 

I  thank  you  once  more  for  this  opportunity  to  make  my  views  on 
this  matter  known  to  you  and  to  your  colleagues  on  the  Ways  and 
Means  Committee. 

Mr.  Pickle.  Mr.  Beilenson,  I  commend  you  for  your  statement 
and  for  the  rapidity  with  which  you  presented  it. 

Mr.  Beilenson.  I  could  have  gone  faster,  but  I  wanted  you  to  be 
able  to  keep  up  with  me.  Thank  you,  sir. 
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Mr.  Pickle.  You  have  given  us  the  full  load  and  you  certainly 
have  given  us  a  lot  to  think  about,  and  a  lot  of  people  agree  with 
what  you  said. 

We  thank  you  for  your  testimony. 

Mr.  Beilenson.  Thank  you,  sir. 

Mr.  Pickle.  The  Chair  is  now  going  to  call  a  recess  of  10  minutes, 
because  we  have  a  vote  on  the  floor  and  we  will  resume  in  approxi- 
mately 10  minutes. 

[Recess.] 

Mr.  Pickle.  The  committee  will  please  come  to  order. 

We  are  pleased  now  to  hear  from  our  colleague,  the  Honorable 
Ed  Roybal,  of  California,  a  veteran  Member  of  the  House  and 
chairman  of  the  Government  Operations  Committee. 

Mr.  Roybal,  we  are  pleased  to  have  you,  and  I  believe  next  we 
will  hear  from  Mr.  Sanders.  Is  Mr.  Sanders  here? 

Mr.  Sanders.  Yes. 

Mr.  Pickle.  All  right.  Fine. 

Mr.  Roybal,  will  you  proceed,  sir. 

STATEMENT  OF  HON.  EDWARD  R.  ROYBAL,  A  REPRESENTATIVE 
IN  CONGRESS  FROM  THE  STATE  OF  CALIFORNIA 

Mr.  Roybal.  Mr.  Chairman,  first  of  all,  I  would  like  to  thank  you 
for  the  opportunity  of  appearing  before  you  and  discussing  with 
you  what  I  believe  to  be  the  most  important  domestic  issue  facing 
our  Nation,  and  that  is  health  care  and  long-term  care. 

I  think  before  we  look  into  the  subject  matter,  we  have  to  look  at 
the  facts  as  they  are  today.  We  know,  for  example,  that  the  United 
States  spends  a  greater  portion  of  its  wealth  on  health  care  than 
any  other  country  in  the  world.  We  know  also  that,  in  spite  of  this, 
we  still  have  almost  250  million  Americans  who  lack  health  insur- 
ance for  chronic  illness  due  to  crippling  diseases. 

We  also  know  that  there  are  approximately  37  million  Ameri- 
cans who  have  no  health  insurance  whatsoever.  As  we  look  at  the 
facts,  we  find  that  the  present  system  just  does  not  work,  that  it  is 
inadequate,  that  it  just  does  not  function  properly. 

Now,  to  address  the  current  health  crisis,  I  have  today  intro- 
duced a  bill,  H.R.  3535,  creating  a  "USHEALTH"  program  that 
simply  expands  on  Medicare  and  would  assure  access  to  compre- 
hensive health  care  for  everyone  in  this  country,  including  long- 
term  care  in  a  home  or  in  a  nursing  home. 

Mr.  Chairman,  as  you  have  mentioned,  as  chairman  of  the  Com- 
mittee on  Aging,  we  found  that  Americans,  young  and  old,  rich  and 
poor,  Republican  and  Democrat,  that  they  all  live  in  fear  that  they 
will  grow  destitute  just  paying  the  costs  of  long-term  illness  like 
Alzheimer's  disease,  like  cancer,  stroke,  and  other  long-term  care 
problems  that  now  exist  in  the  present  program. 

USHEALTH  will  replace  Medicaid.  The  States,  however,  would 
continue  to  be  required  to  maintain  the  current  level  of  funding  on 
health  care.  But  Americans  in  this  country  under  this  new  plan 
would  not  have  to  become  impoverished  before  they  gain  eligibility 
for  this  Federal  funding  of  health  care. 

Under  USHEALTH,  employers  would  continue  to  provide  basic 
health  coverage  for  their  employees  and  their  dependents,  either 


299 


through  continuing  private  insurance  or  by  purchasing  coverage 
through  the  USHEALTH  program.  In  other  words,  private  insur- 
ance would  not  be  eliminated  and  will  work  in  conjunction  with 
the  USHEALTH  plan.  The  basic  benefit  package  would  be  en- 
hanced to  include  preventive  care,  prescription  drugs,  prenatal  and 
well-baby  care. 

I  think,  again,  as  we  look  at  the  facts,  we  know  that  85  percent 
of  working  Americans  currently  receive  health  insurance  in  con- 
nection with  their  employment,  but  there  are  employees  today  that 
do  not  have  health  insurance  and  they  are  part  of  the  37  million 
Americans  that  have  no  health  insurance  whatsoever. 

Millions,  as  I  have  stated,  are  not  covered  by  their  employers, 
and  this  is  one  of  the  things  that  is  included  in  this  bill,  that  we  do 
include  coverage  by  the  employer  community  of  the  United  States. 

USHEALTH  would  be  financed  by  lifting  the  cap  on  wages  sub- 
ject to  the  health  insurance  and  Social  Security  taxes.  At  the 
present  time  the  caps  are  $125,000  and  $53,400,  respectively.  These 
changes  would  affect  only  the  wealthiest  segment  of  the  popula- 
tion. Only  5  percent  of  Americans  make  over  $53,400  and  do  not 
have  to  pay  Social  Security  taxes  on  the  income  over  that  amount. 
Lifting  the  health  insurance  tax  rate  modestly  from  1.45  to  1.8  per- 
cent would  also  contribute  to  this  program. 

USHEALTH  is  modeled,  in  part,  after  the  Pepper  Commission 
recommendation  and  also  the  revised  Kennedy-Roybal  Lifecare  bill. 
USHEALTH  raises  $67  billion.  If  more  is  needed,  as  USHEALTH  is 
put  into  place,  then  we  can  increase  the  health  tax,  if  it  is  neces- 
sary. 

With  regard  to  cost  containment  and  quality  insurance,  these  are 
two  elements  that  are  critical  to  the  USHEALTH  program.  While 
USHEALTH  requires  global  budgeting,  it  allows  for  the 
USHEALTH  Board  that  would  administer  the  program  to  deter- 
mine ways  to  contain  costs,  without  ever  reducing  needed  services 
to  Americans. 

In  other  words,  it  would  be  the  USHEALTH  Board  that  would  be 
empowered  to  put  into  place  a  system  of  cost  containment  and 
have  continuous  oversight  over  the  program  itself. 

I  believe,  Mr.  Chairman,  that  USHEALTH  or  any  other  similar 
program  can  work.  I  believe  that  the  time  has  come  for  the  Con- 
gress to  take  some  action.  People  all  over  this  country  are  waiting 
to  see  what  the  Congress  will  do.  We  know  now  that  if  we  continue 
with  the  present  program,  that  by  the  year  2000,  it  will  cost  16  per- 
cent of  the  gross  national  product,  but  we  will  still  have  an  ineffi- 
cient program. 

I  believe  that  this  is  what  the  people  of  America  want,  and,  Mr. 
Chairman,  I  think  that  this  committee,  after  review  of  various  pro- 
!  posals,  can  definitely  come  up  with  a  program  that  makes  some 
|  sense  and  put  into  place  a  system  of  health  care  that  could  well  be 
i  the  envy  of  countries  throughout  the  world. 

I     Thank  you,  Mr.  Chairman,  for  this  opportunity  to  testify  before 

!  you. 

[The  prepared  statement  and  attachment  follow:] 
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STATEMENT  OF  HON.  EDWARD  R.  ROYBAL,  A  REPRESENTATIVE  IN  CONGRESS 
FROM  THE  STATE  OF  CALIFORNIA 

MR.  CHAIRMAN  AND  DISTINGUISHED  MEMBERS  OF  THE  COMMITTEE.  I 
APPRECIATE  THIS  OPPORTUNITY  TO  APPEAR  BEFORE  YOU  TO  DISCUSS  WHAT  IS 
UNDOUBTEDLY  THE  MOST  IMPORTANT  DOMESTIC  ISSUE  FACING  OUR  NATION 
TODAY,  HEALTH  CARE.  TO  UNDERSTAND  THE  PRESSING  NEED  FOR  REFORM, 
ONE  HAS  ONLY  TO  LISTEN  TO  A  FEW  REPRESENTATIVE  CASES  WHICH  HAVE 
COME  BEFORE  THE  HOUSE  AGING  COMMITTEE: 

o         IN  CLEVELAND,   OHIO,   AN  ELDERLY  MAN  WITH  DIABETES,  HEART 
PROBLEMS   AND   CANCER   LEARNS   THAT   MEDICARE,    HIS  PRIVATE 
INSURANCE  AND  RETIREMENT  INCOME  TOGETHER  WILL  NOT  PAY 
FOR  HIS  HEALTH  CARE.     RATHER  THAN  LEAVE  HIS  WIFE  OF  50 
YEARS  DESTITUTE  AND  HOMELESS,  HE  COMMITS  SUICIDE.    AT  73, 
HIS  WIFE  IS  FORCED  BACK  TO  WORK  TO  SUPPORT  HERSELF. 

o  IN  A  SMALL  TOWN  ON  LONG  ISLAND,  NEW  YORK,  A  FAMILY  OF  5 
BUYS  CEMETERY  PLOTS  IN  ORDER  TO  REDUCE  THEIR  SAVINGS 
ENOUGH  TO  QUALIFY  FOR  MEDICAID,  THE  HEALTH  CARE  PROGRAM 
FOR  THE  VERY  POOR.  THEY  NEED  MEDICAID  BECAUSE  THEIR  13- 
YEAR-OLD  SON,  CRIPPLED  BY  A  RARE  DISEASE  THAT  DESTROYS 
ITS  VICTIMS'  BRAINS,  REQUIRES  ROUND-THE-CLOCK  CARE  WHICH 
THEY  CANNOT  AFFORD.  ULTIMATELY,  THE  FAMILY  IS  FORCED  TO 
MAKE  THEIR  CHILD  A  WARD  OF  THE  STATE  —  GIVE  THEIR  CHILD 
UP  —  IN  ORDER  TO  GET  NEEDED  ASSISTANCE. 

WHAT'S  WRONG  IN  AMERICA  THAT  THINGS  LIKE  THIS  HAPPEN?  IN  BOTH 
CASES,  GOOD  AND  DECENT  FAMILIES  WERE  LET  DOWN  BY  OUR  HEALTH  CARE 
SYSTEM  WHEN  THEY  NEEDED  IT  MOST. 

THESE  ARE  NOT  ISOLATED  INCIDENTS.  ALMOST  250  MILLION 
AMERICANS  LACK  HEALTH  INSURANCE  TO  COVER  THEM  FOR  CHRONIC  LONG-TERM 
ILLNESS,  LIKE  ALZHEIMER'S  AND  PARKINSON'S  DISEASE,  CANCER,  AND 
STROKE.     37  MILLION  AMERICANS  HAVE  NO  HEALTH  INSURANCE  WHATSOEVER. 

TO  ADDRESS  OUR  CURRENT  HEALTH  CARE  CRISIS,  I  HAVE  TODAY 
INTRODUCED  A  BILL  CREATING  A  USHEALTH  PROGRAM  THAT  WOULD  ENSURE 
ACCESS  TO  COMPREHENSIVE  HEALTH  CARE,  INCLUDING  LONG-TERM  CARE,  FOR 
EVERY  MAN,  WOMAN  AND  CHILD  IN  AMERICA.  (A  SUMMARY  OF  USHEALTH  IS 
ATTACHED  FOR  FURTHER  INFORMATION.)  USHEALTH  PROVIDES  HEALTH 
SECURITY  IN  THE  SAME  SUCCESSFUL  WAY  THAT  SOCIAL  SECURITY  PROVIDES 
INCOME  SECURITY,  WITH  ALL  PEOPLE  CONTRIBUTING  TOWARD  THE  PLAN 
DURING  THEIR  WORKING  YEARS  IN  EXCHANGE  FOR  HEALTH  CARE  PROTECTION 
WHEN  THEY  ARE  RETIRED,  UNEMPLOYED,  DISABLED,  OR  CHRONICALLY  ILL. 
AND  IT  CONTAINS  STRINGENT  CONTROLS  TO  CONTAIN  COSTS  AND  ENSURE 
QUALITY  —  WHICH  I  BELIEVE  SHOULD  BE  CENTRAL  TO  ANY  BLUEPRINT  FOR 
HEALTH  CARE  REFORM. 

AMERICANS,  YOUNG  AND  OLD,  RICH  AND  POOR,  REPUBLICAN  AND 
DEMOCRAT,  LIVE  IN  FEAR  THAT  THEY  WILL  SOMEDAY  BECOME  DESTITUTE 
TRYING  TO  MEET  THE  COSTS  ASSOCIATED  WITH  AN  ACCIDENT,  A  BIRTH 
DEFECT ,  CANCER,  ALZHEIMER'S  DISEASE,  STROKE,  AND  OTHER  LONG-TERM 
ILLNESSES  WHICH  ARE  UNCOVERED  BY  MEDICARE  AND  PRIVATE  INSURANCE. 
IRONICALLY,  ONLY  MEDICAID  WILL  HELP  AND  ONLY  AFTER  ONE  IS 
DESTITUTE.  LONG-TERM  CARE  IS  THE  CORNERSTONE  OF  USHEALTH.  IT 
SHOULD  BE  THE  CORNERSTONE  OF  ANY  COMPREHENSIVE  HEALTH  CARE  PLAN, 
THUS  ELIMINATING  THE  NEED  FOR  COSTLY  PRIVATE  LONG-TERM  CARE 
INSURANCE  PLANS.  THE  GENERAL  ACCOUNTING  OFFICE,  BROOKINGS 
INSTITUTION,  CONSUMER  REPORTS .  AND  MY  OWN  SUBCOMMITTEE  HAVE 
CONCLUDED  THAT  PRIVATE  INSURANCE  CANNOT  PROVIDE  MEANINGFUL  AND 
AFFORDABLE  LONG-TERM  CARE  PROTECTION  NOW  OR  IN  THE  FUTURE. 
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MEDICAID  SHOULD  BE  ELIMINATED  AS  IT  IS  IN  MY  USHEALTH  PROGRAM. 
WHILE  THE  STATES  SHOULD  BE  REQUIRED  TO  MAINTAIN  THEIR  CURRENT  LEVEL 
OF  SPENDING  ON  HEALTH  CARE,  AMERICANS  SHOULD  NOT  HAVE  TO  GO 
BANKRUPT  TO  BECOME  ELIGIBLE  FOR  FEDERAL  ASSISTANCE  UNDER  MEDICAID. 
AMERICANS  HAVE  A  RIGHT  TO  HEALTH  CARE  AND  SHOULD  BE  ENTITLED  TO  IT 
IN  THE  SAME  MANNER  THEY  ARE  ELIGIBLE  FOR  SOCIAL  SECURITY. 

I  BELIEVE  THAT  WE  SHOULD  BUILD  ON  WHAT  IS  IN  PLACE  BY 
MAINTAINING  THE  EMPLOYER'S  RESPONSIBILITY  TO  PROVIDE  COVERAGE  FOR 
THEIR  EMPLOYEES  AND  THEIR  DEPENDENTS  —  EITHER  THROUGH  CONTINUING 
PRIVATE  INSURANCE  OR  BY  PURCHASING  COVERAGE  THROUGH  A  FEDERAL 
PROGRAM  LIKE  USHEALTH.  THE  BENEFIT  PACKAGE  EMPLOYERS  OFFER  SHOULD 
PROVIDE  HOSPITAL  AND  DOCTOR  BENEFITS  CURRENTLY  AVAILABLE  UNDER 
MEDICARE  AND  ADD  PRESCRIPTION  DRUGS  AND  PREVENTIVE  CARE  (INCLUDING 
PRENATAL  AND  WELL  CHILD  CARE) .  REQUIRING  EMPLOYERS  TO  PROVIDE 
THEIR  EMPLOYEES  WITH  HEALTH  INSURANCE  IS  AN  ESSENTIAL  ELEMENT  IN 
HEALTH  CARE  REFORM.  WHILE  85%  OF  WORKING  AMERICANS  DO  RECEIVE 
HEALTH  INSURANCE  IN  CONNECTION  WITH  THEIR  EMPLOYMENT,  MILLIONS  OF 
WORKING  AMERICANS  REMAIN  UNCOVERED.  OVER  ONE-THIRD  OF  HISPANIC 
AMERICANS  HAVE  NO  INSURANCE,  YET  OVER  80%  OF  THESE  UNINSURED 
HISPANICS  ARE  WORKING!     USHEALTH  CORRECTS  THIS  INEQUITY. 

I  WOULD  URGE  THIS  COMMITTEE  TO  GIVE  CONSIDERATION  TO  THE 
FINANCING  THAT  I  HAVE  CHOSEN  TO  PAY  FOR  USHEALTH.  USHEALTH  WOULD 
BE  FINANCED  LARGELY  BY  LIFTING  THE  CAP  ON  WAGES  SUBJECT  TO  THE 
HEALTH  INSURANCE  AND  SOCIAL  SECURITY  TAXES  —  THESE  ARE  CURRENTLY 
$125,000  AND  $53,400  RESPECTIVELY.  IN  LAY  TERMS,  AMERICANS  ONLY 
PAY  HEALTH  INSURANCE  TAX  ON  INCOME  UP  TO  $125,000  AND  SOCIAL 
SECURITY  TAX  ON  INCOME  UP  TO  $53,400  TODAY;  EVERYTHING  ABOVE  THAT 
IS  FREE  AND  CLEAR  OF  TAXATION.  95%  OF  WORKING  AMERICANS  PAY  THESE 
TAXES  ON  THE  ENTIRETY  OF  THEIR  INCOME.  IT  DOES  NOT  SEEM  FAIR  THAT 
THE  5  PERCENT  OF  AMERICANS  WHO  ARE  MAKING  OVER  $53,400  DO  NOT  HAVE 
TO  PAY  SOCIAL  SECURITY  TAXES  ON  THAT  INCOME  AS  WELL.  USHEALTH 
WOULD  CORRECT  THIS  INEQUITY  AND  APPLY  THE  NEW  REVENUES  TO  THE 
USHEALTH  PROGRAM.  IN  ADDITION  TO  LIFTING  THESE  CAPS,  USHEALTH 
WOULD  INCREASE  THE  HEALTH  INSURANCE  TAX  RATE  FROM  1.45  TO  1.8%. 
THESE  TWO  REVENUE  SOURCES,  COMBINED  WITH  EMPLOYER-MANDATED 
INSURANCE  COVERAGE,  AND  REASONABLE  DEDUCTIBLES,  PREMIUMS  AND  LOW- 
INCOME  ASSISTANCE  FOR  COVERED  AMERICANS  —  WILL  MAKE  COMPREHENSIVE 
HEALTH  CARE  REFORM  IN  THIS  COUNTRY  POSSIBLE.  WHILE  USHEALTH  HAS 
NOT  YET  RECEIVED  A  FORMAL  ESTIMATE  FROM  THE  CONGRESSIONAL  BUDGET 
OFFICE,  ITS  BENEFIT  PACKAGE  IS  SIMILAR  TO  BUT  MORE  GENEROUS  THAN 
THE  PEPPER  COMMISSION  PACKAGE  ESTIMATED  TO  COST  $67  BILLION.  OUR 
REVENUE  SOURCES  WOULD  YIELD  ABOUT  $67  BILLION.  TO  THE  EXTENT  THAT 
ADDITIONAL  REVENUES  WOULD  BE  REQUIRED,  WE  WOULD  RECOMMEND  SIMPLY 
LIFTING  THE  HEALTH  INSURANCE  TAX  ABOVE  THE  RECOMMENDED  1.8%  TO 
ACHIEVE  THE  NECESSARY  REVENUES. 

THOSE  WHO  ARGUE  THAT  $67  BILLION  IS  TOO  MUCH  TO  SPEND  ON 
COMPREHENSIVE  HEALTH  CARE  SHOULD  CONSIDER  THE  FOLLOWING  FACTS: 

O         WE  WILL  SPEND  A  TOTAL  OF  $65  BILLION  ON  THE  B2  BOMBER 

PROGRAM  —  ENOUGH  TO  PROVIDE  ALL  AMERICANS  WITH  COMPRE- 
HENSIVE HEALTH  CARE  FOR  AN  ENTIRE  YEAR.     ONE  B2  BOMBER 
COSTS  $850  MILLION  —  ENOUGH  TO  PROVIDE  4  MILLION  WOMEN 
WITH  LIFE-SAVING  BREAST  CANCER  SCREENING  OR  PROVIDE  ALL 
WOMEN  WITH  ADEQUATE  PRENATAL  CARE. 

o         WE  SPEND  ABOUT  $4  0  BILLION  A  YEAR  SIMPLY  CONDUCTING 

RESEARCH  ON  HOW  TO  WAGE  WAR  —  ENOUGH  TO  PROVIDE  BASIC 
HEALTH  INSURANCE  FOR  ALL  AMERICANS  AND  COVER  HOME  CARE. 

0  WE  SPEND  $63  BILLION  A  YEAR  BUYING  WEAPONS  TO  KILL  PEOPLE 
—  ALMOST  ENOUGH  TO  PAY  FOR  THE  ENTIRE  COST  OF  USHEALTH 
PROGRAM  ANNUALLY. 

USHEALTH  CAN  WORK  BECAUSE  IT  UTILIZES  A  STRUCTURE  THAT'S 
ALREADY  IN  PLACE  —  MEDICARE  ~  AND  EXPANDS  AND  IMPROVES  UPON  IT. 
UNDER  USHEALTH,  CITIZENS  WOULD  STILL  BE  ABLE  TO  CHOOSE  THEIR  OWN 
DOCTORS  AND  OTHER  PROVIDERS,  AND  EMPLOYERS  WOULD  STILL  BE  ABLE  TO 
PROVIDE  HEALTH  COVERAGE  THROUGH  PRIVATE  INSURERS  OR  THROUGH  THE 
USHEALTH  PROGRAM.  MUCH  OF  THE  WASTE  IN  OUR  CURRENT  HEALTH  SYSTEM 
WOULD  BE  ELIMINATED  THROUGH  THE  CREATION  OF  A  SINGLE  PAYOR  FOR  THE 
FEDERAL  PLAN. 

1  AM  REMINDED  THAT  PRESIDENT  FRANKLIN  ROOSEVELT  FIRST 
ENVISIONED  THE  SOCIAL  SECURITY  PROGRAM  PROVIDING  BOTH  INCOME  AND 
HEALTH  CARE  SECURITY.  I  BELIEVE,  AND  PUBLIC  OPINION  POLLS  BY  THE 
DOZENS  SUPPORT  ME,  THAT  IT  IS  TIME  TO  FULFILL  THE  REMAINDER  OF 
ROOSEVELT'S  DREAM,  IT  IS  TIME  TO  CONQUER  THAT  LAST  GREAT  FRONTIER 
AND  GIVE  THE  AMERICAN  PEOPLE  AN  AFFORDABLE  AND  ACCESSIBLE  HEALTH 
CARE  SYSTEM  FOR  WHICH  THEY  WILL  BE  FOREVER  GRATEFUL. 
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SUMMARY  OP  "USHEALTH" 
A  PROGRAM  OF  COMPREHENSIVE  HEALTH  CARE 
FOR  ALL  AMERICANS 
BY 

CONGRESSMAN  EDWARD  R.  ROYBAL 
CHAIRMAN,   U.S.   HOUSE  SELECT  COMMITTEE  ON  AGING 
AND  ITS  SUBCOMMITTEE  ON  HEALTH  AND  LONG-TERM  CARE 


OVERVIEW 

THIS  LEGISLATION  WOULD  AMEND  THE  SOCIAL  SECURITY  ACT  TO  ENSURE 
ACCESS  FOR  ALL  AMERICANS  TO  HIGH-QUALITY  HEALTH  CARE,  INCLUDING 
LONG-TERM  CARE,  WHILE  CONTAINING  THE  COSTS  OF  THE  HEALTH  CARE 
SYSTEM.  "USHEALTH"  DOES  THIS  THROUGH  THE  COMBINATION  OF  A  NEW 
FEDERAL  HEALTH  PLAN  —  THE  "USHEALTH  PROGRAM"  —  AND  QUALIFIED 
EMPLOYER  HEALTH  PLANS. 

THE  USHEALTH  PROGRAM  INCORPORATES  AND  EXPANDS  UPON  MEDICARE 
AND  REPLACES  MEDICAID. 

TITLE  I  —  PROVISION  AND  EXPANSION  OF  HOSPITAL,  MEDICAL,  AND 
PREVENTIVE  SERVICES  TO  COVER  ALL  AMERICANS  EITHER  THROUGH  A 
USHEALTH  PROGRAM  OR  QUALIFIED  EMPLOYER  HEALTH  PLANS 


COVERAGE  OF  ELDERLY,    DISABLED.   RETIRED.   AND  OTHER  NON-EMPLOYED 
INDIVIDUALS  THROUGH  A  USHEALTH  PROGRAM 

USHEALTH  COMBINES  CURRENT  MEDICARE  BENEFITS  (PART  A  FOR 
HOSPITAL  SERVICES  AND  PART  B  FOR  MEDICAL  SERVICES)  INTO  A  NEW  PART 
A  FOR  ALL  THE  NON-EMPLOYED  POPULATION.  USHEALTH • S  PART  A  WOULD 
EXPAND  MEDICARE'S  HOSPITAL  AND  PHYSICIAN  BENEFITS  AND  INCLUDE  MANY 
NEW  BENEFITS  SUCH  AS  PREVENTIVE  CARE  AND  PRESCRIPTION  DRUGS. 

BENEFITS  UNDER  PART  A  WOULD  INCLUDE  OUTPATIENT  REHABILITATION 
FACILITY  SERVICES  AND  HOME  I.V.  SERVICES;  CERTAIN  ACUTE  CARE 
SERVICES  IN  THE  HOME;  ALCOHOL  AND  DRUG  ABUSE  REHABILITATION 
SERVICES;  DURABLE  MEDICAL  EQUIPMENT;  50  OUTPATIENT  MENTAL  HEALTH 
VISITS  A  YEAR;  AND  INPATIENT  MENTAL  HEALTH  SERVICES  UP  TO  225  DAYS 
IN  ANY  5  YEAR  PERIOD.  COVERED  PREVENTIVE  SERVICES  WOULD  INCLUDE 
PRENATAL  CARE;  WELL-CHILD  CARE  AND  IMMUNIZATIONS;  SCREENING 
MAMMOGRAPHY;  SCREENING  PAP  SMEARS;  FAMILY  PLANNING  SERVICES  AND 
SUPPLIES;  COLORECTAL  CANCER  SCREENING;  COUNSELING  TO  MODIFY  RISK 
FACTORS  FOR  HEART  DISEASE,  CANCER,  AND  STROKE;  AND  OTHER  PREVENTIVE 
SERVICES  THAT  THE  USHEALTH  BOARD  DETERMINES  ARE  COST  EFFECTIVE  IN 
THE  PREVENTION  OF  ILLNESS. 

NON-EMPLOYED  INDIVIDUALS  WOULD  PAY  A  PREMIUM  FOR  PART  A  OF 
USHEALTH;  HOWEVER,  LOW-INCOME  ASSISTANCE  WOULD  BE  AVAILABLE  AND 
PREMIUMS  COULD  NOT  EXCEED  3%  OF  AN  INDIVIDUAL'S  ANNUAL  INCOME. 
DEDUCTIBLES  WOULD  BE  LIMITED  TO  ONE  ANNUAL  DEDUCTIBLE  OF  $250  FOR 
AN  INDIVIDUAL  AND  $500  FOR  A  FAMILY;  A  2  0%  COINSURANCE  WOULD  APPLY 
TO  PHYSICIAN  CARE  AND  MENTAL  HEALTH  VISITS. 

MEDICARE'S  FIRST  DAY  HOSPITAL  DEDUCTIBLE  AND  HOSPITAL 
COINSURANCE  WOULD  BE  ELIMINATED.  THERE  ARE  NO  DEDUCTIBLES  OR 
COINSURANCE  FOR  PREVENTIVE  SERVICES.  THE  TOTAL  OF  DEDUCTIBLES  AND 
COINSURANCE  COULD  NOT  EXCEED  A  YEARLY  LIMIT  OF  $1500  FOR  AN 
INDIVIDUAL  OR  $2000  FOR  A  FAMILY. 


COVERAGE  OF  EMPLOYED  INDIVIDUALS  THROUGH  QUALIFIED 
EMPLOYER  HEALTH  PLANS 

EMPLOYERS  WOULD  BE  REQUIRED  TO  PROVIDE  THE  SAME  PART  A  BENEFIT 
PACKAGE  AS  IN  THE  USHEALTH  PROGRAM  TO  THEIR  EMPLOYEES  AND 
DEPENDENTS,  EITHER  THROUGH  PURCHASING  PRIVATE  HEALTH  INSURANCE  OR 
PART  A  OF  USHEALTH.  EMPLOYERS  WOULD  PAY  AT  LEAST  80%  OF  THE 
PREMIUMS;  EMPLOYEES  NOT  MORE  THAN  2  0%.  PRIVATE  INSURERS  COULD  NOT 
REQUIRE  DEDUCTIBLES  AND  COINSURANCE  HIGHER  THAN  UNDER  USHEALTH. 
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LARGE  EMPLOYERS  (WITH  MORE  THAN  100  EMPLOYEES)  WOULD  HAVE 
UNTIL  JANUARY  1  OF  THE  2ND  YEAR  AFTER  ENACTMENT  TO  ENROLL  ALL  THEIR 
EMPLOYEES;  MEDIUM  EMPLOYERS  (WITH  25  TO  100  EMPLOYEES)  HAVE  UNTIL 
THE  3RD  YEAR;  SMALL  EMPLOYERS  (WITH  1  TO  24  EMPLOYEES)  UNTIL  THE 
4TH  YEAR. 

QUALIFIED  EMPLOYER  HEALTH  PLANS  WOULD  USE  THE  SAME  PAYMENT 
RATES  AS  USHEALTH.  PREEXISTING  CONDITION  EXCLUSIONS  WOULD  BE 
PHASED  OUT  AND  DISCRIMINATION  BASED  ON  HEALTH  STATUS  WOULD  BE 
PROHIBITED.  EXTENSIVE  CONSUMER  PROTECTIONS  ARE  PROVIDED,  INCLUDING 
DISCLOSURE  BY  INSURANCE  COMPANIES  OF  ALL  INFORMATION  THAT  EMPLOYERS 
AND  CONSUMERS  WOULD  NEED  IN  CHOOSING  A  PLAN.  MANAGED  CARE  PLANS 
SUCH  AS  HMO'S,  IN  WHICH  CONSUMERS  DO  NOT  HAVE  TO  PAY  DEDUCTIBLES 
AND  COINSURANCE,  ARE  ENCOURAGED.  THE  NATIONAL  ASSOCIATION  OF 
INSURANCE  COMMISSIONERS  (NAIC)  WOULD  DEVELOP  SPECIFIC  STANDARDS,  IN 
THE  FORM  OF  A  MODEL  ACT  AND  MODEL  REGULATIONS,  TO  IMPLEMENT  THE 
REQUIREMENTS  OF  THIS  TITLE. 


TITLE  II  —  PROVISION  OF  LONG-TERM  HOME  AND  COMMUNITY  BASED  CARE, 
NURSING  HOME  CARE,  AND  OTHER  BENEFITS  FOR  ALL  AMERICANS  THROUGH  THE 
USHEALTH  PROGRAM 

USHEALTH' S  PART  B  PROVIDES  LONG-TERM  CARE  BENEFITS  FOR 
EVERYONE,  INCLUDING  HOME  AND  COMMUNITY-BASED  SERVICES  AND  NURSING 
HOME  CARE.  COVERED  HOME  AND  COMMUNITY-BASED  SERVICES  INCLUDE: 
HOME  HEALTH  AIDE  SERVICES;  HOMEMAKER  SERVICES;  HEAVY  CHORE 
SERVICES;  ADULT  DAY  CARE;  RESPITE  CARE;  HOSPICE  CARE;  HOME  MOBILITY 
AIDS  AND  MINOR  ADAPTATIONS  TO  THE  HOME  TO  PROMOTE  INDEPENDENCE; 
NURSING  CARE;  MEDICAL  SOCIAL  WORK  SERVICES  AND  MENTAL  HEALTH 
SERVICES;  PHYSICAL,  OCCUPATIONAL,  RESPIRATORY,  OR  SPEECH  THERAPY  OR 
REHABILITATIVE  SERVICES;  TRANSPORTATION  TO  AND  FROM  HEALTH  OR 
SOCIAL  SERVICES;  NUTRITION  AND  DIETARY  COUNSELING.  VARIOUS  GRANTS, 
CENTERS,  AND  DEMONSTRATION  PROJECTS  ARE  AUTHORIZED  TO  TRAIN  LONG- 
TERM  CARE  PERSONNEL,  EDUCATE  CONSUMERS,  AND  PROVIDE  PLANNING  AND 
TECHNICAL  ASSISTANCE. 

CERTAIN  ADDITIONAL  BENEFITS  SUCH  AS  PHYSICAL  EXAMS,  VISION  AND 
HEARING  SERVICES,  AND  DENTURES  ARE  COVERED  UNDER  PART  B.  EARLY 
PERIODIC  DIAGNOSIS  AND  TREATMENT  SERVICES  (EPSDT)  FOR  CHILDREN 
UNDER  21  YEARS  OF  AGE  ARE  ALSO  PROVIDED. 

PART  B  WOULD  BE  PUBLICLY  FINANCED  SO  THERE  WOULD  BE  NO  PREMIUM 
REQUIREMENTS.  THERE  WOULD  BE  NO  COINSURANCE  FOR  HOME  CARE  OR  FOR 
THE  FIRST  180  DAYS  IN  A  NURSING  HOME.  AFTER  180  DAYS  IN  A  NURSING 
HOME,  BENEFICIARIES  WOULD  PAY  THE  COST  OF  ROOM  AND  BOARD,  ESTIMATED 
TO  BE  ABOUT  3  5%  OF  THE  TOTAL  COST.  THE  COINSURANCE  WOULD  NOT  BE 
REQUIRED  OF  NURSING  HOME  RESIDENTS  UNLESS  THERE  IS  SUFFICIENT 
INCOME  REMAINING  TO  SUPPORT  THEIR  SPOUSES  AND  DEPENDENTS. 


TITLE  III   --  LOW  INCOME  ASSISTANCE 

USHEALTH  PROVIDES  LOW-INCOME  PEOPLE  WITH  ASSISTANCE  IN  PAYING 
THE  PREMIUMS,  DEDUCTIBLES  AND  COINSURANCE.  PREMIUMS  UNDER  PART  A 
OK  USHEALTH  WOULD  BE  LIMITED  ACCORDING  TO  ONE'S  INCOME.  (THERE  ARE 
NO  PREMIUMS  FOR  PART  B .  )  PERSONS  WITH  INCOMES  BELOW  133  l/3'l,  OK 
POVERTY  WOULD  NOT  HAVE  TO  PAY  ANY  PREMIUMS.  THOSE  WITH  INCOMES 
A130VE  133  1/3%  OF  POVERTY  WOULD  PAY  PREMIUMS  ON  A  SLIDING  SCALE  AS 
POLLOWS:  SOMEONE  WITH  AN  INCOME  BETWEEN  133  1/3%  AND  166  2/3%  OF 
POVERTY  WOULD  PAY  NO  MORE  THAN  1%  OF  THEIR  INCOME  ON  PREMIUMS; 
THOSE  BETWEEN  166  2/3%  AND  200%,  NO  MORE  THAN  2%;  THOSE  WITH 
INCOMES  OVER  200%,    NO  MORE  THAN  3% 

DEDUCTIBLES  AND  COINSURANCE  WOULD  NOT  BE  REQUIRED  OF  THOSE 
WITH  INCOMES  BELOW  100%  OF  POVERTY;  THOSE  WITH  INCOMES  BETWEEN  lOO'l 
AND  200%  OF  POVERTY  PAY  ON  A  SLIDING  SCALE.  THE  SLIDING  SCALE  FOR 
DEDUCTIBLES  AND  COINSURANCE  WOULD  WORK  THIS  WAY:  SOMEONE  WITH  AN 
INCOME  AT  101%  OF  POVERTY  WOULD  PAY  1%  OF  THE  DEDUCTIBLES  AND 
COINSURANCE;   150%  WOULD  PAY  50%;   175%  WOULD  PAY  75%;  AND  SO  ON. 
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TITLE  IV  —  USHEALTH  PROGRAM  ADMINISTRATION 

USHEALTH  WOULD  BE  ADMINISTERED  BY  A  SEPARATE,  INDEPENDENT 
AGENCY,  THE  USHEALTH  ADMINISTRATION,  GOVERNED  BY  A  USHEALTH  BOARD 
AND  AN  ADMINISTRATOR  APPOINTED  BY  THE  BOARD.  THE  HEALTH  CARE 
FINANCING  ADMINISTRATION  (HCFA)  WOULD  BE  REPLACED  BY  THE  USHEALTH 
ADMINISTRATION.  THE  USHEALTH  PROGRAM  WOULD  BE  FULLY  OPERA1 IONAL 
JANUARY  1  OF  THE  SECOND  YEAR  AFTER  THE  DATE  OF  ENACTMENT. 

SINCE  THE  BENEFIT  PACKAGE  COVERED  BY  USHEALTH  WOULD  INCLUDE 
ALL  THE  BENEFITS  THAT  STATES  MUST  COVER  UNDER  MEDICAID,  USHEALTH 
WOULD  REPLACE  MEDICAID.  STATES  WOULD  CONTINUE  TO  COVER,  WITH 
FEDERAL  ASSISTANCE  UNDER  TITLE  XIX  OF  THE  SOCIAL  SECURITY  ACT,  THE 
OPTIONAL  TITLE  XIX  BENEFITS  THAT  ARE  NOT  COVERED  BY  THE  USHEALTH 
PROGRAM.  DURING  THE  TRANSITIONAL  PERIOD  BEFORE  USHEALTH  IS 
IMPLEMENTED,  MEDICAID  WOULD  BE  EXPANDED  TO  COVER  PREGNANT  WOMEN  AND 
INFANTS  WITH  INCOMES  UP  TO  185%  OF  POVERTY. 

TITLE  V  —  QUALITY  ASSURANCE  AND  COST  CONTAINMENT 

THE  PEER  REVIEW  ORGANIZATIONS  (PRO'S)  ARE  REQUIRED  TO  DEVOTE 
A  MAJOR  EFFORT  TO  QUALITY  ASSURANCE  FOR  ALL  TYPES  OF  HEALTH 
SERVICES  WHETHER  PAYMENT  IS  MADE  UNDER  USHEALTH  OR  THROUGH  A 
PRIVATE  PAYOR.  QUALITY  ASSURANCE  BOARDS  ARE  CREATED  WITHIN  EACH 
PEER  REVIEW  ORGANIZATION.  A  CONSUMERS'  BILL  OF  RIGHTS  WOULD 
GUARANTEE  NUMEROUS  CONSUMER  PROTECTIONS  IN  THE  HEALTH  CARE  SETTING. 

USHEALTH  WOULD  USE  MEDICARE'S  PROSPECTIVE  PAYMENT  SYSTEM  FOR 
HOSPITALS  AND  RESOURCE  BASED  RELATIVE  VALUE  SYSTEM  (RBRVS)  AND 
VOLUME  STANDARDS  FOR  PHYSICIAN  SERVICES.  QUALIFIED  EMPLOYER  HEALTH 
PLANS  ALONG  WITH  USHEALTH  WOULD  USE  MEDICARE  RATES,  INCLUDING 
MEDICARE'S  MAXIMUM  ALLOWABLE  CHARGES.  UTILIZATION  REVIEW,  OUTCOMES 
RESEARCH,  SCREENING  AND  CARE  MANAGEMENT  WOULD  BE  USED  TO  ENSURE 
THAT  SERVICES  ARE  APPROPRIATE  AND  MEDICALLY  NECESSARY. 

USHEALTH  BUILDS  ON  MEDICARE  WHICH  HAS  A  PROVEN  TRACK  RECORD  OF 
PROVIDING  HEALTH  INSURANCE  WITH  VERY  LOW  OVERHEAD  COSTS.  FURTHER 
ADMINISTRATIVE  SAVINGS  WOULD  BE  OBTAINED  BY  SIMPLIFYING  CLAIMS 
PROCESSING  AND  REQUIRING  UNIFORM  FORMS  FOR  BOTH  USHEALTH  AND 
PRIVATE  HEALTH  INSURANCE.  THE  USHEALTH  BOARD  WOULD  ESTABLISH 
OVERALL  SPENDING  TARGETS  TO  HOLD  DOWN  INCREASES  IN  HEALTH  CARE 
EXPENDITURES  AS  A  PERCENTAGE  OF  OUR  GROSS  NATIONAL  PRODUCT. 


TITLE  VI   —  FINANCING 

PREMIUMS  WOULD  BE  BASED  ON  ACTUARIAL  RATES  ADJUSTED  FOR  FAMILY 
SIZE  AND  GEOGRAPHIC  REGION.  NON-EMPLOYED  BENEFICIARIES  WITH 
INCOMES  OVER  2  00%  OF  POVERTY  WOULD  PAY  THE  ACTUARIAL  RATE,  BUT 
THEIR  PREMIUMS  COULD  NOT  EXCEED  A  CAP  OF  3%  OF  THEIR  INCOME.  THE 
AGED  AND  DISABLED  WHO  MEET  THE  CURRENT  ELIGIBILITY  REQUIREMENTS  OF 
TITLE  XVIII  FOR  MEDICARE  WOULD  PAY  PREMIUMS  EQUIVALENT  TO  THE 
PREMIUMS  THEY  PAY  NOW  FOR  MEDICARE  PART  B. 

EMPLOYED  BENEFICIARIES  WITH  INCOMES  OVER  200%  OF  POVERTY  WHO 
ARE  COVERED  UNDER  THE  USHEALTH  PROGRAM  WOULD  PAY  20%  OF  THE 
ACTUARIAL  RATE;  EMPLOYERS  WOULD  PAY  80%.  ASSISTANCE  WOULD  UK 
PROVIDED  TO  SMALL  EMPLOYERS  OF  LOW-WAGE  WORKERS  BY  LIMITING  THE 
AMOUNT  OF  THE  EMPLOYERS'   PREMIUM  PAYMENTS  TO  7%  OF  PAYROLL. 

PUBLIC  FINANCING  TO  PROVIDE  LOW  INCOME  ASSISTANCE  TO 
INDIVIDUALS  AND  FAMILIES,  SUBSIDIZE  THE  RATES  FOR  SMALL  EMPLOYERS, 
AND  PAY  FOR  PART  B.  COVERAGE  UNDER  USHEALTH  WOULD  BE  PROVIDED 
LARGELY  BY  REMOVING  THE  CAP  ON  INCOME  SUBJECT  TO  THE  HEALTH 
INSURANCE  AND  SOCIAL  SECURITY  TAXES,  CURRENTLY  $125,000  AND  $53,400 
RESPECTIVELY.  (95%  OF  AMERICANS  ALREADY  PAY  THESE  TAXES  ON  THE 
ENTIRETY  OF  THEIR  INCOME.)  THE  HEALTH  INSURANCE  TAX  WOULD  BE 
RAISED  FROM  1.4  5%  TO  1.8%.  STATES  WOULD  CONTRIBUTE  TO  THE  USHEALTH 
TRUST  FUND  THE  AMOUNTS  THEY  ARE  CURRENTLY  SPENDING  ON  MEDICAID 
BENEFITS  THAT  WILL  BE  PROVIDED  BY  USHEALTH. 
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TITLE  VII  —  RURAL  AND  CENTRAL  CITY  DEMONSTRATION  PROJECTS,  AND 
EXPANSION  OF  PRIMARY  CARE  AND  PUBLIC  HEALTH  DELIVERY  CAPACITY 

USHEALTH  WOULD  INITIATE  RESEARCH  AND  DEMONSTRATION  PROJECTS 
INTO  HOW  TITLE  XVIII  OF  THE  SOCIAL  SECURITY  ACT  COULD  BE  CHANGED  TO 
PROVIDE  BETTER  CARE  FOR  BENEFICIARIES  RESIDING  IN  RURAL  AREAS  AND 
IN  CENTRAL  CITY  AREAS  OF  LARGE  CITIES.  AUTHORIZATIONS  FOR  PRIMARY 
CARE  AND  PUBLIC  HEALTH  PROGRAMS  ARE  EXTENDED  THROUGH  THE  YEAR  2000. 
PLANNING  AND  DEVELOPMENT  GRANTS  ARE  ALLOCATED  FOR  PRIMARY  CARE 
CENTERS  AND  PUBLIC  HEALTH  CLINICS. 


306  i 

Mr.  Pickle.  Well,  I  thank  you,  Mr.  Roybal.  You  and  your  com- 
mittee have  been  most  active  in  this  and  the  Social  Security  meas- 
ures, and  we  appreciate  your  testimony  today  and  the  plan  that  1 
you  are  recommending. 

I  note  that  you  would  raise  money  by  lifting  the  cap  on  wages 
subject  to  Social  Security. 

Mr.  Roybal.  That  is  correct,  Mr.  Chairman,  and  that  would  bring 
in  most  of  the  money  that  would  be  needed;  it  would  make  it  possi-  | 
ble  for  all  Americans  to  make  a  contribution  to  the  system  based 
on  their  earnings  capability.  At  the  present  time,  95  percent  of  the  j 
people  of  America  pay  the  Social  Security  tax  on  100  percent  of  j 
their  earnings,  while  those  of  us  who  earn  more  than  $53,400  stop 
at  that  particular  figure  and  we  can  earn  $1  million  a  year  and 
still  pay  not  a  single  additional  cent  to  the  system.  I  think  it  is 
only  fair  that  everyone  make  a  contribution  to  the  system,  depend- 
ing on  their  earning  capabilities. 

Mr.  Pickle.  Then  you  would  continue  the  same  tax  under  the  I 
Social  Security  program  for  both  employers  and  employees,  a  j 
matching  program,  but,  you  would  have  an  additional  payroll  tax  j 
and  lift  the  cap,  as  well. 

Mr.  Roybal.  Right.  The  additional  tax  would  be  on  health  insur- 
ance that  would  be  increased  slightly  or  maybe  even  more  than  I 
have  recommended,  based  on  the  overall  cost  of  the  program.  You 
probably  remember,  Mr.  Chairman,  that  the  Pepper  Commission  ! 
had  a  specific  program  and  at  that  time  it  was,  I  suppose,  decided  I 
that  the  entire  program  would  cost  in  the  neighborhood  of  $67  bil- 
lion. 

Well,  by  doing  just  the  little  maneuvering  that  I  have  suggested, 
we  will  bring  into  the  Treasury  $67  billion.  However,  if  the  pro- 
gram  goes  just  a  little  higher,  then  we  will  have  to  do  something 
with  the  health  insurance  tax  by  increasing  that  a  little  bit  more, 
so  that  it  will  meet  all  of  the  cost.  I 

The  matter  of  cost  containment,  however  

Mr.  Pickle.  How  much  would  you  increase  your  1.45  health  tax? 

Mr.  Roybal.  Well,  that  will  go  to  1.8,  and,  if  it  is  necessary, 
maybe  1.9,  but  the  truth  of  the  matter  is  that  this  has  not  been  yet  j 
scored  by  the  appropriate  department. 

Mr.  Pickle.  Does  your  bill  parallel  the  bill  introduced  by  Con- 
gressman Russo  more  than  others?  j  n 

Mr.  Roybal.  I  am  not  sure,  Mr.  Chairman,  because  I  have  not  a  ft 
read  those  particular  bills,  but  it  does  parallel  the  recommenda-  j 
tions  made  by  the  Pepper  Commission,  we  have  enlarged  upon  j 
that,  but  the  most  important  thing  of  all  is  we  do  use  the  existing  { 
system,  what  we  have  now,  and  improve  it,  we  enlarge  upon  it,  we  | 
improve  it,  and  we  think  that  is  the  way  that  we  must  go  in  this  jf 
country  to  resolve  in  health  care  crisis.  \ 

The  main  point  of  the  whole  subject  matter,  Mr.  Chairman,  is 
that  the  Nation  is  crying  out,  I  believe,  for  something  to  happen  | 
with  regard  to  health  care.  You  know  just  as  well  as  I  do  that  ?  y0 
there  are  thousands  upon  thousands  of  people  who  go  bankrupt  3 
every  year — you  have  them  in  your  district  and  I  have  them  in 
mine — because  the  need  for  long-term  care  has  shown  its  ugly  head  I 
and  Americans  they  have  been  subjected  to  that  particular  cost  b 


1 


307 


which  is  unbearable,  and  something  has  to  be  done  in  this  Nation 
to  bring  about  a  system  that  does  work. 

Mr.  Pickle.  Well,  I  believe  Congress  is  going  to  face  that  task.  I 
believe  there  is  a  general  feeling  among  the  members  that  we  need 
to  make  a  change  or  at  least  we  have  got  to  give  health  coverage  to 
everybody.  And  while  we  are  not  endorsing  any  one  plan,  I  appreci- 
ate the  testimony  you  have  given,  and  thank  you  for  being  here 
today. 

Mr.  Roybal.  Thank  you  very  much. 

Mr.  Pickle.  Now,  Mr.  Sanders,  if  you  will  please  take  your  posi- 
tion at  the  witness  table.  Apparently,  Mr.  Sanders,  we  have  an- 
other vote,  but  if  you  will  proceed,  I  think  we  can  get  your  testimo- 
ny before  we  have  to  call  a  recess. 

We  are  glad  to  have  you  with  us  today,  Mr.  Sanders. 

STATEMENT  OF  HON.  BERNARD  SANDERS,  A  REPRESENTATIVE 
IN  CONGRESS  FROM  THE  STATE  OF  VERMONT 

Mr.  Sanders.  Thank  you  very  much.  We  have  a  vote,  and  I  will 
be  brief. 

Mr.  Chairman,  I  want  to  congratulate  this  committee  for  calling 
this  important  hearing  to  discuss  what  obviously  is  the  most  impor- 
tant issue  facing  our  country,  and  that  is  the  crisis  in  health  care. 

Mr.  Chairman,  you  know  as  well  as  I  do  that  there  are  now  some 
80  million  Americans  who  either  have  no  health  insurance  or  are 
only  partially  insured.  You  know  that,  despite  Medicare,  millions 
of  our  elderly  citizens  are  spending  a  substantial  part  of  their  lim- 
ited incomes  on  health  care,  and  many  of  them  are  unable  to 
afford  the  outrageous  cost  of  prescription  drugs  which  are  going  up 
year  after  year,  and  our  seniors  are  having  to  pay  for  private  insur- 
ance to  supplement  Medicare. 

You  also  know  that,  in  terms  of  the  business  community,  many 
of  our  businesses  cannot  remain  competitive,  paying  10,  15  or  20 
percent  more  insurance  every  single  year. 

Mr.  Chairman,  I  think  the  most  important  development  that  I 
have  perceived  since  I  have  been  in  Congress  since  January  is  the 
release  from  the  General  Accounting  Office  of  a  comparison  of  our 
health  care  system  with  the  Canadian  health  care  system. 

As  you  now,  that  report  indicated  that  if  the  United  States 
moved  to  a  single-payer  system,  eliminating  the  1,500  private  in- 
surance companies,  they  estimated,  I  recall,  that  the  savings  would 
be  something  like  $67  billion  a  year  that  could  be  saved  from  all  of 
the  billing  which  currently  goes  forward,  because  of  the  many  sepa- 
rate insurance  companies.  We  would  save  money  on  advertising,  on 
I  bureaucracy  and,  in  general,  high  corporate  salaries,  et  cetera.  I 
j  think  before  we  go  further  in  any  serious  discussion,  I  think  that 
issue  has  got  to  be  examined  and  examined  over  and  over  again. 
!     The  General  Accounting  Office  estimated  the  savings  to  be  $67 
|  billion.  The  Physicians  for  National  Health  Care,  who  I  should  tell 
I  you  helped  write  my  bill,  using  more  up-to-date  statistics,  estimat- 
I  ed  that  the  savings  would  be  $100  billion. 

|  So,  I  think  the  first  point  that  I  would  like  to  make,  basically,  is 
that  right  now,  instead  of  putting  $100  billion  a  year  into  health 
care,  into  providing  health  care  for  the  80  million  Americans  who 
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have  no  health  insurance  or  only  partially  insured,  we  are  wasting 
that  money  on  billing,  bureaucracy,  redtape,  so  I  am  strongly  in 
favor  of  a  single-payer  national  health  care  system. 

Second  of  all,  the  bill  that  I  have  introduced  is  in  many  ways — I 
will  not  go  through  what  Mr.  Russo  said,  because  I  am  in  agree- 
ment with  much  of  what  he  said  about  the  advantages  of  a  single- 
payer  bill.  The  essential  differences  between  the  legislation  I  have 
proposed  and  his  legislation  are  twofold. 

Number  one,  like  the  Canadians,  we  are  proposing  that  the  plan 
be  administered  at  the  statewide  level.  Their's,  of  course,  is  at  the 
provincial  level.  I  believe,  in  terms  of  cost-effectiveness,  in  terms  of 
keeping  the  program  closer  to  the  people,  it  is  better  to  administer 
at  the  statewide  level  than  at  the  national  level. 

Second,  also  consistent  with  what  the  Canadians  are  doing,  for 
better  or  worse,  I  think  it  is  for  better,  our  program  is  not  fully 
funded  from  the  Federal  Government.  The  Federal  Government 
will  put  more  money  into  national  health  care  on  top  of  Medicaid 
and  Medicare,  but  the  States  will  essentially  pick  up  the  difference 
when  we  do  away  with  insurance  premiums  and  out-of-pocket  costs. 

So,  what  we  are  talking  about  in  my  legislation  is  a  partnership 
between  the  Federal  Government  and  the  State  government.  Es- 
sentially, very  briefly,  what  H.R.  2530  says  is  that  any  State  that  is 
prepared  to  go  forward  with  a  single-payer  comprehensive,  cover- 
ing all  basic  health  care  needs,  universal,  covering  all  the  people  in 
their  State,  portable,  making  sure  that  if  you  get  ill  or  hospitalized 
out-of-State,  your  insurance  company  will  pay  that. 

If  you  are  prepared  to  do  that,  the  Federal  Government  will  put 
more  money  into  the  program  on  top  of  a  block  grant  combining 
Medicaid,  Medicare  and  other  Federal  programs.  That  basically  is 
what  the  program  says. 

Mr.  Chairman,  one  of  the  concerns  that  I  have — and  I  think  I 
speak  for  many  of  the  people  of  my  own  State  of  Vermont,  as  well 
as  many  of  the  people  throughout  this  country — is  I  think  that 
there  is  as  growing  level  of  frustration  in  terms  of  the  inability  of 
the  Federal  Government  to  deal  with  this  crisis. 

I  think,  as  many  Americans  know,  the  President  has  recently  in- 
dicated that  he  is  going  to  "study  the  problem."  Well,  unfortunate- 
ly, millions  of  our  people  will  be  suffering,  going  bankrupt,  some 
will  be  dying  unnecessarily  while  we  continue  to  "study  the  pro- 
gram" or  the  problem. 

As  you  may  know,  the  concept  of  national  health  care  is  not  a 
terribly  radical  concept,  despite  what  some  of  our  colleagues  may 
suggest.  As  I  am  sure  you  know,  in  fact,  there  are  only  two  nations 
in  the  entire  world  who,  in  one  way  or  another,  do  not  have  a  na- 
tional health  care  system,  and  that  is  South  Africa  and  the  United 
States,  and  I  would  suggest  that  now  that  the  African  National 
Congress  is  free  to  function  politically,  the  sad  tragedy  may  be  that 
South  Africa  may  move  forward  with  a  national  health  care 
system,  leaving  this  Nation  the  only  nation  on  earth  without  such 
a  program. 

I  should  also  mention  to  you  that  the  concept  of  national  health 
care  within  our  own  country  is  not  an  idea  that  was  developed  last 
year  or  2  years  ago.  Franklin  Delano  Roosevelt  mentioned  it  during 
World  War  II,  Harry  Truman  ran  on  it  in  1948,  and  some  people 
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might  suggest  that  40  years  of  discussion  is  perhaps  enough  and 
that  the  time  might  be  now  that  we  do  the  right  thing  and  we  say 
to  all  of  the  American  people,  that  if  you  are  an  American  citizen, 
you  should  be  guaranteed  all  of  the  health  care  that  you  need. 

I  would  argue,  Mr.  Chairman,  that  there  is  as  growing  frustra- 
tion, I  think  we  saw  it  just  within  the  last  few  weeks,  on  the  part 
of  the  American  people  with  the  inability  of  Congress  and  the 
President  to  address  the  real  problems  facing  this  country. 

If  we  cannot  address  this  crisis  in  health  care,  if  we  cannot  say 
to  every  man,  woman  and  child,  rich  and  poor  alike,  that  you  are 
entitled  to  all  of  the  basic  health  care  needs  that  you  require,  and 
that  we  can  do  that  without  spending  one  penny  more  than  the 
$750  billion  we  are  presently  spending  on  the  chaotic  system  that 
we  have,  if  we  cannot  do  that,  I  think  that  it  should  be  very  hard 
for  many  members  of  this  body  to  continue  going  home  and  asking 
support  from  their  people,  when  their  people  are  saying  we  have 
got  a  crisis,  do  something. 

So,  I  think,  Mr.  Chairman,  my  final  remarks  are  that  the  Con- 
gress has  discussed  this  issue  for  50  years  or  45  years,  the  crisis  is 
getting  worse  every  year,  every  nation  on  Earth  has  a  national 
health  care  system,  the  facts  are  clear,  we  can  save  $60  to  $100  bil- 
lion by  moving  toward  a  single-payer  system,  and  to  me  the  issue 
is,  very  frankly,  does  this  Congress  have  the  courage  to  stand  up  to 
the  insurance  companies,  to  the  pharmaceutical  companies  who  are 
ripping  the  people  of  this  country  off  right  and  left,  can  we  stand 
up  to  the  doctors  who  are  making  huge  salaries,  and  go  forward. 

I  very  much  hope  that  we  will,  and  I  thank  you  for  your  indul- 
gence. 

[The  prepared  statement  follows:] 
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STATEMENT  OF  HON.  BERNARD  SANDERS,  A  REPRESENTATIVE  IN  CONGRESS 
FROM  THE  STATE  OF  VERMONT 


Everywhere  I  go  in  Vermont,  I  hear  the  same  message:  The 
present  health  care  system  is  failing.     People  tell  me  this  at 
town  meetings  and  union  halls  and  senior  citizen  centers. 
Working  people  and  small  business  people,  people  who  are  ill  and 
the  doctors  who  treat  them,   all  say  the  same  thing.  "Bernie, 
you've  got  to  get  the  people  in  Washington  to  do  something  about 
our  health  care  system.     It  just  isn't  working." 

The  major  crisis  facing  our  nation  today  is  the  imminent 
collapse  of  our  health  care  system. 

Thirty-five  million  Americans  have  no  health  insurance. 
Fifty  million  Americans  are  underinsured.     Our  elderly,  despite 
Medicare,  are  spending  a  significant  part  of  their  limited 
incomes  on  health-related  needs. 

Every  industrialized  nation  except  the  United  States  and 
South  Africa  offers  national  health  care  to  its  citizens. 
Nevertheless,    WE  ARE  CURRENTLY  SPENDING  FAR,    FAR  MORE  PER  CAPITA 
ON  HEALTH  CARE  THAN  ANY  OTHER  NATION. 

Even  though  we  spend  more  per  capita  on  health  care  than  any 
other  nation,  the  United  States  ranks  only  2  2nd  in  the 
industrialized  world  in  preventing  infant  mortality.  Another 
shocking  statistic  reveals  that,  despite  all  we  spend,  Americans 
don't  live  as  long  as  the  citizens  of  eleven  other  nations:  we 
rank  12th  in  the  world  in  terms  of  life  expectancy. 

Study  after  study  has  revealed  a  deep  level  of  frustration 
and  even  anger  among  American  voters.     In  the  1990  Congressional 
^elections  only  35%  of  Americans  voted,   and  we  now  have  the  lowest 
voter  turnout  of  any  advanced  industrial  democracy  on  earth. 

One  of  the  main  reasons  Americans  are  so  dissatisfied  with 
politicians  in  general,  and  Congress  in  particular,   is  that 
Washington  does  nothing  while  the  income  of  working  Americans  or 
elderly  Americans,  their  home  equities,  their  savings,  are  eaten 
up  by  the  catastrophically  high  costs  of  health  care — a  cost 
which  continues  to  zoom  upward  dramatically  every  year.  And 
there  is  no  end  in  sight  to  these  cost  increases.     This  year, 
once  again,  the  cost  of  health  care  has  risen  far  faster  than  the 
rate  of  inflation. 

This  is  why  I  have  introduced  HR  253  0,  the  National  Health 
Care  and  Cost  Containment  Act,   into  the  Congress.  This 
legislation  would  establish  a  Canadian-style,  single-payer, 
comprehensive,  universal  health  care  system  in  the  United  States. 

H.R.   2530  would  establish  a  system  to  provide  comprehensive 
health  care  to  every  American  without  out-of-pocket  expense.  It 
will  assure  that,  when  illness  strikes,  every  American  can  go  to 
a  doctor  or  enter  a  hospital  without  pulling  out  a  wallet  or 
checkbook  or  reading  the  fine  print  on  an  insurance  policy. 

Let  me  tell  you  one  reason  why  we  should  look  to  the  example 
of  our  northern  neighbor,  Canada,  for  ideas  about  how  to  provide 
health  care  to  our  citizens. 

In  the  United  States,  over  eighty  million  Americans  either 
have  no  health  insurance  or  are  only  partially  insured.     We  spend 
40%  more  per  person  on  health  care  than  our  neighbor,  Canada,  but 
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while  all  Canadians  are  covered  by  comprehensive  health  care, 
almost  a  quarter  of  our  population  is  uninsured  or  under insured. 

One  of  the  main  reasons  our  health  care  system  is  so 
inefficient  is  that  we  waste  over  $100  billion  a  year  by  paying 
for  most  health  care  through  private  health  insurance  companies. 
There  are  about  1500  health  insurance  companies  in  the  United 
States,  and  their  wasteful  duplication  of  services  in  billing  and 
administration,  their  profit-taking,  their  bureaucratic  waste  and 
inefficiency,  costs  over  $100  billion  more  than  a  single  payer, 
Canadian-style  system  would  cost,  according  to  the  latest  study 
by  the  Physicians  for  National  Health  Care.     The  General 
Accounting  Office  of  the  US  Congress,  using  older  data  and  more 
conservative  assumptions,  estimates  savings  of  $67  billion  would 
be  realized  through  a  single  payer  system. 

In  other  words,  if  we  got  rid  of  all  the  private  insurance 
companies,  we  could  provide  health  care  to  all  Americans,  at  a 
cost  not  one  penny  higher  than  we  are  now  paying  for  health  care 
for  only  some  Americans  1 

What  will  the  bill  I  have  introduced,  HR  2530,  do?  Let 
me  outline  its  major  provisions: 

1.  It  will  provide  increased  federal  funding  to  any  state 
which  establishes  a  single  payer,  universal,  comprehensive  health 
care  system. 

2.  It  will  not  increase  the  federal  bureaucracy.     The  system 
will  provide  for  all  the  basic  health  care  needs  of  all  Americans 
without  out-of-pocket  expenses,  but  it  will  be  administered  by 
the  states,  not  by  Washington.     Patients  will  have  full  freedom 
of  choice  about  doctors  and  hospitals. 

3.  It  will  control  the  present  runaway  inflation  of  medical 
costs.     As  in  Canada,  physicians'  fees  will  be  determined  by 
negotiations  between  the  state  and  the  doctors,  and  not  set  by 
doctors  alone.     Hospitals  will  receive  their  funds  based  on 
statewide  global  budget  planning. 

4.     The  system  will  be  funded  through  the  general  tax  base 
on  both  the  federal  and  state  level.     HR  2530  calls  for  a  7.7% 
surtax  on  corporate  and  personal  income  taxes  at  the  federal 
level,  increasing  taxes  by  from  zero  to  two  percent  of  income. 
Every  other  state  will  have  the  freedom  to  come  up  with  its  own 
tax  mechanism  to  replace  insurance  premiums  and  out-of-pocket 
expenses . 

HR  2530  does  what  this  country  should  have  done  long  ago: 
it  assures  health  care  to  all  of  our  people  as  a  right  of 
citizenship,  not  as  a  privilege  of  wealth. 

There  will  be  intense  opposition  to  HR  2530.     The  insurance 
companies,  the  pharmaceutical  companies,  the  medical  equipment 
suppliers  and  certain  physicians'  groups  support  the  present 
system  because  they  are  making  billions  of  dollars  in  profit  from 
it.     These  groups  are  extremely  powerful.     Their  paid  lobbyists 
will  raise  an  outcry  over  any  plan  that  puts  people  before 
profits.     They  are  already  selling  the  idea  that  the  only  way  to 
provide  health  care  is  not  to  make  it  equally  available  to 
everyone,  but  to  restrict  access  to  many  health  procedures  to 
those  who  can  pay  for  them  out  of  their  own  wealthy  pockets. 

But  the  tide  is  turning  against  the  pharmaceutical 
companies,  the  giant  insurance  companies,  the  ever-expanding  huge 
central  hospitals.     Tens  of  millions  of  Americans  are  standing  up 
ready  and  willing  to  demand  national  health  care.     The  momentum 
for  national  health  care  is  growing  in  this  country  every  day. 
If  my  colleagues  in  the  Congress  will  only  listen  to  the  people 
of  America,  we  can  all  work  together  to  establish  a  single-payer, 
comprehensive,  universal  health  care  system  such  as  the  one 
called  for  by  HR  2530. 
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Mr.  Pickle.  Mr.  Sanders,  I  thank  you  for  your  statement,  and 
your  entire  statement  will  be  made  a  part  of  the  record. 

I  would  want  to  say  to  you  that  I  think  we  have  come  a  long  way 
in  the  health  field.  When  we  passed  Medicare,  it  was  a  bold  step. 
We  had  held  back  a  long  time  even  to  advance  that  kind  of  a  pro- 
gram. But  as  many  have  testified  today,  Medicare  has  been  a  tre- 
mendously good  program,  by  and  large,  because  the  average  family 
would  be  devastated  today,  if  we  did  not  have  Medicare,  so  I  do  not 
take  the  position  that  we  ought  to  damn  and  condemn  Medicare, 
and  neither  do  I  take  the  position,  as  you  have  stated,  that  our 
present  system  is  terrible,  because  of  the  doctors  or  the  pharmaceu- 
tical companies  or  the  insurance  companies. 

Some  of  them  do  participate  because  of  the  profit  aspect  of  it, 
and  I  do  not  find  anything  wrong  with  that,  although  I  would  agree 
that  the  main  purpose  we  ought  to  strive  for  is  to  have  coverage 
for  everybody,  so  that  the  little  fellow  will  have  as  much  chance  to 
get  good  health  care  as  the  rich  person.  That  is  what  we  have  got 
to  strive  for,  and  not  point  fingers  so  much  at  one  side  or  the  other. 

I  do  agree  with  you  that  the  American  people  are  frustrated  and 
want  some  change,  and  I  think  we  have  got  a  chance  to  advance 
something  here  through  this  committee  or  the  other  committees.  I 
think  what  you  said  is  probably  in  consonance  with  a  lot  of  testi- 
mony that  has  been  presented  today,  at  least  the  intent  of  it,  and  if 
we  work  together  on  this  thing,  I  think  we  can  find  a  program  that 
is  better  and  gives  us  universal  coverage.  That  is  what  we  ought  to 
strive  for. 

Mr.  Sanders.  Thank  you,  Mr.  Chairman.  Let  me  just  end  by 
saying  that  one  of  the  sad  realities  of  the  present  system  is  not 
only  that  it  is  failing  in  so  many  respects,  but  we  are  spending  40 
percent  per  capita  more  than  Canada,  who  is  spending  more  than 
anyone  else,  but  we  have  the  most  expensive  system  in  the  world 
and  we  are  just  not  delivering  the  goods,  and  I  think  perhaps  you 
and  I  are  in  agreement  on  this,  that  the  American  people  are  frus- 
trated, they  want  action  and  I  believe,  in  good  conscience,  we 
cannot  continue  to  talk  about  this  for  another  10  years.  We  have 
got  to  move  forward. 

Mr.  Pickle.  I  think  the  committee  and  the  Congress  recognize 
that  and  I  think  we  will  advance  a  plan.  So,  your  comments  and 
your  feelings  are  shared  by  others  and  we  recognize  it.  For  the  first 
time  since  I  have  been  in  the  Congress,  I  think  there  is  a  general 
consensus  with  the  American  people  that  we  need  to  make  some 
change,  but  we  should  proceed  carefully.  I  think  we  will,  but  there 
is  a  strong  voice  out  there  saying  let's  move  forward,  so  I  think  a 
lot  of  people  agree  with  what  you  are  saying. 

Thank  you  very  much  for  your  testimony. 

Mr.  Sanders.  Thank  you  very  much,  Mr.  Chairman. 

Mr.  Pickle.  There  is  a  vote  on  and  we  will  declare  a  10-minute 
recess. 

[Recess.] 

Mr.  Pickle.  The  committee  will  please  come  to  order  and  we  will 
resume  our  testimony. 

Our  friend,  Congressman  Dannemeyer,  has  patiently  been  wait- 
ing to  present  his  testimony.  We  regret  we  have  had  these  inter- 
ruptions, Mr.  Dannemeyer,  but  we  are  glad  you  are  here.  If  you 
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will  proceed,  sir,  your  entire  statement  will  be  made  a  part  of  the 
record. 

STATEMENT  OF  HON.  WILLIAM  E.  DANNEMEYER,  A  REPRESENT- 
ATIVE IN  CONGRESS  FROM  THE  STATE  OF  CALIFORNIA 

Mr.  Dannemeyer.  Thank  you,  Mr.  Chairman  and  members  of 
the  committee. 

I  have  introduced  a  bill  in  this  session  of  Congress,  H.R.  3084, 
that  I  think  addresses  one  of  the  major  concerns  that  the  American 
people  are  facing.  The  title  of  the  act  is  the  Affordable  Health  In- 
surance Act,  and  I  am  happy  to  say  that  I  think  it  is  unique  among 
the  plans  you  may  be  considering,  because,  in  seeking  to  solve  the 
dilemma  of  providing  health  insurance  for  the  people  in  America 
who  do  not  have  it,  this  plan,  if  implemented,  will  not  result  in  ad- 
ditional cost  to  the  taxpayers  of  America,  nor  will  it  place  a  burden 
on  the  employers  of  the  United  States  to  take  the  money  out  of 
their  pocket. 

So,  you  may  ask  a  very  simple  question,  "Well,  how  do  you  do 
this?"  When  we  look  at  the  existence  of  health  insurance  in  this 
country  today,  we  find  that  if  you  work  for  large  businesses,  it  is 
more  probable  that  the  policy  that  you  will  enjoy,  as  the  employee 
of  a  large  business,  is  rather  expansive  in  its  benefits,  and  the  pri- 
mary reason  is  that  today  there  is  no  limitation  on  the  exclusion  of 
employer-provided  health  benefits  paid  for  the  employee's  health 
package.  As  a  result,  there  is  no  incentive  in  the  system  to  restrain 
coverage  or  restrain  the  premiums  that  are  paid  on  a  health  policy 
for  those  who  work  for  a  large  business. 

Contrast  that  with  what  is  encountered  by  many  of  the  35  mil- 
lion Americans  who  are  without  insurance  today  in  this  country. 
They  do  not  have  that  policy  of  insurance,  because,  candidly,  in 
many  cases  they  cannot  afford  it. 

One  of  the  reasons  that  they  cannot  afford  it  is  because  of  the 
existence  of  State  mandates.  For  example,  in  1970,  according  to  the 
National  Center  for  Policy  Analysis,  in  Dallas,  the  total  number  of 
mandates  came  to  30.  Today,  we  have  State  mandates  totaling 
about  800,  different  medical  specialties  that  mandated  these  serv- 
ices are  provided  by  chiropractors  and  social  workers  and  acupunc- 
turists and  dietitians,  policies  that  are  sold  are  required  to  cover 
for  drug  addiction  and  AIDS  and  mental  illness  and  accidental  in- 
gestion of  cocaine  and  other  controlled  substances. 

It  is  nice  to  have  coverages  for  those  various  problems,  but  the 
inclusion  or,  rather,  the  mandate  that  any  policy  of  health  insur- 
ance sold  in  a  State  cover  one  or  more  of  those  mandates  has 
driven  up  the  cost  of  that  package  to  a  price  where  most  people  in 
this  group  of  35  million  who  are  currently  uninsured  cannot  afford 
it. 

One  think  tank  estimates  that  up  to  one-quarter  of  the  unin- 
sured or  about  9.3  million  in  all  would  be  able  to  afford  basic  no- 
frills  health  insurance,  if  some  or  all  of  these  mandates  were  re- 
pealed. 

So,  my  bill  would  bypass  State  mandates  and  permit  a  bare 
bones  or  basic  coverage  health  policy  to  be  sold  that  would  enable 
most  of  the  uninsured  to  afford  the  premium. 
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Another  way  of  looking  at  this  is  that  sponsors  of  State  legisla- 
tion to  eliminate  State  mandates  estimate  that  it  could  reduce  the 
cost  of  the  premium  by  up  to  50  percent. 

Another  major  feature  of  this  bill  would  limit  the  deductibility 
that  the  employer  could  deduct  for  premiums  for  a  family  to 
$3,700,  and,  for  an  individual,  to  $1,500.  Over  5  years,  limiting  the 
deductibility  of  these  premiums  that  can  be  deducted  gains  a  tre- 
mendous amount  of  revenue,  specifically,  about  $86.1  billion  over  5 
years,  and  these  figures,  by  the  way,  come  from  the  Joint  Commit- 
tee on  Taxation.  Now,  this  bill  would  spend  that  money,  to  reach 
the  goal  for  it  to  be  revenue  neutral,  in  two  different  areas.  It 
would  establish  a  33  percent  tax  credit  for  the  purchase  of  no-frills 
insurance  policies,  and  the  amount  of  the  credit  would  be  set  ac- 
cording to  the  age  of  the  taxpayer,  ranging  from  $350  to  $2,000, 
and  the  Joint  Tax  Committee  has  estimated  that  this  portion  of  the 
legislation  would  cost  about  $8.1  billion  over  the  next  5  years. 

Another  major  feature  would  establish  a  health  care  savings  ac- 
count and  the  individual  would  be  eligible  to  receive  a  33  percent 
tax  credit  for  up  to  $825  in  contributions  that  would  grow  on  a  tax- 
free  basis.  The  Joint  Tax  Committee  has  estimated  that  the  cost  of 
this  program  over  5  years  for  individuals  opening  these  health 
IRAs  would  be  $78  billion. 

So,  this  plan  has  two  features  of  cost  to  the  Treasury,  the  tax 
credit  for  the  purchase  of  the  premiums  on  the  health  policy  and 
the  establishment  of  the  IRA.  Those  costs  total  $86.1  billion  over 
the  next  5  fiscal  years,  according  to  the  Joint  Tax  Committee, 
which  is  precisely  the  amount  of  revenue  to  be  gained  by  limiting 
the  deductibility  of  employer  provided  health  benefits  to  $3,700  for 
a  family  and  $1,500  for  an  individual. 

I  believe,  Mr.  Chairman,  that  given  the  fact  that  we  are  adding 
$448  billion  to  the  national  debt  this  year,  that  any  effort  to  solve 
this  problem  of  providing  health  coverage  for  underinsured  people 
in  this  country  today  cannot  make  an  additional  drain  on  the  Fed- 
eral Treasury  for  revenue,  and  given  the  state  of  the  world  in 
which  we  live,  that  the  goods  produced  by  our  industry  have  to 
compete  in  world  markets,  I  do  not  think  it  makes  any  sense  to  put 
the  burden  on  the  employers  of  this  country,  no  matter  what  their 
size. 

From  a  policy  standpoint,  I  believe  that  we  should  say  in  this 
country  today  that  it  is  the  duty  of  every  citizen  in  America  to  pro- 
vide health  insurance  for  himself  or  his  or  her  family.  That  is  a 
duty  to  be  fulfilled  by  the  individual.  If  a  person,  as  I  say,  has  diffi- 
culty because  of  financial  circumstances,  then  these  incentives, 
these  tax  incentives  come  into  existence. 

I  will  repeat  again  that  this  plan  that  I  am  talking  about,  in  the 
analysis  of  the  Joint  Tax  Committee — and  it  took  a  long  time  to  get 
that  analysis,  I  might  add — is  revenue  neutral.  It  is  not  going  to 
result  in  any  additional  cost  to  the  Federal  Government,  and  I  be- 
lieve that  these  elements  will  go  a  long  way  toward  providing  af- 
fordable health  insurance  for  the  vast  majority  of  those  people 
today  who  do  not  have  it. 

I  thank  you  for  this  opportunity. 

[The  prepared  statement  follows:] 
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A  FREE  MARKET  APPROACH  TO  AFFORDABLE  HEALTH  INSURANCE 

By  William  E.  Dannemeyer  (R-CA) 
Senior  Republican  Member 
Subcommittee  on  Health  and  the  Environment 

Mr.  Chairman,  thank  you  for  holding  these  hearings  on  one  of  the  most 
pressing  domestic  issues  of  our  time  -  the  question  of  how  to  make  quality 
health  care  affordable  and  available  to  the  maximum  number  of  Americans. 

My  main  purpose  in  appearing  before  you  and  the  other  members  of  this 
committee  is  to  alert  you  to  my  legislation  -  H.R.  3084,  the  Affordable  Health 
Insurance  Act  -  which  to  my  knowledge  is  the  first  free  market  approach  to 
making  health  insurance  more  widely  available  to  working  Americans  who  find 
themselves  unable  to  afford  even  the  most  rudimentary  policy. 

I  would  like  to  submit  a  copy  of  H.R.  3084  and  a  brief  outline  of  its 
provisions  for  the  record. 

I  submit  to  you  today  that  counterproductive  government  regulation  and 
interventions  in  the  market  are  the  primary  reasons  why  so  many  millions  of 
hard  working  Americans  find  themselves  unable  to  afford  health  insurance  for 
themselves  and  their  families.     Any  comprehensive  reform  of  the  health  care 
system  must  take  this  into  account  and  give  consumers  more  control  over  their 
health  care  destinies.     H.R.  3084  does  this  without  the  need  for  enormous  new 
federal  taxes.     In  fact,  the  Joint  Tax  Committee  has  certified  to  me  that  the 
provisions  in  my  bill  are  revenue  neutral  over  the  next  five  fiscal  years. 

Background 

In  1950,  national  expenditures  on  health  care  comprised  4.4  percent  of 
the  Gross  National  Product  (GNP) .    Since  then,  as  the  governmental  role  in 
providing  health  care  has  expanded  through  the  Medicare  and  Medicaid  programs, 
total  health  expenditures  have  absorbed  an  ever  increasing  share  of  GNP.  In 
1990,  health  spending  consumed  12.2  percent  of  total  GNP  and,  if  current 
trends  continue,  by  the  years  2000  the  share  of  our  GNP  devoted  to  health  care 
will  rise  to  the  economically  unsustainable  level  of  17  percent  1 

According  to  data  collected  by  the  Department  of  Health  and  Human 
Services,  37  million  Americans  cannot  afford  even  the  most  basic  health 
insurance.     The  vast  majority  of  these  individuals  (78%)  either  work  or  live 
in  families  with  a  breadwinner  and  almost  60  percent  work  in  businesses  with 
fewer  than  100  employees.    Workers  in  small  businesses  with  25  or  fewer 
employees  are  much  more  likely  to  be  uninsured  than  employees  in  large  firms. 

That  so  many  of  the  uninsured  have  a  direct  link  to  someone  in  the  labor 
force  suggests  that  the  source  of  the  problem  lies  in  the  health  care 
marketplace  itself.     Full  time  workers  and  their  families  should  be  able  to 
afford  basic,  no-frills  health  insurance  policies.     Unfortunately,  it  appears 
that  these  workers  have  been  priced  out  of  the  market  for  health  insurance  by 
federal  and  state  policies  which  provide  tax  incentives  for  some,  but  not  all, 
workers  and  which  require  workers  to  pay  for  coverage  that  they  may  not  want 
or  need. 
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Many  experts  attribute  the  difficulty  that  small  business  employees 
encounter  in  obtaining  health  insurance  to  the  proliferation  of  state  mandates 
on  consumers.     Insurance  mandates  are  nothing  more  than  concessions  to  special 
interests  looking  to  coerce  consumers  into  purchasing  coverage  for  specific 
diseases  or  health  services,  whether  they  want  that  coverage  or  not.  The 
National  Center  for  Policy  Analysis  in  Dallas  found  that  the  total  number  of 
mandates  exploded  from  30  in  1970  to  more  than  800  today. 

Mandated  services  include  those  provided  by  chiropractors,  social 
workers,  acupuncturists,  and  dieticians.     Other  mandates  require  consumers  to 
purchase  coverage  for  drug  addiction,  AIDS,  mental  illness,  and  the 
"accidental  ingestion"  of  cocaine  and  other  controlled  substances.  Some 
states  regulate  the  terms  and  conditions  under  which  policies  are  sold.  Of 
course,  the  more  extensive  the  coverage  and  regulations,  the  more  expensive 
the  policy.     One  think  tank  estimates  that  up  to  one  quarter  of  the  uninsured 
-  9.3  million  in  all  -  would  be  able  to  afford  basic,  no  frills  health 
insurance  if  some  or  all  of  these  mandates  were  repealed. 

The  states  have  begun  to  realize  the  enormous  cost  of  this  approach. 
Since  the  beginning  of  1990,   15  state  legislatures  have  enacted  measures  to 
enable  insurers  to  market  no-frills  plans.     Ten  others  are  considering  such 
plans.     Sponsors  of  these  reforms  estimate  that  they  would  reduce  the  cost  of 
health  insurance  by  as  much  as  50  percent. 

The  federal  tax  code  also  contributes  to  the  problem  of  the  uninsured. 
Under  current  law,  employers  can  offer  employees  an  unlimited  package  of 
health  benefits  on  a  tax-free  basis.     Many  companies  provide  their  employees 
with  complete,  first  dollar  coverage  for  a  wide  array  of  benefits.  The 
unlimited  nature  of  the  benefit,  in  fact,  has  seduced  employees  in  many  firms 
to  shift  compensation  away  from  salary  and  toward  enhanced  health  benefits 
plans.     Employer  contributions  for  group  health  insurance  have  risen  from  0.8% 
of  the  employee's  compensation  in  1955  to  5.1%  today. 

Thus,  employees  in  large  firms  receive  generous  tax  subsidies  for 
gold-plated  insurance  coverage  while  their  counterparts  in  small  firms  must  ~ 
purchase  coverage  with  after-tax  dollars.     Stuart  M.  Butler  of  the  Heritage 
Foundation  believes  that  this  inequity  "encourages  the  healthy  and  wealthy  to 
demand  excessive  insurance,  while  leaving  millions  of  others  with  no 
protection  at  all." 

It  is  the  obligation  of  the  federal  government  to  guarantee  that  all 
full-time  workers,  even  those  with  earnings  at  or  slightly  above  the  minimum 
wage,  can  afford  basic  insurance  coverage  for  themselves  and  their  families. 
If  governmental  intrusions  into  the  marketplace  raise  the  cost  of  health  care 
and  insurance  to  an  unacceptable  and  unaffordable  level,  as  I  believe  they 
have,  it  is  the  obligation  of  the  Congress  to  eliminate  these  distortions  and 
restore  the  integrity  of  the  free  market. 

The  Affordable  Health  Insurance  Act 

H.R.  3084  would  give  health  care  consumers  strong  incentives  to  take 
responsibility  for  more  of  their  health  care  expenditures,  rather  than  relying 
entirely  on  third  party  payors.     Its  main  provisions  are: 

1)  Preempt  state  insurance  mandates:  The  preemption  would 
extend  to  over  800  separate  mandates  enacted  by  state 
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legislatures  in  response  to  lobbying  by  special  interest 
groups.     Studies  show  that  mandated  coverage  drives  up  the 
cost  of  health  insurance  by  as  much  as  40  percent.  My 
bill  would  allow  consumers  to  choose  the  package  of  health 
benefits  that  best  suits  their  needs. 


2)  Establish  a  generous  33%  tax  credit  for  the  purchase  of 
no-frills  insurance  policies:  The  credit  (refundable  to 
low-income  taxpayers)  would  be  available  to  individuals 
who  work  for  employers  that  do  not  provide  health 
insurance.     The  amount  of  the  credit  would  be  set 
according  to  the  age  of  the  taxpayer,  ranging  from  $350 

to  $2,000.  Joint  Tax  estimates  that  this  provision  would 
cause  a  loss  of  $8.1  billion  in  revenues  over  five  years. 

3)  Create  a  medical  IRA:     A  health  care  savings  account 
would  enable  consumers  to  self-insure  for  predictable  out- 
of-pocket  health  expenses.     The  IRA  in  my  bill  would  offer 
consumers  a  refundable  33%  tax  credit  for  up  to  $825  in 
contributions  to  an  account  which  would  grow  on  a  tax-free 
basis,  provided  the  taxpayer  uses  the  proceeds  for 
eligible  medical  expenses.     Joint  Tax  places  a  five-year 
cost  of  $78  billion  on  this  provision. 

4)  Place  a  generous  limit  on  the  deduction  for  employer- 
provided  health  benefits:    My  legislation  would  establish 
a  ceiling  on  the  extent  to  which  employer-provided  health 
benefits  are  deductible.     This  ceiling  would  be  set  at  an 
annual  amount  of  approximately  $3,700  for  family  and 
$1,500  for  individual  coverage,  more  than  enough  to 
provide  employees  with  adequate  health  coverage, 
especially  when  supplemented  by  a  medical  IRA.     Joint  Tax 
estimates  that  this  limit  would  raise  $86.1  billion  in 
revenue  over  five  years,  enough  to  offset  the  revenue 
losses  from  the  bill's  other  provisions. 


I  urge  the  members  of  this  committee  to  look  long  and  hard  at  whatever 
market-oriented  proposals  come  before  it.     We  should  not  be  leading  the 
American  people  down  a  path  that  has  been  tried  and  rejected  by  virtually 
every  nation  on  this  planet.     Free  markets  can  and  do  work.     They  should  be 
given  a  chance  to  succeed  in  the  area  of  health  care  as  well. 


Thank  you. 
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Mr.  Pickle.  I  thank  you,  Mr.  Dannemeyer. 

Mr.  Dannemeyer,  I  assume  that  what  you  are  saying  is  that  your 
bill  is  not  raising  a  lot  of  revenue,  but,  instead,  trying  to  change 
the  system  by  repealing  the  mandates  and  giving  certain  tax  cred- 
its available,  both  on  the  payroll  or  on  the  IRA  bill  and  for  the  pur- 
chase of  an  insurance  policy,  so  these  steps  are  one-third. 

Mr.  Dannemeyer.  That  is  right. 

Mr.  Pickle.  So,  you  are  not  recommending  a  big  tax  bill,  but  just 
a  new  approach  like  cutting  out  a  lot  of  the  frills  or  the  mandates. 

Mr.  Dannemeyer.  Well,  the  way  we  raise  the  money  to  provide 
the  tax  credit  to  help  pay  the  premium  and  the  tax  credit  for  help- 
ing to  establish  the  health  IRA  is  putting  a  limit  on  the  deductibil- 
ity of  what  an  employer  can  deduct  for  the  health  package  for  the 
employees. 

Now,  organized  labor  is  not  going  to  be  too  happy  about  that.  I 
understand  that,  but  I  believe  that  we  need  to  bring  into  the  health 
care  system  today  a  sense  that  is  missing.  Today,  when  we  con- 
sume or  make  a  decision  to  consume  health  care,  too  often  the  idea 
in  our  mind  is  that  this  is  the  Government's  nickel  or  the  insur- 
ance company's  nickel,  and,  accordingly,  there  is  no  restraint  on 
the  consumption  of  a  service.  By  putting  a  limitation  on  the  de- 
ductibility of  what  an  employer  can  deduct,  I  think  we  are  forcing 
down  to  the  employee  a  small  awareness  of  the  fact  that  when  any 
of  us  consumes  health  care,  somebody  has  got  to  pay  the  cost. 

Mr.  Pickle.  Well,  your  statement  is  very  interesting  and  very 
forthright,  and  we  appreciate  your  testimony. 

Mr.  Dannemeyer.  Thank  you,  Mr.  Chairman. 

Mr.  Pickle.  And  your  entire  statement  will  be  made  a  part  of 
the  record. 

Mr.  Dannemeyer.  Thank  you  very  much. 

Mr.  Pickle.  We  will  try  to  go  on  through  continuously,  if  we 
have  a  replacement  here  at  the  chair.  In  the  meantime,  we  will  be 
glad  to  hear  from  Mr.  Grandy  and  I  hope  we  can  go  right  through. 

Ms.  Johnson,  if  you  would  like  to  go  ahead  and  vote,  we  will  be 
here  when  you  return. 

Now,  Mr.  Grandy,  if  you  will  proceed. 

STATEMENT  OF  HON.  FRED  GRANDY,  A  REPRESENTATIVE  IN 
CONGRESS  FROM  THE  STATE  OF  IOWA 

Mr.  Grandy.  Thank  you,  Mr.  Chairman. 

I  am  pleased  to  retestify  in  front  of  the  Ways  and  Means  Com- 
mittee on  this  critical  issue,  and  I  would  ask  unanimous  consent 
that  my  statement  be  included  in  its  entirety  in  the  record. 

Mr.  Pickle.  Without  objection,  it  will  be  so  included  in  the 
record. 

Mr.  Grandy.  Mr.  Chairman,  obviously,  as  I  said  earlier  when  I 
was  questioning  Mr.  Russo,  I  think  that  all  of  the  plans  before  us 
are  some  variation  on  the  theme  of  managed  care,  whether  the 
Government  is  directly  involved  in  a  massive  structure  of  managed 
care,  or  whether  at  the  other  end  of  the  spectrum  we  provide  in- 
centives for  managed  care. 

I  would  have  to  say  at  this  point,  I  think,  because  we  are  in- 
volved in  trying  to  change  a  portion  of  our  health  care  system 
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which  does  not  work,  I  think  that  we  should  be  looking  more  at 
least  at  incremental  approaches  to  the  problem,  as  opposed  to  mas- 
sive rehauls.  And,  with  that  in  mind,  I  introduced  the  health 
empowerment  and  access  legislation,  H.R.  1230,  also  known  as  the 
HEAL  bill,  in  the  last  Congress.  Indeed,  it  was  the  first  Republican 
approach  to  health  care  of  any  magnitude,  and  then  reintroduced 
it  in  this  Congress. 

As  you  are  now  aware,  the  HEAL  bill  is  designed  to  provide  a 
window  of  opportunity  to  the  private  sector.  Through  a  phased-in 
approach,  HEAL  provides  incentives  for  private  and  public-private 
partnership  arrangements.  The  key  to  the  approach,  Mr.  Chair- 
man, is  flexibility.  Ideas  come  from  the  bottom  up,  in  this  case, 
from  the  States.  The  national  health  care  strategy  is  created 
through  this  bottom-up  approach.  In  other  words,  using  the  best  of 
what  the  States  have  to  offer. 

The  bill  is  designed  to  encourage  providers,  insurers,  employers 
and  State  governments  to  join  together  to  develop  a  workable 
scheme  to  broaden  access  to  quality  health  care. 

Quickly,  let  me  summarize  the  main  components.  A  phased-in 
100  percent  tax  deduction  for  self-employed  individuals  and  their 
employees — that's  a  common  strategy  employed  by  many  of  the 
bills,  whether  they  are  play-or-pay,  or  more  market  oriented;  a  pre- 
emption of  State  health  benefit  mandates — Mr.  Dannemeyer  pre- 
ceded me  with  a  discussion  of  how  onerous  they  are  in  allowing 
small  employers,  particularly,  to  access  group  benefit  plans;  incen- 
tives for  small  businesses  to  group  together  and  offer  soundly  fi- 
nanced multiemployer  health  plans  through  501(c)(9)  tax  incen- 
tives— the  principal  example  here,  Mr.  Chairman,  is  the  COSE 
plan,  the  Council  of  Small  Enterprises  in  Cleveland,  which  has  al- 
lowed small  employers,  who  otherwise  could  not  access  group 
plans,  to  band  together  and  do  so.  And  fourth,  and  I  think,  very 
important,  ERISA  preemption  of  State  barriers  to  managed  care 
options  to  encourage  competition,  innovation  of  cost  control  ap- 
proaches and  quality  review. 

Right  now,  Mr.  Chairman,  one  of  the  problems  is  that  there  are 
barriers  against  small  employers  accessing  managed  care  proposals 
in  their  State  that  prevents  them  from  providing  coverage  that 
they  might  otherwise  access.  And  then  finally,  outcomes  research 
to  educate  consumers  who  purchase  health  care  and  treatment 
practice  guidelines  to  reduce  unnecessary  service  and  malpractice 
cost. 

I  guess  I  agree,  to  the  extent  that  Members  who  have  testified  in 
front  of  this  panel  have  concurred,  that  unless  we  do  something  to 
change  consumer  education  and  their  understanding  of  what  their 
health  dollar  means,  we  really  won't  be  able  to  achieve  much  in 
the  way  of  cost  containment  unless  we  absolutely  adopt  a  system 
like  Mr.  Russo  proposes  and  put  the  Government  squarely  in 
charge  of  the  health  care  dollars. 

But  I  think  there's  a  downside  in  that.  If  we  do  that,  we  assume 
that  the  consumer  has  no  learning  curve,  cannot  understand  the 
importance  of  making  correct  choices,  whether  they  are  choosing  a 
clinical,  medical,  or  surgical  procedure.  I  don't  believe  that.  I  think 
we  have  a  very  pluralistic  system  that  invites  that  kind  of  choice, 
but  we  must  have  education  to  go  along  with  it. 
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Let  me  just  elaborate  quickly  on  some  components  of  my  plan 
which  have  been  largely  overlooked.  Specifically,  my  plan  contains 
a  requirement  that  employers  must  offer  coverage  to  certain  em- 
ployees and  dependents,  even  in  the  case  of  uninsurable  risks  and 
material  preexisting  conditions.  I  do  not  anticipate  that  the  fall- 
back mechanism  outlined  in  my  legislation,  which  would  be  a 
system  set  up  by  the  States  for  employees  not  covered,  would  ever 
be  triggered. 

Rather,  it  is  my  belief  that  given  the  proper  incentives,  various 
players  in  the  health  care  debate  would  address  and  solve  the  prob- 
lems present  in  the  health  care  system.  Even  if  that  were  not  true, 
I  think  we  need  to  preserve  the  pluralism  in  our  health  care  deliv- 
ery system  to  at  least  allow  the  incentives  to  go  forward,  the  car- 
rots if  you  will,  before  we  implement  the  stick. 

HEAL  is  simply  a  catalyst  to  encourage  reforms,  Mr.  Chairman. 
These  reforms  could  easily  take  the  shape  of  those  now  being  pro- 
posed by  the  various  groups  involved  in  the  health  care  debate. 
That,  I  think,  is  the  reason  why  most  of  the  people  who  have  ap- 
peared in  front  of  the  panel  today,  have  appeared  to  stimulate  that 
debate. 

So,  finally,  let  me  say  that  I  look  forward  to  that  debate,  Mr. 
Chairman,  particularly  as  a  member  of  this  committee.  I  personal- 
ly feel  that  we  will  probably  do  more  debating  than  deciding  in  this 
Congress  and  I  don't  think  that's  all  bad.  I  think  that  there  still 
are  some  very  important  decisions  that  consumers  have  to  make  as 
to  the  cost  and  value  of  their  health  care  dollar. 

But  with  that  in  mind,  I  thank  the  chair  again  for  allowing  me 
to  testify  again  on  behalf  of  my  legislation.  I  am  looking  forward  to 
working  with  this  committee  in  arriving  at  solutions,  if  not  in  this 
Congress,  certainly  in  Congresses  to  come. 

[The  prepared  statement  follows:] 
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STATEMENT  OF  HON.  FRED  GRANDY,  A  REPRESENTATIVE  IN  CONGRESS 
FROM  THE  STATE  OF  IOWA 

Mr.  Chairman  and  members  of  the  Committee,   I  appreciate  this 
opportunity  to  testify  on  one  of  the  most  important  policy 
decisions  confronting  the  United  States  Congress.  Specifically, 
ensuring  affordable,  quality,  health  care  coverage  for  all 
Americans . 

Today,  I  am  here  to  provide  a  more  in  depth  overview  of  health 
care  legislation  I  originally  introduced  in  the  101st  Congress 
and  have  reintroduced  in  the  102nd  Congress  as  H.R.  1230.  The 
legislation  is  know  as  the  HEAL  bill  -  "Healthcare  Empowerment 
and  Access  Legislation".  HEAL  was  the  first  comprehensive 
Republican  health  care  reform  proposal  introduced  in  the  House. 

As  you  are  by  now  aware,  HEAL  provides  a  window  of  opportunity 
for  the  private  sector.     Through  a  phased  in  approach,  HEAL 
provides  incentives  for  private  and  public-private  partnership 
arrangements.     The  key  to  this  approach  is  flexibility.  Ideas 
come  from  the  bottom  up  and  a  national  health  care  strategy  is 
created  through  a  confederation  of  states*  approach.  HEAL 
encourages  providers,   insurers,  employers,  and  state  governments 
to  join  together  to  develop  a  workable  scheme  to  broaden  access 
to  quality  health  care. 

Specific  components  of  my  bill  include: 

1)  a  phased  in  100%  tax  deduction  for  the  self-employed 
and  their  employees; 

2)  pre-emption  of  state  health  benefit  mandates; 

3)  incentives  for  small  businesses  to  group  together 
and  offer  soundly  financed  multi-employer  health  plans 
through  501(c)(9)  tax  incentives; 

4)  ERISA  pre-emption  of  state  barriers  to  managed  care 
options  to  encourage  competition,   innovation  of 
cost-control  approaches,  and  quality  review; 

5)  outcomes  research  to  educate  consumers  who  purchase 
health  care;  and 

6)  treatment  practice  guidelines  that  would  work  to 
reduce  unnecessary  services  and  malpractice  costs. 

Employers  who  were  not  drawn  into  the  health  care  market  by  these 
incentives  would  be  obligated  to  offer  a  basic  group  health 
package.  These  employers  would  be  encouraged,  but  not  required, 
to  contribute  to  such  plans.     To  insure  universal  access,  a  state 
based  non-profit  corporation  would  serve  as  a  back-up  only  in  the 
event  group  coverage  for  the  employer's  employees  is  rejected  by 
a  group  health  coverage  provider. 

Individuals  who  would  be  denied  access  to  group  health  coverage 
because  of  uninsurability  or  material  preexisting  conditions, 
would  be  eligible  for  coverage  either  under  an  employer-based 
plan,  a  state-based  non-profit  corporation,  or  an  alternative 
fall-back  system.     This  alternative  would  be  established  by  the 
private  sector  voluntarily,  or  by  the  state. 

Again,   the  key  to  this  approach  is  flexibility.  Local 
governments  would  be  given  the  opportunity  to  build  on  current 
successes.     States  would  be  used  as  laboratories  of 
experimentation.     A  confederation  of  states'  approach  is  offered 
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as  the  United  States  national  health  care  strategy. 

I  would  like  to  elaborate  on  some  of  the  components  of  my  plan 
which  have  been  largely  overlooked.     Specifically,  my  plan 
contains  a  requirement  that  employers  must  offer  coverage  to 
certain  employees  and  dependents,  even  in  the  case  of  uninsurable 
risks  and  material  preexisting  conditions.     I  do  not  anticipate 
that  the  fall-back  mechanism  outlined  in  my  legislation  would  be 
triggered.     Rather,   it  is  my  belief  that  given  the  proper 
incentives,   the  various  players  in  the  health  care  debate  would 
address  and  solve  the  problems  present  in  the  current  system. 

Again,  HEAL  represents  a  mechanism  to  ensure  that  every 
individual  has  access  to  coverage.     HEAL  is  simply  a  catalyst  to 
encourage  reforms.     These  reforms  could  easily  take  the  shape  of 
those  now  being  proposed  by  the  various  groups  involved  in  the 
health  care  debate. 

An  example  of  an  alternative  system  that  HEAL  would  encourage  and 
which  is  currently  being  discussed  among  providers  of  group 
health  plan  coverage  might  have  the  following  elements: 

First,   the  system  could  guarantee  that  small  employers  who  seek 
to  purchase  group  health  coverage  for  their  employees  will  not  be 
denied  such  coverage  even  if  one  or  more  employees  might 
otherwise  be  either  uninsurable  or  a  high  health  risk. 

Second,   the  system  could  provide  that  once  covered,   neither  the 
group  nor  an  individual  in  the  group  may  be  denied  continued 
coverage  because  the  group's  or  the  individual's  health 
deteriorates . 

Third,   the  HEAL  system  could  limit  the  rate  of  year-to-year 
premium  increases  relative  to  other  groups  insured  by  the  same 
group  coverage  provider. 

Fourth,   the  system  could  not  deny  coverage  or  apply  new 
preexisting  condition  restrictions  to  an  insured  individual  in  a 
group  changing  either  employers  or  coverage  providers.  In 
addition,  HEAL  would  enable  state  systems  to  reciprocate  with 
other  states  to  achieve  benefit  portability  to  accommodate 
residency  changes  and  to  achieve  multistate  or  even  a  national 
mechanism  of  insurance  or  reinsurance  for  uninsurables  and 
material  preexisting  conditions. 

Finally,  HEAL  would  allow  for  the  establishment  of  a  privately 
funded  and  administered  reinsurance  mechanism  through  which 
coverage  providers  could  reinsure  high  risk  individuals. 

Mr.  Chairman,  this  committee  has  heard  various  approaches  to 
expanding  access  and  ensuring  affordable  health  care  coverage  for 
all  Americans.     These  range  from  proposals  to  eliminate  the 
current  system  and  replace  it  with  a  Canadian-style  system,  as 
advocated  by  my  colleague  Representative  Russo,  to  proposals  to 
eliminate  the  current  tax  exemption  provided  businesses  for  their 
health  care  expenses  and  replace  it  with  an  individual  tax 
credit,  as    advocated  by  the  Heritage  Foundation.     My  proposal 
clearly  comes  in  well  to  the  right  of  the  Russo  approach  and  left 
of  the  Heritage  approach.     On  a  spectrum  with  these  two 
approaches  as  the  respective  left  and  right  ends,  my  approach 
comes  in  on  the  fifty  yard  line,  building  upon  the  very  best 
aspects  of  our  current  system  and  providing  the  flexibility 
necessary  to  address  the  deficiencies  within  that  system. 

Thank  you  once  again  for  holding  these  hearings  and  providing  me 
with  this  opportunity.  I  would  be  happy  to  answer  any  questions 
at  this  time. 
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Mr.  Pickle.  Well,  Mr.  Grandy,  we  thank  you. 

Your  proposal  is  different  from  some  others  that  have  been  advo- 
cated, but  at  least  you  have  a  certain  caution  about  the  approach 
we  should  take,  and  as  a  member  of  this  committee,  I  am  sure  we 
will  be  hearing  further  expressions  from  you.  And  we  will  be 
pleased  to  do  it. 

Your  entire  statement  will  be  made  a  part  of  the  record,  and  I 
want  to  thank  you  for  your  testimony  here,  today. 
Mr.  Grandy.  Thank  you,  Mr.  Chairman. 

Mr.  Donnelly  [presiding].  The  committee  will  come  to  order. 
The  committee  is,  indeed,  honored  to  have  testifying  before  it,  this 
afternoon,  one  of  its  own  members,  the  Honorable  Nancy  Johnson 
from  the  State  of  Connecticut,  who  has  been  very  active  on  health 
care  issues  in  her  time  in  the  Congress,  and  most  especially  as  a 
member  of  this  committee. 

Mrs.  Johnson,  please  proceed. 

STATEMENT  OF  HON.  NANCY  L.  JOHNSON,  A  REPRESENTATIVE  IN 
CONGRESS  FROM  THE  STATE  OF  CONNECTICUT 

Mrs.  Johnson.  Thank  you,  very  much,  Mr.  Chairman. 

Mr.  Chairman,  some  months  ago — it  seems  like  years — some 
months  ago,  this  committee  had  quite  extensive  hearings  on  health 
care  and  the  possibilities  for  reform.  At  that  time,  I  talked  in  some 
considerable  detail  about  the  bill  I  had  introduced  that  will  provide 
universal  access  and  control  costs,  over  a  period  of  time. 

Today,  rather  than  repeat  the  details  of  that  bill,  I  would  rather 
talk  to  what  I  think  Congress  can  do  at  this  time — those  things 
that  we  can  afford  to  do,  those  things  that  we  know  enough  to  do 
that  we  could  do  now  in  a  way  that  would  affect  access  and  costs. 

I  do  not  believe  that  we  will  find  the  solution  to  our  health  care 
problems  with  any  single  silver  bullet.  The  fact  that  there  is  no 
answer  for  Government's  underfunding  of  existing  programs  is 
good  evidence  that  the  problem  is  really  larger  than  any  single  so- 
lution. 

My  State  alone  was  underfunded  under  Medicaid  and  Medicare 
by  $650  million  last  year.  If  you  look  nationwide,  at  our  failure  to 
support  even  current  promises,  you  cannot,  I  don't  believe,  with 
equanimity,  promise  a  great  deal  more  to  the  American  people  and 
stand  by  it. 

So  while  I  think  it  will  take  the  decade  of  the  1990s  to  straighten 
out  the  significant  problems  that  we  have  in  our  health  care  sector, 
I  do  not  believe  we  need  to  wait,  nor  do  I  believe  we  can  afford  to 
wait,  to  begin  to  do  those  things  that  will  provide  health  care 
access  to  the  unemployed  and  the  uninsured,  to  those  without  any 
access  to  our  system.  Nor  can  we  afford  not  to  change  the  incen- 
tives in  the  system  so  that  the  pace  at  which  costs  are  escalating 
will  be  moderated. 

We  can  do  those  things  and  we  must  do  them  in  my  estimation 
now.  So  I  want  to  turn  to  the  specific  things  that  are  in  my  bill. 
Before  I  do,  I  want  to  mention  just  a  couple  of  quotes  that  I  think 
help  to  sum  up  where  I  am. 

Chairman  Rostenkowski's  statement,  when  he  introduced  H.R. 
3205,  said,  "It  is  time  to  abandon  the  catchy  slogans  and  gear  up 
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for  the  legislative  long  march."  I  agree  with  him  absolutely.  Long 
marches,  however,  start  with  first  steps.  And  it  is  those  first  steps 
that  I  am  intensely  interested  in  at  this  time. 

Senator  Bentsen's  remarks  before  the  Kellogg  Foundation  on 
September  12  included  the  statement  "I  am  confident  the  Senate 
and  House  will  pass  significant,  realistic,  responsible  health  care 
legislation  this  year  or  next." 

My  testimony  is  directed  at  those  first  steps  that  we  can  take 
this  year  in  the  service  of  the  American  people.  There  is  more  con- 
sensus on  a  number  of  pieces  to  the  health  care  solution  than 
might  meet  the  eye.  One  of  the  areas  in  which  a  number  of  Mem- 
bers have  done  significant  work  is  the  area  of  small  group  health 
insurance  reform — reforming  the  health  insurance  market  so  that 
there  will  be  health  insurance  plans  out  there  that  are  affordable, 
to  the  employees  of  small  business.  There  are  a  number  of  ways 
that  those  products  can  be  made  affordable  but  they  cannot  be 
made  affordable  without  Government  intervening  to  set  clear  rules 
for  that  market  and  reduce  the  costs  of  the  product.  We  can  reduce 
the  costs,  as  States  are  finding.  This  committee  did  a  lot  of  good 
work  on  welfare  reform,  and  they  did  it  because  they  watched  what 
the  States  were  doing  and  they  understood  its  implications  for  na- 
tional policy. 

States  are  doing  some  very  significant  experimenting  with  core 
benefit  plans,  and  are  finding  they  can  reduce  the  cost.  They  can 
put  preventive  care,  office  care,  and  hospital  care  out  there  at  a 
reasonable  cost.  Using  that  experience,  we  can  reform  the  small 
group  health  insurance  market  and  lower  the  costs  of  those  pro- 
grams by  circumventing  State  mandates  in  the  same  way  that  now 
every  self-insured  company  in  America — and  there  are  lots  and  lots 
of  them — currently  does. 

There  is  a  difference  between  the  way  that  my  bill  circumvents 
State  mandates  and  others.  I  just  want  to  point  to  it,  although  I 
will  not  continue  in  such  detail  in  the  rest  of  my  statement.  It  is 
very  important  that  we  look  squarely  at  the  issue  of  reforming  the 
small  group  market,  because  if  we  make  the  mistake  of  trying  to 
define  the  core  benefits  plan  in  Washington,  we  will  do  exactly 
what  the  States  have  done — we  will  find  it  very  difficult  to  define 
minimal  and  hold  minimal.  We  will  keep  adding  this  benefit,  that 
benefit,  and  the  other  benefit. 

So  not  only  must  we  be  careful  who  defines  that  core  benefit 
plan,  but  we  must  not  let  one  definition  be  the  only  definition.  So, 
while  my  bill  allows  the  NAIC  to  define  that  core  benefit  plan,  be- 
cause they  are  closer  to  the  State  experiments  on  this  kind  of  issue, 
it  also  allows  the  market  to  develop  absolutely  any  core  benefit 
plan,  free  of  State  mandates,  as  long  as  the  plan  meets  consumer 
protection  provisions. 

My  solution  in  this  area  is  modeled  on  our  subcommittee  and 
committee's  good  work  in  the  area  of  medigap  insurance.  I  set 
standards  and  anyone  who  complies  with  those  standards  can  put  a 
core  benefit  plan  out  on  the  market.  All  core  benefit  plans,  though, 
could  not  exclude  people  for  preexisting  conditions  except  on  first 
instance.  The  plans  must  also  limit  rate  increases,  provide  guaran- 
teed renewal,  and  meet  some  other  technical  public  disclosure  cer- 
tification requirements. 
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If  we  set  those  requirements,  we  will  create  a  competitive  market 
in  the  small  group  health  insurance  market  and  that  would  pro- 
vide us  with  the  options  that  people  need  to  have  access  to  afford- 
able insurance.  If  we  can  provide  access  to  affordable  insurance,  we 
can  reach  one-third  of  the  uninsured  at  the  very  least,  because 
they  are  working  and  earn  more  than  200  percent  of  poverty.  With 
the  dependents  associated  with  that  working  group,  we  can  reach 
further  than  that,  into  the  uninsured  problem. 

Other  parts  of  my  larger  bill,  the  HEART  bill,  provide  some 
other  solutions  for  those  not  reached  by  the  small  group  market 
reform  proposal.  But,  as  they  are  not  under  the  jurisdiction  of  this 
committee,  I  will  not  go  into  them  in  detail. 

I  would  like  to  mention  that  between  Senator  Durenberger's 
small  group  reform,  and  mine,  and  several  others  that  are  out 
there — both  parties  have  made  proposals  in  this  area — we  ought  to 
be  able  to  solve  the  problem  of  who  defines  the  core  benefit  plan. 
We  can  further  reduce  the  cost  of  those  plans  by  doing  things  like 
Congressman  Chandler  and  I  do  in  his  bill,  Small  Employer  Health 
Insurance  Incentive  Act,  where  we  waive  the  State  mandates  and 
allow  the  reduction  of  administrative  costs — again,  dramatically 
driving  down  the  cost  of  health  insurance  for  employees  of  small 
businesses. 

We  have  to  deal  with  some  rating  issues,  we  have  to  deal  with 
what  size  firms  will  have  access  to  these  policies,  but  they  are  all 
definable  issues.  They  are  discussable  issues,  and  they  are  issues  on 
which  there  has  been  a  lot  of  thinking  in  Washington,  both  on  the 
Hill,  and  off  the  Hill. 

In  my  estimation,  reforming  the  small  group  market  is  some- 
thing we  know  enough  to  do  now.  We  can  afford  to  do  now  because 
there  is  no  cost  to  Government.  We  can  create  access  in  the  way 
that  we  created  access  to  medigap  insurance  and  profoundly 
impact  the  problem  of  the  uninsured  in  America,  reducing  it  by  at 
least  one-third.  This  is  too  important  not  to  do. 

In  the  long  run,  we  may  need  to  subsidize  the  premiums  of  low 
earners  so  that  they  can  afford  even  these  more  cost-efficient  pro- 
grams. But  we  cannot  evaluate  the  need  for  that  kind  of  premium 
subsidy  until  we  have  had  some  experience  with  the  impact  of  this 
program  on  the  employees  of  small  business.  So  even  if  you  want  a 
play-or-pay  solution,  we  really  have  to  get  some  experience  under 
our  belts  in  terms  of  what  core  benefit  plans  can  do,  what  they 
cost,  who  they  serve,  and  how  we  expand  access,  or  we  will  not  be 
able,  as  Massachusetts  has  found,  to  provide  a  play-or-pay  answer 
if  that  should  be  the  will  of  the  majority. 

So  moving  ahead  in  this  direction  is,  in  my  estimation,  really  ex- 
tremely important  and  the  least  that  our  constituents  ought  to 
expect  of  us. 

There  is  another  solution  that  this  committee  has  the  power  to 
enact  which  also  will  have  a  profound  effect  on  both  costs  and 
access.  Welfare  reform  was  one  of  our  most  impressive  legislative 
achievements  and  for  those  who  have  had  the  time  to  visit  their 
welfare  offices,  they  will  find  that  the  power  of  that  reform  is  in  its 
case  management  provisions.  Because  welfare  recipients  have  to 
work  closely  with  their  social  worker  to  plan  for  their  own  future, 
the  job  of  planning  is  more  thoroughly  done,  the  educational  pro- 
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grams  undertaken  are  more  appropriately  adopted,  and  welfare  re- 
cipients have  a  better  opportunity  to  become  economically  self-suf- 
ficient. 

In  the  same  way,  managed  health  care  assures  that  only  appro- 
priate services  are  provided.  That  the  pain,  as  well  as  the  expense 
of  inappropriate  tests,  procedures,  and  operations  are  avoided. 
Managed  care  improves  quality,  as  well  as  reduces  costs.  We  could 
change  our  Tax  Code  to  send  that  incentive  throughout  the  system, 
not  in  too  prescriptive  a  fashion  because  we  are  not  prepared  to  do 
that.  We  could  provide  tax  benefits  only  to  plans  that  are  struc- 
tured in  a  way  to  either  manage  care  or  have  copayments,  or  meet 
the  other  criteria  in  my  bill.  I  tried  to  leave  it  broad  enough  so 
that  we  changed  the  incentives  in  the  system  but  that  we  don't 
define  the  products  that  are  in  the  process  of  developing  out  there 
in  the  real  world.  We  change  the  incentives  so  that  there  are  no 
dumb  buyers  on  the  market  and  there  are  no  first  dollar  coverage 
plans,  no  Cadillac  plans.  Everybody  has  to  think — is  this  necessary 
and  appropriate  care?  If  you  do  that  throughout  the  system,  we 
have  the  opportunity  to  realize  the  kinds  of  cost  savings  that  indi- 
vidual companies  have  realized  in  their  managed  care  plans. 

Finally,  there  are  other  things  that  we  can  do  through  the  Tax 
Code.  We  can  affect  access  to  care  for  the  self-employed.  At  the 
very  least,  because  it  is  no  cost,  we  can  change  the  incentives  in 
the  system  by  fostering  smart  buying  throughout  that  system. 

If  we  couple  that  with  the  reform  of  our  malpractice  liability 
system,  we  then  eliminate  the  two  major  drivers  of  the  purchase  of 
inappropriate  and  unneeded  care.  If  you  couple  that  with  expan- 
sion of  access  through  reform  of  the  small  group  market  and  ex- 
pansion of  our  community  health  system,  you  do  have  powerful 
steps  toward  solving  the  access  and  cost  problems.  Such  steps,  if 
initiated  this  year,  in  2  to  4  years  would  provide  us  with  a  vastly 
different  series  of  much  more  tangible  and  solvable  problems  and 
would  enable  us  to  move  forward  on  more  macroreforms  if,  at  that 
time,  we  so  chose  to. 

Because  the  issue  of  macroreforms  is  so  complicated  and  so  con- 
troversial, I  believe  strongly  that  it  is  our  responsibility  to  move 
forward  on  the  things  that  we  can  clearly  see  need  to  be  done,  and 
we  understand  the  technical  challenge  of  doing  them. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  follows:] 
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STATEMENT  OF  HON.  NANCY  L.  JOHNSON,  A  REPRESENTATIVE  IN  CONGRESS 
FROM  THE  STATE  OF  CONNECTICUT 

It  is  a  pleasure  to  appear  before  my  colleagues  on  the  Ways 
and  Means  Committee  as  we  focus  on  legislative  solutions  to  the 
healthcare  problem.  Our  hearings  this  past  spring  underscored  the 
complexity  of  the  issue.  While  healthcare  is  currently 
12.2  percent  of  our  gross  national  product  (GNP) ,  Mr.  Darman,  who 
will  appear  before  this  Committee  on  Thursday,  estimates  it  will  be 
about  17  percent  by  the  year  2  000.  Major  changes  in  policy 
affecting  so  large  a  part  of  our  economy  must  be  taken  only  after 
exhaustive  and  detailed  analysis. 

It  is  my  firm  belief  that  access  to  and  the  cost  of  healthcare 
will  be  the  issues  of  the  90s.  But  I  am  equally  convinced  that  we 
don't  need — nor  can  afford — to  wait  until  the  end  of  the  decade  to 
take  some  specific  actions  which,  while  narrow,  will  have  a  very 
significant  effect  on  cost  and  access.  Considerable  consensus  is 
developing  around  the  need,  for  example,  for  reform  of  the  small 
health  insurance  market  and  for  malpractice  reform.  By  stemming 
the  unconscionable  and  unsustainably  high  rise  in  healthcare  costs, 
by  reforming  the  small  group  health  insurance  market,  and  by 
expanding  federally-supported  local  health  centers,  we  can  make 
health  services  available  to  millions  of  Americans  without  access 
to  care  and  bring  a  sense  of  security  to  the  hundreds  of  millions 
of  American's  fearful  of  losing  their  access  to  healthcare. 

I  agree  with  Chairman  Rostenkowski's  statement  when  he 
introduced  H.R.  3205  that  "It  is  time  to  abandon  the  catchy  slogans 
and  gear  up  for  the  legislative  long  march."  Any  long  march  begins 
with  a  first  step.  We  can — and  have  to — take  those  first  steps 
now.  I  fervently  hope  that  Senator  Bensten's  remarks  before  The 
Kellogg  Foundation  on  September  12  come  true.  He  said  "I  am 
confident  that  the  Senate  and  the  House  will  pass  significant, 
realistic,  responsible  healthcare  legislation  this  year  or  next." 

In  the  time  remaining  to  me,  I  would  like  to  talk  about  two 
reforms  within  the  jurisdiction  of  this  Committee  that  are  doable 
right  now:  reforming  the  small  group  health  insurance  market  and 
reforming  the  tax  code's  treatment  of  healthcare  benefits  to 
encourage  responsible  healthcare  buying. 


SMALL-GROUP  MARKET  HEALTH  INSURANCE  REFORM 

Introduced  by  myself  and  Rod  Chandler  (R-WA) ,  the  Health 
Equity  and  Access  Reform  Today  (HEART)  Act,  (H.R.  1565)  would 
reform  the  small  group  health  insurance  market  to  make  low-cost 
basic  office  and  hospital  acute  care  and  preventive  service 
coverage  available  to  the  nearly  20  million  workers  and  their 
dependents  without  health  insurance  of  whom  one  half,  or  nearly  10 
million  people,  live  in  households  earning  over  200  percent  of  the 
poverty  income . 

My  proposal  is  the  first,  and  I  believe  the  only  proposal, 
that  would  allow  competition  among  basic  insurance  plans  since  it 
would  waive  state  benefit  mandates  for  any  product  in  the  small 
group  market  as  long  as  those  plans  met  the  following  consumer 
protection  requirements: 

o    doesn't    exclude    for    pre-existing    conditions    after  initial 
acceptance, 

o    limits  rate  increases, 

o    assures  guaranteed  renewal  except  for  non-payment  of  premiums, 
and 
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o    conforms     to     certain    public     disclosure     and  certification 
requirements . 

These  consumer  protections  are  not  radical  reforms.  They  are 
included  in  all  of  the  bills  that  propose  insurance  reform, 
including  the  Chairman's  bill. 

Costly  state  mandates  would  be  overridden  in  my  bill  in  order 
to  make  an  inexpensive  basic  health  plan  available  to  small 
businesses.  The  National  Federation  of  Independent  Business 
estimated  that  policies  can  be  priced  at  2L>  to  45  percent  less  than 
fully  loaded  plans,  depending  on  the  number  of  mandates  exempted  in 
a  given  state.     Currently,  there  are  over  800  state  mandates. 

Another  way  of  making  plans  affordable  to  small  businesses  is 
contained  in  H.R.  2453,  the  "Small  Employer  Health  Insurance 
Incentive  Act  of  1991,"  which  Rod  Chandler  (R-WA)  introduced  with 
me  as  lead  co-sponsor.  This  bill  has  the  effect  of  waiving  state 
mandates  by  opening  up  an  ERISA-like  self-insurance  mechanism  to 
small  businesses.  It  would  allow  small  businesses  to  collaborate 
to  offer  core  plans  that  enable  these  employers  to  take  advantage 
of  reduced  administrative  costs  and  premium  tax  waivers.  Together 
these  approaches  would  dramatically  reduce  the  cost  of  insurance 
and  make  healthcare  benefits  affordable  to  millions  of  people  who 
work  for  small  employers. 

There  are,  however,  a  number  of  significant  differences  among 
the  various  bills  that  address  the  small  group  market.  These 
differences  are  all  resolvable.  Let  me  just  raise  three  of  these 
issue  areas. 

First,  the  basic  plan:  who  will  define  it  and  hat  will  it 
entail?  The  HEART  bill  would  allow  the  National  Association  of 
Insurance  Commissioners  (NAIC)  to  define  the  basic  plan.  I  rely  on 
the  NAIC  because  of  its  expertise  in  this  field  and  knowledge  of 
state  initiatives  in  providing  core  benefits.  I  believe  Congress 
could  not  define  such  a  plan  for  the  same  reason  the  states  have 
found  it  difficult  to  protect  core  benefit  plans  from  State 
mandates.  Further,  no  one  or  two  congressional  plans  would  meet 
the  varied  needs  of  Americans.  In  addition  to  the  plan  defined  by 
NAIC,  the  HEART  bill  would  allow  a  variety  of  plans  to  develop  as 
the  market  allows,  as  long  as  each  meets  the  consumer  protection 
requirements  of  the  bill. 

A  second  problem  is  the  rating  system.  Some  bills  advocate 
community  rating;  others  like  mine  would  allow  some  variation  in 
rating.  But  whatever  we  decide,  we  must  be  honest  about  the 
effects  of  such  change.  For  example,  one  health  insurance  actuary 
has  shared  with  me  the  impact  of  going  to  a  single  community 
rating  for  one  firm's  small  group  market  products.  It  would  mean 
premium  increases  for  over  60  percent  of  the  state's  subscribers, 
with  over  25  percent  of  the  state's  subscribers  experiencing 
increases  of  30  percent  or  more.  Some  have  testified  that  the 
rating  will  increase  rates  of  80  percent  of  current  policy  holders. 
Clearly,  this  means  that  policies  cannot  be  written  that  reward 
healthy  behaviors  like  not  smoking. 

A  third  issue  is  the  size  firms  that  should  have  access  to  the 
new  packages.  The  HEART  bill  focuses  on  companies  employing 
between  2  and  2  5  employees  because  this  is  the  group  that  has  the 
least  access  to  insurance.  Bills  that  extend  to  larger  employers 
will  impact  an  existing  market  and  risk  adverse  selection  driving 
premiums  up  for  all. 

Not  everyone  will  be  able  to  afford  health  insurance  even  with 
small  group  insurance  reform,  as  much  as  I  would  like  it  to  be  so. 
I  propose  expanding  the  federally  qualified  health  centers  to 
increase  their  availability.  I  won't  elaborate  on  these  community 
and  migrant  health  centers,  because  they  are  not  under  our 
jurisdiction.  However,  I  believe  we  all  know  how  critical  they  are 
to  providing  care  to  those  most  in  need.  I  am  especially 
supportive  of  these  centers  because  they  provide  holistic  care. 
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While  in  the  long  run,  we  may  need  to  subsidize  the  premiums 
of  low  earners,  we  cannot  evaluate  that  need  until  we  can  evaluate 
the  impact  of  small  group  reform  on  cost  and  access.  In  the 
meantime,  immediate  expansion  of  federally  qualified  health  centers 
provides  access  on  an  ability-to-pay  fee  basis  for  all.  Reforming 
the  small  group  insurance  market  is  necessary  before  we  think  about 
enacting  broader  healthcare  reform.  What  kind  of  play-or-pay 
choice  is  there  if  there  are  no  affordable  products  for  small 
businesses  and  their  employees  to  purchase?  We  must  not  compromise 
the  vitality  of  our  small  businesses — the  job  creating  sector  of 
our  economy — by  mandating  expenses  that  will  force  them  to  go  out 
of  business. 


TAX  CODE  REFORMS  AND  COST-EFFECTIVE  HEALTHCARE 

Welfare  reform  was  one  of  this  Committee's  most  important 
legislative  achievements.  In  visiting  welfare  offices  it  is  clear 
that  one  of  the  most  important  changes  we  made  was  requiring 
states  to  use  a  case  management  approach.  Managed  healthcare, 
like  case  management,  assures  that  only  appropriate  services  are 
provided.  Primary-care  physicians  assure  that  unnecessary  tests 
and  inappropriate  care  are  avoided.  With  innovations  that  are 
coming  on  line  we  will  be  better  able  to  couple  care-decisions  with 
decisions  on  the  effectiveness  of  different  practices.  This  not 
only  has  cost  savings  benefits,   it  also  has  quality  benefits. 

Managed  care,  as  a  cost  saver,  has  already  proven  itself.  For 
instance,  Chevron's  managed  care  plan  for  mental  health  and 
substance  abuse  services  resulted  in  a  45  percent  reduction  in 
cost  per  life  covered,  and  Honeywell,  Inc.  reduced  its  annual 
increase  in  health  costs  to  10  percent  or  less  for  several  years 
from  an  earlier  rate  of  15  to  20  percent. 

By  changing  the  tax  code,  we  can  encourage  plans  that  have  a 
managed  care  component  or  a  meaningful  co-pay  structure,  or  meet 
certain  other  criteria  like  those  spelled  out  in  the  HEART  bill. 
That  way,  you  drive  the  whole  private  sector  toward  thinking 
managed  care,  toward  thinking  smart  purchasing.  By  doing  this,  you 
materially  alter  the  current  incentives  in  the  system.  This  is 
probably  the  most  profoundly  effective  thing  that  we  could  do  to 
reduce  the  rate  at  which  healthcare  costs  are  increasing  and, 
therefore,  expand  access  to  healthcare. 

While  there  are  no  easy  solutions  to  our  healthcare  crisis,  it 
is  imperative  that  we  undertake  those  things  that  we  can  do  now  to 
make  healthcare  available  and  affordable  to  everyone.  The 
proposals  in  the  HEART  bill,  as  well  as  in  other  bills  affecting 
the  cost  of  health  insurance  for  small  employers,  would  not  destroy 
the  remarkable  strengths  of  our  system  and  do  not  preclude  further 
reforms. 

The  challenge  before  us  is  how  to  assure  that  the  34  million 
Americans  currently  without  health  insurance  have  access  to  quality 
care  and  that  the  cost  of  that  care  is  affordable — to  the 
individual,  to  the  employer,  and  to  the  taxpayer.  My  message  to 
you,  and  I  believe  the  message  you  will  hear  from  many  of  those 
testifying  during  these  hearings,  is  that  there  are  actions  that  we 
can  take  now.  While  the  national  debate  develops,  this  Committee 
has  within  its  power  the  ability  to  hold  down  the  rise  in 
healthcare  costs  and  greatly  expand  the  availability  and 
af f ordability  of  health  insurance  for  all.  The  American  public 
deserves  this.       We  can  do  no  less. 

Thank  you  again  for  the  opportunity  to  testify  today.  I  would 
be  happy  to  answer  any  questions  you  may  have. 
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Mr.  Donnelly.  Nancy,  just  one  quick  question.  How  would  you 
answer  the  criticism  or  the  comment  that  the  incremental  ap- 
proach won't  work?  That  the  system  is  so  expensive  and  so  ineffi- 
cient in  the  lack  of  access  by  so  many  millions  of  American  people 
that  we  really  have  to  scrap  the  present  system  and  start  all  over? 

Are  you  recommending  an  incremental  approach? 

Mrs.  Johnson.  Yes,  I  think  that's  a  perfectly  valid  question  and 
one  I  am  happy  to  respond  to.  First  of  all,  there  are  a  lot  of  people 
who  are  uninsured,  but  there  are  many,  many  millions  more  who 
are  well-insured.  It  is  very  important  not  to  compromise  the  qual- 
ity of  care  for  all  while  we  are  trying  to  create  access  for  the  unin- 
sured. 

We  can  see  that  we  can  reach  down  into  that  group  of  uninsured, 
one-third  of  whom  makes  more  than  200  percent  of  poverty  income, 
and  provide  them  with  an  affordable  health  insurance  plan.  Then 
we  would  know  what  they  have  access  to  and  the  kind  of  care  that 
they  would  get. 

We  also  know  what  really  remarkable  good  care  our  community 
health  centers  provide,  and  we  know  that  by  expanding  those  we 
can  provide  care  to  everyone  else.  If  we  are  willing  to  do  it  and  if 
we  can  sit  down  with  the  community  health  people,  they  can  show 
us  exactly  how  they  can  do  this  for  a  price  that  frankly,  even 
within  our  budget  summit  agreement,  we  can  afford. 

When  you  say  the  problem  is  so  dramatically  large,  that's  true. 
But  the  problem  of  access  is  definable  and  manageable.  The  prob- 
lem of  cost  control  is  very  complex  and  very  large.  That  is,  in  a 
sense,  the  first  problem  because  its  rising  costs  that  have  limited 
access,  and  rising  costs  will  limit  access  even  further  if  we  don't  do 
something  about  it. 

When  you  look  at  your  options  as  to  how  to  control  costs,  you 
can  do  it  one  of  two  ways.  You  can  change  the  incentives  in  the 
system  so  that  you  eliminate  unnecessary  costs  or  you  can  price 
control.  Basically,  Medicare  and  Medicaid  are  price  control  sys- 
tems. They  are  currently  fixed  at  low  enough  prices  so  that  they 
are  not  paying  the  cost  of  the  care  that  their  participants  receive. 

Now,  you  can't  solve  the  problem  by  making  Medicare  a  national 
program.  If  you  make  Medicare  a  national  program,  at  the  same 
prices  you're  paying,  you  will  get  what  you're  paying  for.  It's  that 
simple. 

If  I  buy  a  screwdriver  from  Stanley  Works  and  their  costs  of 
labor  go  up  and  my  price  doesn't  go  up,  and  that  happens  year 
after  year  after  year,  finally  they  will  give  me  a  screwdriver  with 
poorer  steel  and  poorer  wood.  It  won't  work  as  well,  and  I  will  get 
what  I  pay  for. 

So  I  think  that  it  is  very  important  for  us  to  be  toughly  realistic 
about  what  our  experience  has  been.  We  have  not  controlled  costs 
in  the  Government  programs;  we  have  just  fixed  prices.  We  have 
kept  them  as  low  as  we  possibly  could  justify  in  order  to  keep  our 
expenditures  low.  The  result  has  been  that  we  have  shifted  mil- 
lions of  dollars  of  health  care  costs  onto  the  private  sector.  That,  in 
my  estimation,  is  not  cost  control.  That  is  price  control.  That  is  dif- 
ferent. 

Cost  control  means  reforming  malpractice.  Cost  control  means 
not  rewarding  people  for  purchasing  unnecessary  care.  Cost  control 
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means  finding  out  how  to  prevent  technology  that  has  only  an  in- 
cremental benefit  from  being  spread  throughout  the  system.  That's 
a  problem  we  have  not  yet  figured  out  how  to  deal  with.  Cost  con- 
trol means  how  to  prevent  unnecessary  prescriptions  from  being 
written. 

So  it  is  a  many  faceted  problem  and  we  will  need  a  number  of 
different  approaches.  Certainly,  we  know  that  malpractice  reform 
and  changing  the  Tax  Code  so  that  we  reward  only  thoughtful 
buying  programs  are  two  powerful  things  we  could  do  to  control 
costs. 

Mr.  Donnelly.  Thank  you.  You  clearly  will  be  a  player  on  this 
issue  and  I  know  that  this  committee  will  be  listening  very  closely 
to  your  suggestions,  most  especially  on  malpractice,  where  the 
record  should  state  you  have  taken  a  leadership  position  on  that 
issue  from  day  one. 

Mrs.  Johnson.  Thank  you. 

Mr.  Donnelly.  It's  something  that  is  solvable,  too,  and  if  we 
could  do  one  incremental  thing,  we  ought  to  solve  that  problem. 

Mrs.  Johnson.  Yes,  I  agree  with  you  because  that  is  systemic 
and  will  have  a  systemic  impact. 

Thank  you. 

Mr.  Donnelly.  Thank  you,  very  much. 

The  committee's  next  witness  is  the  Honorable  Harry  Johnston 
from  the  great  State  of  Florida. 
Welcome. 

STATEMENT  OF  HON.  HARRY  JOHNSTON,  A  REPRESENTATIVE  IN 
CONGRESS  FROM  THE  STATE  OF  FLORIDA 

Mr.  Johnston.  Thank  you,  Mr.  Chairman. 

I  would  like  to  commend  you  and  the  committee  in  taking  the 
initiative  in  holding  these  important  hearings.  I  represent  the 
fourth  largest  populated  congressional  district  in  the  United  States 
and  many  of  my  constituents  are  either  retired  or  responsible  for  a 
relative  who  is  elderly.  Their  stories  highlight  how  vulnerable 
people  are  in  the  current  health  insurance  system. 

I  also  wish  to  commend  you  and  your  colleagues  who  have  intro- 
duced legislation  to  address  our  health  care  dilemma.  I  will  soon 
introduce  the  Community  Health  Care  Act  of  1991  which  I  hope 
will  constructively  contribute  to  our  search  for  a  solution.  Thank 
you  for  giving  me  the  opportunity  to  share  my  thoughts  at  this 
hearing. 

In  our  search  for  a  solution  to  the  health  care  dilemma,  national 
Government  is  also  encountering  dilemma  of  decisionmaking.  How 
can  it  be  that  a  substantial  majority  of  the  American  population 
supports  comprehensive  health  care  reforms  and,  yet,  policymak- 
ers— the  U.S.  Congress — are  in  paralysis.  While  these  hearings  are 
clearly  a  step  toward  a  resolution,  we  must  fashion  our  legislation 
to  create  a  deeper  consensus,  a  consensus  which  stretches  beyond 
these  congressional  buildings,  beyond  the  beltway  to  our  State  and 
local  governments,  and  most  importantly,  to  the  control  of  our  citi- 
zens. We  require  a  bold,  national  program,  but  we  must  filter  down 
control  over  this  program  to  local  levels. 
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At  the  national  level  we  must  decide  that  health  insurance  is  a 
community  responsibility  and  not  subject  to  the  callousness  of  the 
private  market.  It  is  Government's  primary  role  to  provide  a  social 
base  for  both  the  health  of  our  people,  as  well  as  the  health  of  our 
economy.  We  must  reverse  our  strategy  of  providing  health  insur- 
ance on  a  piecemeal  basis,  to  answer  your  question  to  Mrs.  John- 
son. By  eliminating  transfer  costs  and  confusing  administrative 
billing  procedures,  we  will,  for  the  first  time,  be  able  to  make  ra- 
tional decisions  concerning  health  care.  We  must  calculate  our 
health  care  funding  on  the  basis  of  our  population,  as  a  whole,  and 
not  on  the  basis  of  our  business  affiliation,  age,  or  income  level. 

Therefore,  at  the  national  level,  my  proposal  establishes  a  struc- 
ture for  health  care  reform  empowering  State  and  local  levels  of 
government  to  provide  a  health  insurance  plan  which  covers  all 
residents.  State  and  local  government  could  decide  how  to  fashion 
their  own  plan,  choose  whether  to  have  a  single  public  insurance, 
or  to  employ  private  insurance  companies  to  administer  universal 
health  insurance.  However,  these  decisions  would  be  made  within  a 
Federal  framework  which  would  cap  out-of-pocket  spending  and 
would  require  provisions  to  account  for  those  who  earn  less  than 
200  percent  of  the  poverty  level. 

Under  my  plan  everyone  will  be  covered  for  a  comprehensive  list 
of  benefits  under  a  publicly  funded  health  insurance.  The  adminis- 
tration of  these  insurance  plans  will  be  the  responsibility  of  the 
State  and  local  government. 

At  the  national  level,  we  must  also  provide  an  economic  founda- 
tion for  our  nation's  health  insurance.  Under  my  plan  national 
Government  will  be  responsible  for  40  percent  of  the  Nation's 
health  care  spending.  I  propose  an  increase  of  our  current  funding 
through  a  progressive  income  tax  and  a  change  in  the  FICA  tax 
transferring  1  percent  and  adding  an  additional  1  percent  ear-  j 
marked  for  a  national  health  care  trust  fund.  These  funds  will  be 
distributed  to  State  and  local  plans  based  on  their  population.  j 
Moreover,  the  progressive  income  tax  will  allow  State  and  local  j 
plans  to  implement  payroll  taxes,  or  premiums  which  will  not  crip-  j 
pie  small  businesses  and  will  not  impoverish  the  lower  end  of  the 
middle  class.  The  burdens  for  providing  health  care  would  be  equi- 
tably distributed. 

I  stress  that  the  issues  we  are  confronting  here  affect  every 
American  personally.  Our  population  feels  vulnerable  at  having  a 
large,  remote  insurance  company  handling  their  personal  needs. 
Out-of-pocket  costs  are  rising,  and  everyone  fears  an  illness  will 
result  in  losing  their  coverage  rather  than  benefiting  from  it.  How- 
ever, I  do  not  feel  that  we  should  replace  this  private  infrastruc- 
ture with  an  equally  remote  Government  structure — out  of  the 
pan,  and  into  the  fire,  so  to  speak.  Instead  we  must  create  a  new 
infrastructure  of  local  control. 

My  legislation  will  create  local  health  care  districts  to  provide  a 
structure  of  local  control.  States  will  decide  whether  to  create  one 
State  insurance  policy  or  to  empower  these  local  health  care  dis- 
tricts to  fashion  their  own  policies.  For  example,  a  State  desiring 
more  incremental  reform  could  decide  to  empower  local  health 
care  districts  to  create  a  multiple-payer  plan  in  partnership  with 
private  insurance  companies.  On  the  other  hand,  a  State  which  de- 
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cides  to  have  a  single  public  insurance  would  benefit  by  having 
local  health  care  districts  as  a  structure  for  negotiating  and  setting 
medical  fees  and  budgets.  A  flexible  structure  of  national  health 
care  reform  will  make  health  insurance  plans  more  responsive  to 
the  needs  of  our  population. 

In  closing,  I  stress  that  our  Nation  requires  systemic  health  care 
reform.  Incremental  changes  may  provide  short-term  relief,  and 
placate  political  needs,  however  the  health  care  dilemma  cripples 
our  economy,  hinders  the  quality  of  our  health  service,  and  leaves 
an  embarrassing  scar  on  our  national  dignity.  We  deserve  better. 

Thank  you,  Mr.  Chairman. 

[An  attachment  to  the  prepared  statement  follows:] 
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THE  COMMUNITY  HEALTH  CARE  ACT: 

A  STRUCTURE  FOR  HEALTH  CARE  REFORM 

BY  CONGRESSMAN  HARRY  JOHNSTON 

CONGRESS  OF  THE  UNITED  STATES,  HOUSE  OF  REPRESENTATIVES 
1028  LONGWORTH  HOUSE  OFFICE  BUILDING,  WASHINGTON,  D.C.  20515 


CONTACT:  ROGER  S.  BERRY,  (202)  225-3001 

On  November  1,   I  shall  introduce  the  Community  Health  Care 
Act  of  1991.     Through  this  legislation  I  seek  to  create  a 
partnership  between  federal  and  state  government  for  the 
provision  of  universal,  comprehensive  health  insurance. 

The  Community  Health  Care  Act  requires  each  state  to  choose 
either  a  state  or  district  model  for  providing  health  insurance. 
By  the  state  model,  a  state  health  care  board  will  be  responsible 
for  the  health  insurance  of  all  state  residents.     By  the 
district  model,  a  state  will  create  local  health  care  district 
boards  to  be  responsible  for  the  health  insurance  of  all  district 
residents.     In  both  the  state  and  district  models,   there  are 
three  options  for  providing  community  health  insurance.  These 
options  are: 

1.  A  single-payer  public  insurance; 

2.  A  public  health  insurance  administered  through  a 
contract  with  one  private  insurance  company. 

3.  A  public  insurance  administered  through 
contracts  with  multiple  private  insurance  plans. 

All  health  insurance  plans  must  cover  a  comprehensive  list  of 
benefits.     Either  the  state  or  district  health  board  will 
determine  levels  of  copayments  and  deductibles  and  will  negotiate 
global  budgets  and  physician  fee  schedules. 

While  states  and  districts  shall  be  empowered  to  structure 
their  own  health  insurance  reform,  there  are  national  health 
concerns  which  warrant  national  funding.     Under  my  legislation, 
the  federal  government  will  raise  a  progressive  income  tax  to 
cover  all  pregnancy  related  services,  preventive  services,  and 
all  health  care  services  for  children.     The  federal  government 
will  also  appropriate  2%  of  the  FICA  tax  (1%  transfer  from 
social  security  and  1%  increase)   for  the  provision  of  long  term 
care  services. 

States  will  choose  how  to  raise  additional  revenues  through 
premiums  and/or  taxes.  The  federal  funding  will  spread  the 
burdens  of  financing  health  care  so  that  no  small  business  will 
be  crippled  by  a  high  payroll  tax,  and  no  individual  will  be 
strapped  by  a  high  premium.     I  anticipate  that  the  federal 
government  will  fund  just  under  half  of  each  state  health  care 
budget. 

The  Community  Health  Care  Act  provides  the  flexibility  for 
states  to  fashion  their  own  health  insurance  plans,  while 
maintaining  an  airtight  structure  of  national  reform  so  that  all 
Americans  are  finally  given  the  dignity  of  adequate  health  care. 
Most  states  are  currently  considering  health  insurance  reform 
that  would  satisfy  requirements  under  the  Community  Health  Care 
Act.     While  other  proposals  for  national  reform  are  oblivious  to 
state  initiatives,  my  proposal  builds  upon  the  strength  of  state 
reform  movements.     At  the  heart  of  all  our  efforts  is  the  resolve 
that  we,  as  a  community,  are  invested  in  the  health  of  all 
Americans.     The  inefficiencies  and  immoralities  of  our  current 
system  have  surely  taught  us  that  simple  lesson. 

If  you  are  interested  in  becoming  an  original  cosponsor  of 
the  Community  Health  Care  Act,   please  contact  me  or  my 
legislative  assistant,   Roger  Berry,   at  225-3001. 
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Mr.  Donnelly.  Thank  you,  Harry.  I  am  sorry  for  all  the  confu- 
sion. 

Mr.  Johnston.  That  is  all  right.  I  am  sure  you  were  discussing 
my  plan,  and  I  appreciate  it. 

Mr.  Donnelly.  We  were  actually  trying  to  find  out  how  much 
money  your  bill  would  raise?  Your  proposal  would  add  an  addition- 
al 1  percent  to  the  FICA  tax,  correct? 

Mr.  Johnston.  Yes,  sir.  That  is  $32  billion.  Transfer  another  1 
percent——— 

Mr.  Donnelly.  $32  billion? 

Mr.  Johnston.  Yes,  sir. 

Mr.  Donnelly.  My  crack  staff  tells  me  it  is  $25  billion — but, 
whatever. 

Mr.  Johnston.  All  right.  Well,  you  transfer  1  percent  of  the 
Moynihan  1  percent,  and  you  increase  the  1  percent,  you  still  have 
a  sufficient  amount,  whether  it  is  $50  billion,  or  $62  billion,  or  $64 
billion,  to  completely  take  care  of  long-term  care  in  this  country. 

Mr.  Donnelly.  And  that  is  how  you  would  fund  long-term  care. 

Mr.  Johnston.  Yes,  sir. 

Mr.  Donnelly.  So,  you  would  take  an  existing  1  percent — right 
now  we  take  about  1.45  percent  from  the  employee  that  goes  into 
the  Medicare  trust  fund  

Mr.  Johnston.  Right. 

Mr.  Donnelly  [continuing].  And  you  would  take  an  additional  1 
percent  off  of  the  present  tax  and  then  add  a  1  percent  sort  of 
surtax  on  that. 

Mr.  Johnston.  Right. 

Mr.  Donnelly.  And  that  would  raise  between  $50  and  $60  bil- 
lion. 

Mr.  Johnston.  Right.  My  crack  staff  says  $64  billion. 
Mr.  Donnelly.  Your  crack  staff  says  $64  billion? 
Mr.  Johnston.  Yes. 

Mr.  Donnelly.  That  is  an  intriguing  idea,  because  I've  always 
felt  it  made  a  lot  of  sense  in  1965— the  late  1960s,  early  1970s — to 
fund  the  health  services  of  the  elderly  with  only  1.5  percent  of  the 
payroll  tax,  because  health  services  were  that  much  less  expensive 
in  the  1960s  and  the  1970s. 

But  the  rapid  increase  in  the  1980s  and  going  into  the  1990s,  it 
has  always  seemed  to  me  that  what  we  really  should  do — and  I 
think  the  elderly  would  support  this — is  take  some  additional 
money  out  of  the  trust  fund  to  provide  basic  preventive  health 
services. 

It  is  all  well  and  good  to  get  your  monthly  check,  but  if  you  then 
do  not  have  the  resources  to  have  your  medical  problems  properly 
addressed,  it  does  not  make  a  lot  of  sense  for  our  33  million  benefi- 
ciaries. And  I  am  pleased  that  you  raised  that  idea. 

I  do  not  know  how  that  would  be  accepted  by  the  advocate 
groups. 

Mr.  Johnston.  Well,  we  have  approached  almost  all  of  them — 
the  National  Council  of  Senior  Citizens,  AARP.  We  also  ap- 
proached the  State  Alliance  for  Health  Care  Reform.  They  all  em- 
brace this  plan,  Mr.  Chairman.  They  like  it. 
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Mr.  Donnelly.  Clearly,  just  on  inflation  alone,  that  1.45  percent 
in  1965,  today  would  be  about  3  percentage  points  of  that  7.5  per- 
cent  

Mr.  Johnston.  Right. 

Mr.  Donnelly  [continuing].  Just  to  cover  increased  costs,  with- 
out even  expanded  benefits. 

So  what  the  Congress  has  done  is  try  to  expand  benefits  on  a 
catch-as-catch-can  basis,  trying  to  attempt  to  deal  with  the  problem 
of  a  growing  elderly  population,  with  the  demographic  change  in 
this  country.  And  we  have  never  really  expanded  the  pool  of  re- 
sources that  should  be  there  for  them.  I  think  it  is  a  terrific  idea, 
and  I  appreciate  your  work,  and  the  committee  looks  forward  to 
working  with  you  on  this  and  other  parts  of  your  proposal. 

Mr.  Johnston.  Thank  you,  Mr.  Chairman,  I  appreciate  it. 

Mr.  Donnelly.  Thank  you. 

The  next  witness  is  the  Honorable  Mary  Rose  Oakar,  from  the 
State  of  Ohio.  I  think  the  record  should  show,  at  this  point,  that 
there  are  millions  of  elderly  Americans  that  are  receiving  addition- 
al services,  singularly  because  of  the  efforts  of  the  gentlelady  from 
Cleveland. 

Her  constant  dedication  to  medical  delivery  and  medical  care 
issues,  and  the  strength  of  her  efforts  resulted  in  the  enactment  of 
well  overdue  legislation  on  behalf  of  many  Medicare  beneficiaries, 
and  you  have  been  on  the  forefront  of  national  health  insurance 
issues,  and  the  committee  appreciates  your  coming,  and  your  testi- 
mony will  be  of  great  benefit  to  the  Members. 

STATEMENT  OF  HON.  MARY  ROSE  OAKAR,  A  REPRESENTATIVE 
IN  CONGRESS  FROM  THE  STATE  OF  OHIO 

Ms.  Oakar.  Mr.  Chairman,  thank  you. 

Actually,  you  are  very  modest,  because  you  were  indirectly  re- 
sponsible for  my  pushing  the  mammography  legislation  through 
the  budget  process  in  the  eleventh  hour,  and  I  think  you  can  take 
credit  for  the  thousands  of  women  whose  lives  will  be  saved  be- 
cause of  that  legislation,  or  that  becoming  part  of  the  law. 

You  know,  today  I  thought  of  you,  Brian — Mr.  Chairman — be- 
cause there  are  thousands  of  women  here  from  all  over  the  coun- 
try, including  women  from  your  great  State  of  Massachusetts,  my 
State  of  Ohio,  et  cetera,  wanting  more  research  dollars  to  find 
cures  to  diseases,  in  particular  breast  cancer,  and  saying  they 
cannot  wait  any  longer.  Most  of  them  are  breast  cancer  victims, 
whose  families'  lives  have  been  tremendously  affected. 

But  I  am  here  to  talk  a  little  bit  about  my  insights  about  what 
we  ought  to  do  for  this  crisis.  You  know  what  the  figures  are,  but  I 
think,  because  I  have  not  been  able  to  hear  the  other  testimony,  I 
would  like  to  review  it  for  you. 

Seventy-seven  million  Americans  have  little  or  no  insurance.  We 
have  40  million  who  are  underinsured  in  this  country.  Beyond  the 
37  million,  most  of  whom  are  from  working  families,  who  have  no 
access  to  insurance,  and  we  have  8  million  Americans  who  need 
long-term  care.  I  mean,  the  good  news  is  that  people  are  living 
longer.  The  bad  news  is  that  we  have  not  addressed  it  in  a  compre- 
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hensive  fashion,  and  about  half  of  that  8  million,  though,  are  fami- 
lies who  have  children  with  chronic  diseases. 

So,  when  we  talk  about  long-term  care,  or  home  care,  and  nurs- 
ing care,  et  cetera,  we  are  really  talking  about  the  all-American 
family. 

Mr.  Chairman,  I  was  a  member  of  the  Pepper  Commission,  and 
that  was  one  of  the  really  most  wonderful  opportunities,  because  I 
learned  a  lot.  I  thought  I  knew  where  my  head  was  with  respect  to 
health  care,  because  I  had  had  some  other  experiences,  but  I  came 
to  believe — and  we  studied  just  about  all  the  systems,  in  very  re- 
sponsible fashion. 

It  broke  my  heart  when  Claude  Pepper  passed  away  after  being 
chairman  of  that  committee  for  2  months.  But  Jay  Rockefeller  did 
a  very  fine  job  in  chairing  the  committee.  He  was  very,  very  fair, 
and  we  had  people  of  all  backgrounds  and  all  persuasions,  in  terms 
of  philosophy,  on  that  committee.  I  came  to  two  conclusions. 
Number  one  is  something  the  American  people  say  loud  and  clear. 
They  want  to  do  something  about  access  to  comprehensive  health 
care.  But  number  two,  we  would  be  very  remiss  if  the  only  thing 
we  address  is  that  everybody  needs  an  insurance  policy.  We  have  to 
change  the  standard  of  coverage. 

In  my  mind's  eye,  the  standard  of  coverage  which  I  would  like  to 
address  for  a  minute  or  two  involves  three  or  four  components. 
Number  one,  acute  care,  inpatient  and  outpatient  care,  hospital 
care,  surgery,  ambulatory  care,  emergency  care,  that  we  are  all 
sort  of  accustomed  to  getting  in  various  private  sector  and  public 
sector  policies. 

Number  two,  we  ought  to  absolutely  have  long-term  care  as  part 
of  a  policy.  I  do  not  know  of  any  policy  that  covers  long-term  care, 
and  yet  other  countries  can  do  it,  why  can't  we?  It  certainly  was 
Claude  Pepper's  all-American  dream. 

But,  number  three,  I  do  not  know  of  any  policy  that  comprehen- 
sively covers  preventive  health  care  or  early  detection.  We  should 
ask  ourselves  why  children  are  getting  diseases  that  we  thought  we 
had  licked.  We  know  why.  It  is  because  they  are  not  immunized 
against  disease.  Every  policy  in  this  country  ought  to  cover  child 
immunization,  and  every  policy  ought  to  cover  adult  immunization. 
Medicare  does  cover,  partially,  some  immunization  for  the  elderly, 
but  not  all  of  it. 

You  know  I  feel  strongly  about  mammography,  but  we  ought  to 
make  sure  that  men  are  able  to  get  prostate  screening  testing,  and 
colon  screening,  in  terms  of  male-dominated  diseases.  And  we 
ought  to  not  be  afraid  to  say  that  we  want  alcohol  and  drug  treat- 
ment programs  as  part  of  a  policy.  And  that  we  want  mental 
health  as  part  of  a  policy.  These  are  all  preventive  health  care 
areas. 

My  bill,  H.R.  8,  includes  the  first  three  components,  and  with  re- 
spect to  prevention,  you  know  I  have  had  this  battle  with  the  Con- 
gressional Budget  Office  about  what  it  costs  and  what  you  save. 
And  I  have  to  tell  you,  we  have  got  to  analyze  this,  not  only  with 
respect  to  our  public  policies,  but  with  respect  to  private  policies,  in 
a  more  suitable  fashion.  By  that  I  mean,  when  we  analyze  what  it 
costs  to  provide  preventive  health  care,  or  early  detection — let  us 
take  mammography.  We  have  to  analyze  what  it  costs,  not  in  1 
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year,  but  in  3  to  5  years.  Nobody  wants  to  do  that.  The  insurance 
industry  does  not  want  to  do  it.  The  Congressional  Budget  Office 
does  not  want  to  do  it.  And  do  you  know  why  they  do  not  want  to 
do  it?  Because  we  usually  analyze  health  care  in  terms  of  a  1-year 
period. 

We  found,  for  example,  with  respect  to  mammography,  that  if 
you  catch  a  cancer  at  an  early  stage,  let  us  say  stage  I  or  II,  it  costs 
$10,000  or  less  to  treat  that  patient,  and  you  have  probably  saved 
that  woman's  life.  The  chances  of  recurrence  are  very  minimal, 
particularly  in  stage  I  breast  cancer. 

But  we  also  find  that  if  you  allow  that  cancer  to  spread,  by  not 
having  early  detection,  it  costs  between  $65,000  and  $125,000.  You 
only  know  that  if  you  analyze  what  happens  to  the  person  if  they 
do  not  get  the  mammography.  Nobody  wants  to  do  that.  And  that 
is  true  for  other  types  of  preventive  health  care. 

So  we  are  way  behind,  in  terms  of  putting  early  detection,  pre- 
vention, in  our  health  policies,  and  I  think  we  have  to  have  a  very 
strong  component  in  a  bill,  relative  to  that,  and  my  bill  certainly 
does  address  that.  And  we  found  that  if  you  analyze  prevention,  in 
3  years  the  kinds  of  things  I  put  in  my  bill,  which  I  offered  to  the 
Pepper  Commission,  in  the  first  year  you  might  lose  a  little  money. 
Over  the  3-year  period,  you  save  $45  billion.  So  we  are  not  analyz- 
ing this  problem  properly.  That  is  why  I  address  the  question  of 
standards. 

Finally,  with  respect  to  prevention,  we  ought  to  invest  more  in 
terms  of  curing  diseases.  Why  is  it  that  we  will  allow  the  American 
people  to  spend  $90  billion  on  Alzheimer's  disease,  when  scientists 
are  so  close  to  finding  out  what  triggers  that  cell  in  the  wrong  di- 
rection, but  we  will  only  spend  a  few  million  on  finding  a  cure  for 
it.  And  that  is  why  the  women  are  here  today,  Mr.  Chairman. 
They're  here  to  say  we  want  to  increase  research  funding  for 
breast  cancer.  We  want  not  only  to  prevent  the  disease,  or  find  it 
in  early  stages,  but  for  women  over  35,  where  mammography  does 
not  always  work,  we  want  to  see  that  woman's  child  immunized 
against  breast  cancer.  And  we  can  do  it.  But  we  will  not  invest  in 
terms  of  research  dollars. 

That  is  why,  in  my  bill,  I  would  put  a  billion  dollars  more  in  the 
research  areas.  Do  you  know  what  that  equates  to?  That  equates  to 
a  billion  dollars  more  that  we  spent  in  increasing  Star  Wars  re- 
search. Somehow,  I  think  licking  diseases  should  take  the  same  pri- 
ority as  those  other  avenues  that  somehow  we  find  money  for. 

So,  with  acute  care,  long-term  care,  prevention,  which  includes 
research,  that  makes  up  my  bill.  Would  I  have  a  single-payer?  Yes. 
I  would  have  the  Federal  Government  pay.  But  I  would  do  it  differ- 
ently than  Canada,  England,  France,  Italy,  et  cetera.  Because  I  had 
a  little  experience  chairing  the  Compensation  Committee  for  Feder- 
al employees. 

As  you  know,  Mr.  Chairman,  Federal  employees,  and  retirees, 
can  choose  from  among  21  plans,  but  the  plans  cannot  get  in  the 
Office  of  Personnel  and  Management  unless  they  achieve  a  certain 
degree  of  coverage.  What  happens  when  you  have  a  little  bit  of 
competition  is  they  try  to  out-compete  each  other.  So,  obviously, 
even  though  my  bill  is  very,  very  comprehensive,  there  might  be  j 
some  things  that  I  left  out,  and  perhaps  by  having  individual,  non- 
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profit  insurance  organizations  bid  for  the  single-payer  policy — the 
single-payer  being  the  Federal  Government — you  will  save  a  lot  of 
money — the  $68  billion  that  GAO  says  you  save  when  you  have  a 
single-payer  policy — but  you  will  keep  competition  involved.  I  think 
that  is  part  of  the  American  way,  and  I  think  we  will  have  a  better 
standard  of  coverage,  and  I  would  do  that  on  a  State  by  State  level. 

The  question  then  becomes,  how  is  it  possible  that  we  are  the 
only  industrialized  country  that  does  not  provide  quality  compre- 
hensive health  care  as  a  right,  and  other  countries,  with  the  excep- 
tion of  South  Africa,  that  are  industrialized,  do  that?  Does  it  cost 
more?  Well,  the  fact  is,  here  we  have  77  million  people  noninsured 
and  underinsured,  and  8  million  people  without  long-term  care, 
and  we  spend  12.5  percent  of  our  GNP,  and  Canada  and  Britain 
and  France  and  all  the  other  countries  spend  8  to  8.5  percent,  and 
Japan  spends  about  6.7  percent,  and  we  have  a  100  percent  higher 
infant  mortality  than  Japan.  And  here  we  spend  more,  and  get 
less. 

People  want  to  know  how  you  pay  for  this.  Obviously  that  is  the 
bottom  line  with  a  lot  of  people.  That  is  a  fair  question.  The  answer 
really  is,  we  already  pay  for  it.  I  mean,  the  answer  truly  is,  we 
spend  $700  billion  on  health  care;  $200  billion  is  private  insurance. 
Some  is  out-of-pocket  expenses  that  are  not  covered,  like  getting  a 
mammogram,  if  you  are  under  a  private  plan  that  does  not  cover 
it,  or  a  prostate  screening  that  is  not  covered,  and  the  rest  is  public 
sector  programs. 

So,  when  people  say,  "I  do  not  want  the  Government  involved  in 
health  delivery,"  I  mean,  that  is  really  unbelievable,  because  the 
fact  is,  the  Government  is  involved  in  more  than  half  of  all  the 
$700  billion  we  are  talking  about.  We  are  involved  in  veterans'  ben- 
efits, CHAMPUS,  Medicaid,  Medicare.  You  know  better  than  I  all 
the  Government  programs,  being  on  this  prestigious  committee, 
and  being  a  leader  of  this  committee. 

People  will  say,  "Well,  it  is  socialized  medicine."  You  know 
what?  It  is  not  socialized,  it  is  civilized,  to  want  your  people  to  get 
proper  care. 

So,  what  I  would  do  is  this,  Mr.  Chairman,  I  would  recapture  all 
the  Government  programs,  on  a  Federal,  State  and  local  level, 
which  is  almost  $400  billion,  and  put  that  in  a  trust  fund,  and  then 
add  whatever  we  need  for  the  kind  of  standard  we  set  up,  taking 
into  consideration  prevention,  which  by  and  large  will  save  money, 
and  certainly  cost  containment,  and,  obviously,  a  single-payer. 

We  can  do  better.  We  can  do  better.  If  we  do  this,  if  we  take  care 
of  the  health  needs  of  our  people,  in  a  comprehensive  fashion,  Mr. 
Chairman,  believe  me,  our  people  are  going  to  be  more  competitive, 
we  are  going  to  stimulate  the  economy,  we  are  going  to  be  able  to 
compete  with  our  brothers  and  sisters  abroad. 

It  is  just  so  crystal  clear  to  me  that  we  are  paying  for  Germany's 
free  health  care,  and  France's  care,  and  England's  care.  We  can 
afford  to  be  the  highest  payer  of  NATO,  and  God  knows  if  we  still 
need  it,  and  yet  we  say,  "Well,  we  cannot  do  it,  because  it  costs  too 
much."  We  can  do  better,  and  we  should  do  better,  and  I  hope  the 
committee  will  look  at  H.R.  8. 

Finally,  Mr.  Chairman — and  I  know  this  goes  against  the  grain 
of  some  committees,  but,  believe  me,  to  put  this  on  the  front 


340 


burner,  I  decided  that  I  was  going  to  try  to  form  a  caucus  of  Repub- 
licans and  Democrats,  just  anybody  who  wanted  to  say  something 
about  health  care,  to  say  this  is  an  anchor  issue  for  our  people. 
And  the  first  day,  70  members  signed  up.  So  we  formed  this.  It  is 
informal,  it  is  not  a  threat  to  any  committee.  We  just  want  to  flesh 
out  some  new  ideas,  and  offer  them  to  the  appropriate  committees. 

My  plan  in  the  Pepper  Commission,  Mr.  Chairman,  got  a  9  to  6 
vote.  The  plan  that  won  out  was  8  to  7,  the  employer  based  plan, 
which  I  supported  after  they  accepted  13  of  my  15  amendments,  be- 
cause I  wanted  us  to  say  something  about  our  health  care. 

Mr.  Donnelly.  Thirteen  of  fifteen?  They  turned  you  down  on 
two? 

Ms.  Oakar.  Just  two.  Yes. 

Mr.  Donnelly.  They  will  pay  for  that. 

Ms.  Oakar.  Yes.  That  is  right,  they  will — in  spades. 

So,  I  appreciate  your  patience  in  listening.  For  the  record,  Mr. 
Chairman,  this  committee  has,  really,  the  lives  of  the  American 
people  at  its  fingertips.  Be  bold.  Take  it  by  the  reins  and  be  bold  in 
what  you  offer  to  us.  And,  within  reason,  I  am  prepared  to  support 
whatever  will  cover  our  people  in  a  comprehensive  fashion,  with  a 
high  standard  of  coverage. 

[The  prepared  statement  follows:] 
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STATEMENT  OF  HON.  MARY  ROSE  OAKAR.  A  REPRESENTATIVE  IN 
CONGRESS  FROM  THE  STATE  OF  OHIO 


MR.  CHAIRMAN,  I  AM  PLEASED  TO  BE  BACK  BEFORE  THIS  COMMITTEE 
TODAY,  IT  IS  SIGNIFICANT  THAT  YOU  CONTINUE  THIS  IMPORTANT  SERIES 
OF  HEARINGS  ON  HEALTH  CARE  AND  ACCESS  TO  HEALTH  CARE  IN  THE  UNITED 
STATES.  YOUR  PURSUIT  OF  THIS  DISCUSSION  BEFORE  THE  FULL  WAYS  AND 
MEANS  COMMITTEE  IS  TO  BE  COMMENDED,  AND  I  PERSONALLY  THANK  YOU  FOR 
THE  OPPORTUNITY  TO  RETURN.  I  ALSO  APPRECIATE  THE  FACT  THAT  YOU 
HAVE  INCLUDED  MY  LEGISLATION,  H.R.  8  THE  UNIVERSAL  HEALTH  CARE  FOR 
ALL  AMERICANS  ACT,  AS  A  SUBJECT  OF  DISCUSSION  WITHIN  THE  CONTEXT  OF 
THESE  HEARINGS. 

WHEN  I  APPEARED  BEFORE  THE  COMMITTEE  LAST  APRIL,  I  SUBMITTED 
A  DETAILED  OUTLINE  OF  MY  BILL,  H.R.  8  AND  STATED  MY  ARGUMENTS  FOR 
ADOPTION  OF  SUCH  A  PROPOSAL.  TODAY  I  WISH  TO  BUILD  UPON  THAT 
TESTIMONY  AND  REFER  IN  GENERAL  TERMS  TO  DEVELOPMENTS  SINCE  THAT 
TIME. 

MR.  CHAIRMAN,  I  HAVE  SAID  TO  THIS  COMMITTEE  BEFORE,  I'M  FOR 
WHATEVER  WE  CAN  DO  TO  ADDRESS  THE  FACTS  THAT  37  MILLION  AMERICANS 
HAVE  NO  ACCESS  TO  HEALTH  INSURANCE  AND  ALMOST  250  MILLION  AMERICANS 
CANNOT  GET  AFFORDABLE  OR  ADEQUATE  LONG-TERM  CARE  PROTECTION.  YET, 
I  AM  ALSO  FOR  DOING  IT  CORRECTLY  AND  COMPREHENSIVELY  THE  FIRST  TIME 
AROUND.  IT  SHOULD  BE  CLEAR  THAT  I  HAVE  PUT  A  GREAT  DEAL  OF  THOUGHT 
INTO  MY  LEGISLATION,  H.R.  8  —  I  AM  CONVINCED  THAT  IT  IS  THE  BEST 
WAY  FOR  OUR  NATION  TO  PROCEED. 

UNLIKE  MOST  OF  THE  PLANS  ON  THE  TABLE  TODAY,  MY  PLAN  FULLY 
INCORPORATES  MY  THREE  MOST  FUNDAMENTAL  REQUIREMENTS  FOR  NATIONAL 
HEALTH  CARE  REFORM.  ACCESS  MUST  BE  UNIVERSAL,  COMPREHENSIVE,  AND 
INCLUDE  LONG-TERM  CARE.  THE  PACKAGE  ALSO  INCLUDES  A  RENEWED 
NATIONAL  COMMITTMENT  TO  BIO-MEDICAL  RESEARCH,  ESPECIALLY  RESEARCH 
ON  ILLNESSES  RELATED  TO  AGING,  WHERE  WE  ARE  FALLING  RAPIDLY  BEHIND 
THE  DEMANDS  OF  OUR  CHANGING  DEMOGRAPHICS.  IN  THE  LAST  THREE  YEARS, 
OUR  NATION  HAS  SPENT  MORE  ON  DEFENSE  RELATED  RESEARCH  THAN  WE  HAVE 
SPENT  ON  ALL  BIOMEDICAL  RESEARCH  SINCE  THE  TURN  OF  THE  CENTURY. 

IN  ANY  MEANINGFUL  PLAN  FOR  HEALTH  CARE  REFORM,  EVERY  AMERICAN 
CITIZEN  AND  LEGAL  RESIDENT  ALIEN  MUST  BE  COVERED  FROM  THE  CRADLE  TO 
THE  GRAVE.  THE  UNITED  STATES  GOVERNMENT  MUST  JOIN  THE  REST  OF  THE 
INDUSTRIALIZED  WORLD  AND  ADOPT  THIS  MINIMUM  STANDARD  FOR  OUR 
PEOPLE.  THERE    MUST    BE    NO    EXCLUSIONS    BASED    ON  PRE-EXISTING 

CONDITIONS  OR  ABILITY  TO  PAY.  IF  WE  ADOPT  A  SINGLE  PAYER  SYSTEM  IN 
OUR  COUNTRY,  I  AM  CONVINCED  THAT  WE  CAN  ACHIEVE  THIS  STANDARD 
WITHOUT  INCREASING  PER  CAPITA  HEALTH  COSTS. 

SECOND,  THE  COVERAGE  MUST  BE  COMPREHENSIVE.  I  CONSIDER  MYSELF 
AS  HAVING  BEEN  THE  SWING  VOTE  ON  THE  8-7  PEPPER  COMMISSION  VOTE. 
THE  CHAIRMAN  GOT  MY  VOTE  ONLY  AFTER  HE  INCLUDED  COMPREHENSIVE 
COVERAGE  FOR  PRENATAL  CARE,  NUTRITION  SCREENING  AND  SERVICES, 
CANCER  SCREENINGS,  WELLNESS  PROGRAMS,  REGULAR  IMMUNIZATIONS  AND 
PHYSICAL  CHECK-UPS,  HOME  HEALTH  CARE,  ALCOHOL  AND  DRUG  ABUSE 
TREATMENT,  ETC.  THIS  TYPE  OF  FRONT  ENDED  TREATMENT  MAKES  SENSE, 
AND  A  GROWING  NUMBER  OF  EXPERTS  ARE  BEGINNING  TO  REALIZE  THAT 
PREVENTION  IS  NOT  ONLY  MORE  HUMANE  —  IN  THE  LONG  RUN  IT  CAN  SAVE 
US  A  GREAT  DEAL  OF  MONEY. 

MY  THIRD  REQUIREMENT  FOR  ANY  PLAN  THAT  GETS  MY  SUPPORT  — 
COMPREHENSIVE  COVERAGE  FOR  LONG-TERM  CARE.  THE  AMERICAN  PEOPLE 
EXPECT  THIS  FROM  ANY  NATIONAL  PLAN.  ANY  TRAIN  THAT  LEAVES  THIS 
STATION  MUST  HAVE  SOMETHING  IN  IT  FOR  EVERYONE  AND  AFFORDABLE  LONG- 
TERM  CARE,  WHILE  ONE  OF  THE  GREATEST  NEEDS  OF  OUR  AGING  POPULATION, 
IS  OF  ENORMOUS  IMPORTANCE  TO  AMERICANS  OF  ALL  AGES.  THIS  WE  SHOULD 
HAVE  DONE  LONG  AGO,  AND  IF  WE  DO  NOTHING  ELSE  IN  THIS  CONGRESS  WE 
MUST  MOVE  FORWARD  ON  A  NATIONAL  PROGRAM  FOR  LONG-TERM  CARE  WHICH 
INCLUDES  AN  EMPHASIS  ON  HOME  HEALTH  CARE,  RESPITE  CARE,  ADULT  DAY 
CARE,  HOMEMAKER  SERVICES  AND  HEAVY  CHORE  SERVICES.  THE  GOAL  IS  TO 
HELP  PATIENTS  REMAIN  AS  INDEPENDENT  AS  POSSIBLE  AND  OUT  OF 


342 


Rep .  Oakar 
Page  2 

INSTITUTIONAL  SETTINGS  AS  LONG  AS  POSSIBLE.  BUT  THE  BOTTOM  LINE  IS 
THAT  AMERICANS  SHOULD  NOT  HAVE  TO  FACE  POVERTY  IF  THEY,  OR  A  LOVED 
ONE  NEEDS  LONG-TERM  CARE.  ELIGIBILITY  FOR  THIS  COVERAGE  MAY  BE 
BASED  ON  AN  ACTIVITIES  OF  DAILY  LIVING  (ADL)  TEST  AS  IN  MY  BILL, 
BUT  I  AM  NOW  CONVINCED  THAT  COVERAGE  MUST  ALSO  EXTEND  TO  THE 
COGNITIVELY  IMPAIRED.  I  WILL  STATE  FOR  THE  RECORD  AT  THIS  TIME  MY 
INTENTION  TO  AMEND  THIS  PORTION  OF  MY  BILL. 

MR.  CHAIRMAN,  IT  IS  BECOMING  INCREASINGLY  APPARENT  THAT  MANY 
OF  OUR  COLLEAGUES  ARE  BEGINNING  TO  TAKE  A  SERIOUS  LOOK  AT  THE 
PEPPER  COMMISSION  MODEL  —  AN  EMPLOYER-BASED,  "PLAY  OR  PAY"  TYPE 
OF  PROPOSAL  AS  A  MEANS  FOR  REFORMING  OUR  BELEAGUERED  HEALTH  CARE 
SYSTEM.  MR.  CHAIRMAN,  SEVERAL  SUCH  PLANS  ARE  NOW  ON  THE  TABLE, 
INCLUDING  YOURS,  AND  TO  THE  EXTENT  THAT  THERE  IS  A  GROWING  WILL  TO 
OVERHAUL  OUR  HEALTH  CARE  SYSTEM,  I  AM  PLEASED  AT  THE  EMERGENCE  OF 
ALL  THESE  PLANS.  I  AM  SURE  YOU  ARE  AWARE,  AS  A  MEMBER  OF  THE 
PEPPER  COMMISSION  I  SUPPORTED  THE  PEPPER  COMMISSION  REPORT.  AT  THE 
TIME  IT  WAS  ESSENTIAL  TO  MAKE  A  POSITIVE  STATEMENT  ABOUT  THE  NEED 
FOR  REFORM.  YET,  I  SUPPORTED  THE  COMMISSION  REPORT  WITH  SOME 
RESERVATIONS  BECAUSE  I  DO  NOT  BELIEVE  THAT  SUCH  A  PLAN  IS  THE  BEST 
WAY  TO  GO.  IN  FACT,  WITHIN  THE  CONTEXT  OF  THE  COMMISSION  THIS  PLAN 
REPRESENTED  A  MIDDLE  GROUND  APPROACH.  I  REMAIN  CONCERNED  THAT  IT 
IS  VERY  DIFFICULT  TO  IMPLEMENT  SUCH  A  PLAN  WITHOUT  DRAGGING  ALONG 
MANY  OF  THE  SAME  PROBLEMS  THAT  PLAGUE  OUR  CURRENT  HEALTH  CARE 
SYSTEM. 

THE  PLAY  OR  PAY  SYSTEM  HAS  SEVERAL  INHERENT  FLAWS  THAT 
COMMISSION  CHAIRMAN  ROCKEFELLER  TOOK  PAINS  TO  ADDRESS.  THIS  TYPE 
OF  PLAN  INHERENTLY  CREATES  PROBLEMS  FOR  SMALL  BUSINESS.  THE  PLAY 
OR  PAY  SYSTEM  ALSO  DOES  NOT  NECESSARILY  ADDRESS  THE  CURRENT 
INEFFICIENCY  OF  THE  PRIVATE  SECTOR  IN  CONTROLLING  OVERHEAD  AND 
ADMINISTRATIVE  COSTS  RELATIVE  TO  THE  INSURANCE  INDUSTRY  AND  HEALTH 
CARE  BILLING.  THE  PLAY  OR  PAY  APPROACH  DOES  NOT  NECESSARILY 
ADDRESS  INEQUITIES  CURRENT  IN  OUR  GEOGRAPHICAL  DISTRIBUTION  OF 
HEALTH  CARE  RESOURCES.  THE  PLAY  OR  PAY  APPROACH  MAY  ALSO  HAVE  THE 
TENDENCY  TO  PERPETUATE  THE  TWO-TIERED  SYSTEM  OF  HEALTH  CARE  WE 
CURRENTLY  HAVE  —  A  HIGHER  STANDARD  OF  CARE  FOR  THOSE  WHO  ARE  SELF- 
INSURED  THAN  FOR  THOSE  WHO  ARE  NOT.  BEYOND  THE  THREE  BOTTOM-LINE 
CRITERIA  REQUIRED  FOR  MY  SUPPORT  OF  ANY  PLAN  FOR  HEALTH  CARE 
REFORM,  I  WITHHELD  MY  SUPPORT  FOR  THE  PEPPER  COMMISSION  PLAN  UNTIL 
I  WAS  SATISFIED  THAT  IT  WAS  SENSITIVE  TO  THESE  INHERENT  PROBLEMS. 

NO  MATTER  WHAT  BEGINS  THE  PROCESS,  I  AM  CONVINCED  THAT  WE  WILL 
INEVITABLY  ARRIVE  AT  A  PLAN  SUCH  AS  MINE  FOR  OUR  NATION.  HOWEVER, 
MR.  CHAIRMAN,  I'M  FOR  MOVING  AHEAD  —  THE  SOONER  THE  BETTER.  WE 
MUST  ACT  SWIFTLY  AND  RESPONSIBLY  TO  REMOVE  THESE  PRESSING  BURDENS 
FROM  AMERICAN  FAMILIES.  I  CALL  AGAIN  ON  ALL  OF  MY  COLLEAGUES  TO 
JOIN  THE  BI-PARTISAN  CONGRESSIONAL  CAUCUS  FOR  NATIONAL  HEALTH  CARE 
REFORM  ESTABLISHED  BY  MYSELF  AND  OUR  COLLEAGUE  FROM  NEW  JERSEY, 
MATTHEW  RINALDO.  AS  YOU  HAVE  RECOGNIZED  THROUGH  THESE  HEARINGS  OF 
THIS  DISTINGUISHED  COMMITTEE,  MR.  CHAIRMAN,  WE  MUST  BEGIN  THE 
PROCESS  TO  DEVELOP  A  CLEAR  CONSENSUS  ON  STRATEGIES  FOR  REFORM. 
SUCH  A  CAUCUS  COULD  SERVE  AS  A  RESOURCE  TO  HELP  MEMBERS  SORT 
THROUGH  THE  CONFUSION  OF  THIS  COMPLEX  ISSUE.  SO  FAR,  THE  RESPONSE 
HAS  BEEN  TREMENDOUS  AND  OUR  EIGHTY  MEMBERS  SHOW  WE  ARE  OFF  TO  A 
GOOD  START. 

AS  AN  ACTIVE  FORMER  MEMBER  OF  THE  PEPPER  COMMISSION,  LET  ME 
RESTATE  MY  CONVICTION  THAT  UNIVERSAL  COVERAGE  OF  ALL  AMERICANS  FOR 
COMPREHENSIVE  HEALTH  CARE  AND  LONG  TERM  CARE  WILL  BE  AN  ANCHOR 
ISSUE  IN  THE  1990' s.  ACCESS  TO  A  HIGH  MINIMUM  STANDARD  OF  HEALTH 
CARE  SHOULD  BE  A  BASIC  GUARANTEED  RIGHT  FOR  AMERICAN  CITIZENS.  YET 
IN  OUR  NATION,  WE  TREAT  HEALTH  CARE  MUCH  THE  SAME  AS  WE  TREAT  ANY 
OTHER  COMMODITY. 

AS  A  NATION,  THE  NEARLY  $700  BILLION  WE  ALREADY  PAY  FOR  A 
GROSSLY  INADEQUATE  HEALTH  CARE  SYSTEM  WOULD  JUST  AS  WELL  PAY  FOR  A 
PLAN  SUCH  AS  MINE.  THE  TOTAL  NEW  GOVERNMENT  COST  OF  THE  PLAN  HAS 
BEEN  ESTIMATED  BY  THE  PEPPER  COMMISSION  STAFF  AT  $234  BILLION.  AN 
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EQUIVALENT  AMOUNT  IN  DIRECT  OUT-OF-POCKET  PAYMENTS  BY  INDIVIDUALS 
AND  EMPLOYERS  TO  PRIVATE  INSURERS  WOULD  BE  ELIMINATED.  THAT  IS,  AS 
I  MENTIONED,  NOT  MUCH  MORE  THAN  AMERICANS  CURRENTLY  SPEND  ON 
INADEQUATE  PRIVATE  HEALTH  INSURANCE  WHICH,  FOR  THE  MOST  PART,  DOES 
NOT  COVER  LONG-TERM  CARE.  WHAT  IS  WORSE  IS  THAT  THIS  INSURANCE 
PROVIDES  NO  ASSURANCE  THAT  IT  WILL  COME  THROUGH  WHEN  THOSE  WHO  BUY 
IT  NEED  HEALTH  COVERAGE  THE  MOST. 

MR.  CHAIRMAN,  SEVERAL  NATIONAL  SURVEYS  HAVE  INDICATED  THAT  67% 
OF  AMERICANS  WOULD  FAVOR  A  SINGLE-PAYER  PLAN  WHICH  GUARANTEES 
UNIVERSAL  HEALTH  COVERAGE  AND  LONG-TERM  CARE.  A  GROWING  NUMBER  OF 
AMERICANS  WOULD  PREFER  TO  PAY  A  REGULAR  PREMIUM  DIRECTLY  TO  THE 
GOVERNMENT  IN  RETURN  FOR  A  GUARANTEED  STANDARD  OF  HEALTH  AND  LONG- 
TERM  CARE  COVERAGE.  I  DO  NOT  BELIEVE  THAT  THE  CONGRESS  WILL  BE 
ABLE  TO  IGNORE  THIS  GROWING  MANDATE  MUCH  LONGER.  I  WILL  CONTINUE 
TO  FIGHT  FOR  SUCH  A  PLAN,  BUT  I  BELIEVE  THAT  THE  PRIVATE  INSURANCE 
INDUSTRY  CAN  AND  SHOULD  CONTINUE  TO  PLAY  A  SUPPORTING  ROLE  IN 
HEALTH  COVERAGE  IN  THE  UNITED  STATES.  THANK  YOU  AGAIN,  MR. 
CHAIRMAN,  FOR  YOUR  LEADERSHIP  AND  FOR  THE  OPPORTUNITY  TO 
PARTICIPATE  IN  THIS  HEARING. 
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Mr.  Donnelly.  Thank  you  very  much  for  your  testimony. 

There  are  two  points  that  really  struck  me.  One  was  your  state- 
ment— "Well,  how  do  you  pay  for  it?  We  already  do  pay  for  it." 

That  is  absolutely  correct.  The  problem  is  how  we  scorekeep  for 
budget  purposes  around  here.  It's  off  both  here  and  downtown  at 
OMB.  Because  the  reality  of  the  situation  is  that  those  people  that 
are  uninsured,  they  eventually  get  sick.  Every  human  being  gets 
sick,  except  for  a  very  few,  and  they  end  up  entering  the  system  at 
the  single-most  expensive  point  in  the  system,  which  is  the  emer- 
gency room,  which  is  very  much  based  on  high  technology,  and 
labor  intensive. 

This  factors  into  your  first  point,  which  is  that  we  need  to  do 
more  on  preventive  and  diagnostic  care,  to  deal  with  the  problem 
before  the  individual  gets  into  the  system  at  that  most  expensive 
point.  That  is,  frankly,  bizarre.  It  is  not  only  bad  policy,  and  not 
fair  policy,  it  is  horrific  fiscal  policy. 

But,  for  anybody  in  this  country  that  does  not  think  that  these 
people  are  not  being  cared  for,  they  just  do  not  understand  how  the 
system  works.  Either  the  elderly  reimburse  them  through  the  dis- 
proportionate share  that  comes  out  of  the  Medicare  system  to  cer- 
tain hospitals  around  the  country,  or  the  local  tax  base,  through 
municipal  and  city,  or  your  State  tax  base,  pays  for  the  care  of 
these  individuals,  two  or  three  or  four  times  more  than  it  would 
cost  if  we  dealt  with  them  in  terms  of  quality  diagnostic  and  pre- 
ventive care. 

So  it  has  been  proven  that  the  money  is  being  spent  in  the 
system,  and  I  think  it  has  also  been  proven  that  the  money  is  being 
spent  inefficiently,  and  in  an  inefficient  system.  The  question  is, 
can  this  institution,  as  you  say,  be  bold? 

The  only  thing,  as  I  look  back  in  history,  when  you  saw  major 
social  policy  changes  in  this  country,  they  were  always  done  at  the 
behest  and  the  leadership  of  the  President.  And  I  am  certainly  not 
trying  to  be  partisan,  but  if  you  look  at  Social  Security,  Franklin 
Roosevelt;  Medicare/ Medicaid  started  with  John  Kennedy,  Lyndon 
Johnson.  Really,  if  there  is  a  partnership  that  has  to  take  place,  it 
has  to  take  place  between  this  place  and  Pennsylvania  Avenue. 

But  the  money  clearly  is  being  spent  in  the  system,  more  than 
should  be  spent  in  the  system.  It  is  inconceivable  to  me  that  the 
way  we  cost  account,  we  keep  saying,  well,  any  changes  that  you 
make,  providing  additional  diagnostic  or  preventive  care,  costs 
more  money,  on  the  way  that  they  score,  than  when  you  deal  with 
somebody  that  has  a  fatal  or  a  debilitating  illness  because  you  did 
not  detect  it  or  you  did  not  prevent  it. 

Ms.  Oakar.  Well,  you  hit  the  nail  on  the  head.  When  you  talk 
about  scoring — sure,  it  is  important  to  score,  and  you  know,  you 
were  very  instructive  to  me  when  I  was  trying  to  get  mammogra- 
phy coverage.  You  were  very,  very  helpful  to  me  in  giving  me  some 
facts  and  figures. 

Honestly,  it  was  very  illuminating  how  that  was  being  scored.  I 
mean,  the  fact  is  that  no  one  wanted  to  score  it  in  what  it  saved  by 
not  having  the  woman  have  to  go  through  chemotherapy,  radical 
surgery,  radiation,  you  name  it. 

What  is  the  score  in  Medicare,  which  I  am  a  fan  of?  You  have  to 
prove  you  have  high  blood  pressure  to  get  a  free  blood  pressure 
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check,  but  if  you  get  a  stroke,  it  will  by  and  large  pay  for  it. 
Nobody  scores  the  stroke,  is  what  I  am  saying. 

What  I  think  we  have  to  do  is  just  be  real  logical  and  simple,  and 
just  go  back  to  real  basic  data,  and  put  it  on  the  table,  you  know. 
And  if  that  means  that  our  staffs  have  to  take  a  case-by-case  analy- 
sis, as  we  did,  to  disprove  CBO,  in  terms  of  their  ' 'scoring' '  mam- 
mography, we  are  going  to  have  to  do  that. 

Mr.  Donnelly.  Maybe  the  first  thing  we  should  do,  before  we  get 
into  policy  changes,  is  to  get  some  agreements  amongst  everybody 
about  actually  how  we  will  cost  out  either  additional  services,  or 
the  cutback  in  some  services  that  are  inefficient. 

Ms.  Oakar.  Sure. 

Mr.  Donnelly.  And  that  deals,  in  many  instances,  with  the 
whole  money  issue,  because  the  money  is  being  spent.  The  money 
is  being  spent  in  the  United  States  at  a  greater  percentage  of  our 
gross  national  product  than  any  other  country  in  the  world,  and  we 
still  have  this  inequity  in  the  health  care  delivery  system. 

Ms.  Oakar.  You  know,  Mr.  Chairman,  you  mentioned  something 
else  very  important  in  your  comments,  and  that  is  the  emergency 
room.  I  have  a  young  nephew  who  is  a  doctor  in  emergency  medi- 
cine, and  he  tells  me  about  half  the  patients  should  never  be  in  the 
emergency  room.  But  they  come  there  because  they  do  not  have 
health  insurance.  So,  here  is  a  young  guy  that  is,  like  a  lot  of  ideal- 
istic individuals,  who  does  not  want  to  have  to  worry  about  wheth- 
er this  patient  has  health  insurance,  and  wants  to  be  able  to  place 
the  person  where  that  person  belongs,  and  very  often  it  is  not  in 
the  emergency  ward. 

If  we  had  a  comprehensive  health  delivery  system,  people  would 
not  be  going  where  they  should  not  be  because  they  are  afraid  they 
do  not  have  the  insurance,  or  whatever  the  reason  is.  You  know, 
they  would  go  to  the  appropriate  person  for  delivery,  and  that  in- 
cludes all  licensed  health  practitioners,  and  frankly,  not  just  doc- 
tors. 

Mr.  Donnelly.  Exactly. 

Well,  thank  you  very  much  for  your  testimony. 
Ms.  Oakar.  Thanks  a  million. 

Mr.  Donnelly.  This  committee  is  going  to  be  relying  on  your  ex- 
pertise, and  

Ms.  Oakar.  Well,  you  are  terrific. 

Mr.  Donnelly  [continuing].  Hopefully,  this  committee  will  be 
bold. 

Ms.  Oakar.  Thank  you,  Brian.  Thank  you,  Mr.  Chairman. 
Mr.  Donnelly.  Our  next  witness  is  the  Honorable  John  Rhodes 
from  the  great  State  of  Arizona. 
Your  patience  is  appreciated. 

STATEMENT  OF  HON.  JOHN  J.  RHODES  III,  A  REPRESENTATIVE 
IN  CONGRESS  FROM  THE  STATE  OF  ARIZONA 

Mr.  Rhodes.  Well,  I  am  just  really  pleased  to  hear  you  and  Mrs. 
Oakar  bring  up  the  issue  of  scoring.  This  has  nothing  to  do  with 
my  testimony,  but  I  could  not  agree  with  the  two  of  you  more.  It  is 
one  of  the  most  frustrating  things  to  deal  with  around  here,  and  it 
is  at  both  ends  of  the  street.  Because  CBO  does  it  and  OMB  does  it, 
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and  they  insist  we  can  only  use  a  static  model,  because  we  cannot  1 
predict  what  human  behavior  will  be.  They  insist  on  that  in  trying 
to  score  a  lot  of  these  health-related  issues.  They  insist  on  that  in 
Social  Security  issues.  And  yet,  when  it  suits  them,  like  the 
RBRVS  that  HHS  came  out  with,  they  have  a  behavioral  incre- 
ment in  there.  They  just  know,  deep  down  in  their  hearts,  that  doc- 
tors are  going  to  make  up  what  they  are  going  to  lose  by  increasing 
procedures,  and  so  there  is  3.5  percent  in  that  calculation  for 
human  behavior.  All  of  a  sudden  it  is  to  their  benefit  to  predict 
what  human  behavior  is,  and  so  they  go  ahead  and  do  it.  And  I 
thank  you  for  letting  me  get  that  off  my  chest,  because  it  is  ex- 
tremely frustrating. 

Mr.  Donnelly.  You  have  a  kindred  soul  on  this  side  of  the 
microphone. 

Have  you  ever  served  on  the  Budget  Committee? 
Mr.  Rhodes.  No,  I  have  not. 

Mr.  Donnelly.  Please  do  that.  If  you  remember,  I  served  for  6 
years  on  it,  and  you  will  leave  with  your  head  spinning  after  10  i 
weeks  of  debate  on  what  the  baseline  will  be. 

Mr.  Rhodes.  Yes,  I  am  sure  that  is  very  true. 

Mr.  Donnelly.  Real  dollars  versus  inflated  dollars,  and  nobody 
talks  about  real  money.  The  whole  thing  is  classic  Washingtonian. 

Mr.  Rhodes.  Mr.  Chairman,  I  am  not  going  to,  in  great  detail,  go 
through  my  statement.  I  know  it  is  part  of  the  record,  and  I  am 
quite  sure  that  you  will  spend  your  valuable  time  going  over  it 
word  by  word. 

I  have  identified  two  particular  areas  that  I  am  quite  sure  you 
have  heard  a  lot  about  here  today,  for  two  particular  pieces  of  leg- 
islation that  I  have  introduced.  One  of  them  relates  to  long-term 
care,  and  the  other  relates  to  the  question  that  we  have  identified 
as  access  to  the  system. 

I  am  sure  it  is  no  surprise  to  you  that  I  have  identified  those  two 
areas.  I  am  sure  it  is  no  surprise  to  you  that  my  approach  to  trying  II 
to  address  those  problems  is  probably  different  from  the  approach  i 
that  you  would  have,  or  from  the  approach  that  Mrs.  Oakar  would  j 
have. 

But,  nonetheless,  it  is  reflective  of,  first  of  all,  in  terms  of  long- 
term  care,  a  belief  that  the  insurance  industry — the  insurance 
system — has  the  capability  of  filling  the  gap  that  exists  in  financ-  | 
ing  the  expenses  of  long-term  care.  And  my  bill  related  to  long-  i 
term  care,  which  is  H.R.  415,  basically  attempts  to  make  long-term 
care  insurance  products  not  only  attractive  to  the  consumers,  but  j 
also  attractive  to  the  industry,  to  give  them  an  opportunity  to  step 
into  the  field  in  a  way  that  is  economically  feasible  for  them,  and 
likewise  creates  incentives  for  employers  to  make  long-term  care 
coverage  a  benefit  available  to  their  employees. 

It  does  it  in  relatively  obvious  ways,  I  think.  As  far  as  the  em-  i 
ployer  is  concerned,  it  treats  long-term  care  insurance  coverage 
and  the  cost  of  long-term  care  insurance  coverage  the  same  as  [ 
health  insurance,  in  other  words,  as  a  cost  of  doing  business,  and  a  j 
deductible  item.  It  would  allow  conversion  of  individual  retirement 
accounts  to  long-term  care  annuities  or  policies  at  a  particular 
point  in  time.  It  would  allow  the  use  of  cash  surrender  value  in  life 
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insurance  policies  to  be  used  to  convert  a  life  insurance  policy  to  a 
long-term  care  policy. 

It  recognizes — and  this  is  an  area  that  I  have  not  seen  addressed 
too  often,  that  our  long-term  care  problems  are  both  immediate 
and  long  term.  We  certainly  have  people  who  need  or  will  need 
long-term  care  in  the  very,  very  immediate  future.  Now,  it  should 
be  our  long-term  goal  to  have  younger  workers  be  providing  for 
and  planning  for  their  own  futures,  and  their  own  requirements  for 
long-term  care. 

Well,  obviously,  those  persons  who  are  now  elderly  or  near-elder- 
ly, and  either  needing  now  or  needing  very  soon  long-term  care, 
are  not  a  particularly  attractive  pool  of  risk  for  the  insurance  in- 
dustry. Clearly,  if  you  are  going  to  sell  an  insurance  policy  to  some- 
one who  is  going  to  need  to  make  a  claim  on  the  policy  within  a 
relatively  short  period  of  time,  you  either  do  not  want  to  sell  that 
policy,  or  you  are  going  to  have  to  price  it  very  high. 

So  I  have  included  in  H.R.  415,  a  federally  chartered  institution 
to  provide  a  reinsurance  mechanism.  I  have  a  sunset  in  that,  be- 
cause I  am  not  really  enamored  of  this  idea  of  10  years.  That  is  an 
arbitrary  number,  and  I  have  no  idea  if  it  is  right  or  wrong. 

I  do  not  even  know,  for  a  fact,  that  the  reinsurance  program  is 
necessary.  But  I  have  included  it  in  the  hopes  that  when  the  com- 
mittee addresses  the  issues  of  long-term  care,  and  hopefully  provid- 
ing private  market  incentives  for  providing  for  long-term  care,  that 
that  would  be  one  of  the  things  that  you  would  consider — consider 
the  necessity  of  providing  a  reinsurance  program,  so  that  insurers 
would  not  skim  at  the  lower  end  of  the  age  scale,  but  would  be  en- 
couraged to  go  out  and  sell  long-term  care  coverage  to  the  elderly, 
and  the  near-elderly  as  well. 

My  approach  to  the  access  problem,  again,  I  think  is  relatively 
familiar  to  you.  It  is  intended  to  address,  specifically,  the  34-some 
million  Americans  who  do  not  have  access  to  insurance  at  all,  and 
it  is  intended  to  do  so,  not  only  for  them  individually  to  acquire 
coverage,  but  also  to  encourage  businesses,  particularly  small  busi- 
nesses— those  employing  less  than  50 — to  make  available  basic, 
almost  bare-bones,  health  insurance  to  their  employees. 

In  order  to  do  this,  it  is  necessary  to  override  State  laws.  It  is 
necessary  to  preempt,  in  some  areas  because,  as  we  all  know,  it  is 
the  State  mandates  for  health  insurance  that  are  a  major  cause  of 
making  the  availability  of  health  insurance  just  simply  not  afford- 
able to  those  34-some  million  people,  either  because  they  cannot 
afford  it  themselves,  or  their  employers  cannot  afford  to  offer  it. 

There  are  just  four  essential  elements.  It  is  guaranteed  access, 
and  it  is  no  additional  taxes  on  small  businesses.  It  has  cost-con- 
tainment requirements,  basically  in  some  peer  review  requirement 
and  those  sorts  of  things,  and  requires  that  the  States  themselves 
establish  some  kind  of  a  reinsurance  mechanism  themselves,  al- 
though we  do  not  direct  where  that  should  go.  We  do  not  direct 
risk  pools,  or  anything  of  that  nature.  We  just  simply  say  that  they 
should  have  such  a  mechanism. 

If  I  may,  again,  digress,  you  had  asked  Mrs.  Johnson  about  her 
feelings  about  an  incremental  approach,  as  opposed  to  a  compre- 
hensive approach.  Obviously,  this  is  an  incremental  approach. 
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I  think  if  you  talk  in  terms  of  a  comprehensive  approach,  you  1 
must,  I  believe,  start  with  the  premise  that  the  delivery  system 
itself  is  flawed  in  some  way.  And  I  am  not  altogether  sure  that  I 
agree  with  that.  I  think  that  there  is  quality  medicine  available  in 
this  country — high  quality  medicine,  good  technology,  good  practi- 
tioners and  good  delivery  systems.  The  problem  is  the  70-some  mil- 
lion that  Mrs.  Oakar  refers  to — and,  yes,  there  are  40-some  under- 
insured,  who  do  not  have  ready  access  to  the  delivery  system.  I 
think  if  we  can  take  relatively  simple  steps,  and  I  think  both  of 
these  are  relatively  simple — relatively  simple  steps  to  address,  first 
of  all,  the  very  high  cost  of  long-term  care,  but  second,  the  problem 
of  the  uninsured  and  underinsured  and  providing  them  access  to 
the  system,  I  think  we  will  find  that  the  overall  health  quality  of 
our  citizens  will  improve. 

I  agree  with  you  and  Mrs.  Oakar  100  percent.  I  do  not  see  how 
we  can  discount  the  benefits  of  prevention.  I  do  not  see  how  we  can 
discount  or  ignore,  as  you  put  it,  the  fact  that  just  because  people 
are  not  insured  does  not  mean  that  their  care  is  not  paid  for.  They 
are  going  to  get  care.  As  you  said,  they  are  going  to  get  sick,  first  of 
all.  Second,  they  are  going  to  get  care.  Third,  that  care  is  going  to 
be  paid  for.  There  is  no  disputing  that  at  all.  It  is  just  a  question  of 
how  do  we  construct  a  mechanism  to  care  and  to  pay.  My  conten- 
tion is,  comprehensive  is  not  necessary,  if  we  are  talking  about 
overhauling  the  delivery  system  itself,  but  secondarily,  not  in  the 
immediate  future  for  us,  as  policymakers. 

Even  if  I  thought  that  we  needed  to  make  major  changes  in  the 
delivery  system  itself,  I  would  still  advocate  an  incremental  ap- 
proach, simply  because  we  ought  to  do  those  things  that  we  can  do, 
as  fast  as  we  can  do  them.  I  think  that  if  we  say  we  are  going  to  do 
nothing  until  we  have  consensus  on  everything,  then  we  will  do 
nothing,  and  that  would  be  a  tragedy  for  all  of  us. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  follows:] 
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STATEMENT  OF  HON.  JOHN  J.  RHODES  HI,  A  REPRESENTATIVE  IN 
CONGRESS  FROM  THE  STATE  OF  ARIZONA 

Mr.  Chairman,  thank  you  for  the  opportunity  to  appear  before  the 
Committee  today  to  testify  about  health  care  reform.  In  doing  so  I  will  highlight 
two  approachs  to  ensuring  access  and  cost  containment  that  I  have  introduced  so 
far  in  the  102nd  Congress. 

At  the  beginning  of  the  102nd  Congress,  I  reintroduced  my 
"Comprehensive  Long-Term  Care  Incentives  Act  of  1991",  (H.R.  415)  to  promote  a 
private-public  partnership  to  stimulate  the  long-term  care  market. 

In  the  larger  debate  over  health  care,  long-term  care  has  quickly  become  a 
costly  and  compelling  concern  for  everyone.  Older  Americans  and  their  children 
fear  becoming  destitute  and  demoralized  by  a  disabling  illness.  Long-term  care 
policy  requires  incentives  and  options  to  succeed,  not  another  ill-conceived 
bureaucratic  entitlement  program.  Planning  ahead  for  the  possible  expenses  of 
chronic  care  must  become  a  customary  rite  of  aging. 

My  legislation  responds  to  the  near  universal  desire  of  frail  and  chronically 
ill  persons  to  remain  in  familiar  surroundings,  with  control  over  their  lives, 
whenever  possible.  This  bill  shifts  the  institutional  bias  of  Medicare  and 
Medicaid,  as  well  as  private  long-term  care  policies,  by  providing  incentives  for 
utilizing  home  and  community-based  care.  Private  insurance  companies  and 
businesses  have  shown  their  willingness  to  become  actively  involved  in  long-term 
care.  My  legislation  provides  needed  incentives  that  would  promote  the 
development  of  responsive  and  thoughtful  long-term  policies. 

The  second  of  the  reform  initiatives  I  have  introduced  addresses  the 
small  business  insurance  market,  entitled  the  "Health  Access  for  Working 
Americans  Act"  (H.R.  3478).  This  legislation  would  provide  guaranteed 
access  to  no  frills,  basic  health  insurance  coverage  for  tens-of-millions  of 
working  Americans.  They  work  for  small  businesses  which  cannot  now 
afford  to  self-insure  their  employees  or  to  purchase  expensive  "Cadillac" 
health  insurance  policies  mandated  by  most  states.  This  group  of  uninsured 
working  Americans  is  in  the  greatest  need  and  should  be  the  focus  of  our 
efforts  to  reform  the  health  care  delivery  system  in  America. 

My  legislation  has  four  basic  essentials  — 

*  Guaranteed  health  insurance  access. 

*  No  burdensome  taxes  on  small  business. . 

*  Cost  containment  requirements. 

*  Requirements  for  reinsurance  mechanisms. 

There  are  many  small-market  health  care  reform  proposals  being 
discussed  in  this  Congress.  As  a  member  of  the  Republican  Health  Care 
Task  Force,  mine  is  an  effort  to  contribute  to  those  discussions.  I  want  to 
provide  an  equitable  opportunity  for  small  businesses  and  their  employees  to 
have  access  to  affordable  medical  insurance  —  "MedEquity".  This  critical 
area  of  health  care  reform  is  probably  our  best  hope  to  benefit  a  large 
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segment  of  low  and  middle  income  American  workers,  their  families  and 
children,  who  are  in  need  of  fundamental  health  insurance  protections.  I 
urge  my  colleagues  and  this  Committee  to  focus  and  act  on  this  critical 
issue,  this  Congress. 

More  than  58%  of  those  working  uninsured  are  employed  by  firms 
with  fewer  than  ten  employees.  Small  business  should  not  be  forced  to  pay 
higher  premiums  for  health  insurance  coverage  for  their  employees  than  do 
large  businesses.  This  legislation  seeks  to  address  the  cost  and  availability 
issues  and  bring  these  workers  and  their  families  under  a  protective  health 
insurance  umbrella. 

Nationwide,  approximately  two-thirds  of  the  estimated  34  million 
non-elderly  uninsured  are  working  Americans,  and  85%  of  them  earn  less 
than  $40,000  a  year.  Ten  million  are  children,  according  to  the  Employees 
Benefit  Research  Institute  (EBRI).  These  are  middle  class  Americans  who 
need  our  help  for  them  to  provide  basic  health  insurance  coverage  for 
themselves  and  their  families. 

The  health  insurers  themselves,  working  through  the  Health 
Insurance  Association  of  America  (HIAA),  have  forged  a  small-market  reform 
plan.  The  health  care  regulators  from  each  state,  working  through  their 
National  Association  of  Insurance  Commissioners  (NAIC),  plan  to  finalize 
later  this  year,  a  small-market  insurance  model  that  could  be  used  by  all 
states.  My  legislation  envisions  that  NAIC  will  in  fact  be  the  catalyst  to 
providing  model  recommendations  to  the  states.  Finally,  18  individual 
states  have  so  far  enacted  some  form  of  small  market  basic  health  insurance 
requirements  for  insurers  in  their  states.  Several  others  are  in  the  process 
of  doing  so. 

The  states  have  had  and  should  have  the  primary  regulatory  role 
regarding  insurance  coverage.  However,  it  seems  to  me  the  federal 
government  can  and  should  provide  some  prodding  to  bring  more 
consistency  and  timeliness  to  basic  health  insurance  coverage  being  made 
available  to  small  business  employers  and  employees  across  the  country. 

If  the  states  fail  to  act,  then  it  seems  to  me  in  this  instance  of  crucial 
national  significance,  the  federal  government  should  step  in  and  mandate 
what  I  call  "MedEquity"  basic  health  insurance  coverage  minimum 
requirements  in  those  states.  This  bill  encourages  states  to  act  in  a  timely 
fashion,  so  the  federal  government  does  not  have  to. 

The  failure  of  the  health  insurance  industry  to  adequately  cover 
working  Americans  does  not  represent,  as  some  have  attempted  to  portray, 
a  total  breakdown  of  our  health  care  system.  Our  health  care  delivery  system 
has  received  mixed  reviews  from  Americans.  While  our  technology  remains 
unquestionably  premiere,  limited  access  to  that  care,  high  costs,  and  a  host 
of  interrelated  problems  bog  down  our  exemplary  system.  Today,  our  health 
care  system  is  like  a  racehorse  that  has  been  hobbled.  Some  of  my 
colleagues  would  have  us  shoot  the  horse  and  wait  for  a  promised 
chimerical  replacement.  Working  Americans  would  rather  we  just  help 
unleash  the  horse,  thereby  helping  them  get  access  to  the  basic  health  care 
they  desperately  need.  The  National  Federation  of  Independent  Business 
(NFIB)  has  endorsed  the  core  principles  of  removing  mandated  benefits  and 
of  cost  containment,  without  further  burdening  small  business  with  more 
taxes.  Those  are  the  principles  on  which  my  legislation  is  based. 

These  are  my  proposals.  I  understand  there  are  others  and  other 
approaches.  My  hope  is  the  Congress  will  soon  consider  all  the  options  and 
approaches  that  Members  of  the  House  of  Representatives  have  introduced,, 
and  develop  a  meaningful  consensus  to  act  on  this  important  issue  for 
millions  of  Americans.  The  crucial  elements  to  me  are  that  there  be  no  new 
tax  on  small  business,  that  access  to  basic  health  insurance  coverage  be 
guaranteed  to  small  businesses  and  their  employees,  that  there  be  real  cost- 
containment  requirements  and  reinsurance  requirements.  And,  on  long- 
term  care,  we  must  act  to  help  older  Americans  and  their  families  cope  with 
the  financial  burdens  of  caring  for  those  who  find  it  difficult  or  impossible  to 
care  for  themselves. 
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Mr.  Donnelly.  Thank  you  for  your  excellent  testimony. 

I  do  not  know  how  your  legislation  has  been  costed  out,  but  I  can 
assure  you  that  whatever  cost  they  have  placed  on  your  enhance- 
ments, in  terms  of  providing  additional  enhancements  for  long- 
term  care  policies,  they  never  took  into  effect  the  savings  that 
would  be  made  in  the  Medicaid  system  years  down  the  line. 

Mr.  Rhodes.  Absolutely. 

Mr.  Donnelly.  I  mean,  I  am  all  for  enhancing  a  policy  that,  in 
the  long  run,  is  going  to  save  tens  and  hundreds  of  millions  of  dol- 
lars from  the  Medicaid  system,  because  eventually,  these  people  de- 
plete their  resources. 

Mr.  Rhodes.  Well,  but  we  have  

Mr.  Donnelly.  And  they  end  up  in  the  Medicaid  system.  Not 
only  is  there  the  humiliation  of  it,  and  the  unfairness  of  it — we  at 
CBO  and  OMB  cannot  predict  how  many  people  would  take  advan- 
tage of  this  opportunity  to  provide  for  their  own  care,  nor  can  we 
predict  how  many  of  them  will  actually  wind  up  in  the  system,  and 
therefore,  we  cannot  give  you  credit  for  the  long-term  savings. 

You  have  heard  that  before?  There  is  some  validity  in  that,  but  I 
think  if  an  additional  10  percent  of  the  people  entering  the  Medi- 
care system  had  this  type  of  policy,  I  think  you  could  come  up  with 
some  ball  game  numbers,  and  that  is  probably  one  of  the  problems 
that  we  are  going  to  be  talking  about. 

In  regard  to  the  incremental  approach,  there  are  some  valid 
points  there.  One  of  the  things  that  concerns  me  about  total  overall 
scrapping  of  the  system  and  beginning  anew,  is  our  inability  as  an 
institution  to  contain  costs.  There  is  already  national  health  insur- 
ance in  this  country.  It  is  called  Medicare.  It  is  a  program  for  the 
people  65  and  over,  and  then  there  is  national  health  insurance  for 
the  indigent  and  the  poor,  called  Medicaid. 

There  are  two  segments,  and  neither  program,  I  think,  are  pro- 
grams that  I  think  we  would  consider  to  be  shining  stars,  although 
they  have  some  good  points  but,  clearly,  some  bad. 

I  am  very  concerned  that  once  you  start  the  process  of  rewriting 
the  entire  system,  and  promising  everything  to  all,  that  when  push 
comes  down  to  shove,  either  it  will  not  be  adequately  financed,  or 
the  cost  containments  will  not  be  in  there,  and  it  will  make  the 
problem  worse  than  it  is,  in  the  long  run. 

That  is  just  from  my  own  personal  experience  as  a  member  of 
this  committee,  and  on  the  Health  Subcommittee. 

Mr.  Rhodes.  And  we  know  from  our  experiences  with  Medicare 
and  Medicaid,  that  regardless  of  how  basic  and  how  elementary  the 
coverage  might  be  when  we  start  out,  from  the  very  first  day  that 
it  is  in  effect,  pressures  will  be  building  on  us  to  add  other  benefits, 
other  programs.  And  as  technology  advances,  the  pressure  will  be 
on  us  again  to  include  new  technologies.  We  have  not  been  able  to 
resist  that  with  Medicare  and  Medicaid.  I  see  no  reason  to  think 
that  we  would  be  able  to  do  so  

Mr.  Donnelly.  But,  clearly,  I  think  we  have  the  ability  to  deal 
with  the  inefficiencies  in  the  present  system  

Mr.  Rhodes.  Yes. 

Mr.  Donnelly  [continuing].  In  terms  of  providing  additional  pre- 
ventive and  diagnostic  care  for  people  when  it  is  proven  that  it  is 
going  to  save  you  money  in  the  long  run.  There  are  incremental 


352 


ways,  in  my  opinion,  where  you  can  make  massive  improvement  in 
the  present  system. 

Whether  the  committee  will  do  that  or  not,  I  certainly  do  not 
know.  I  enter  the  debate  somewhat  skeptical  and  maybe  somewhat 
scarred  because  of  my  involvement  in  the  Medicare  system,  at- 
tempting to  restrain  cost  in  that  system,  not  attempting  to  cut  cost, 
just  to  restrain  the  rate  of  growth  in  the  cost  of  the  Medicare 
system. 

We  appreciate  your  coming  by,  and  look  forward  to  working  with 
you. 

Mr.  Rhodes.  Thank  you,  Mr.  Chairman. 
Mr.  Donnelly.  Thank  you  very  much. 
Are  there  any  additional  witnesses? 

The  committee  stands  adjourned  until  10  a.m.  tomorrow  morn- 
ing, when  it  will  continue  its  hearings  on  the  chairman's  bill  and 
other  similar  legislation. 

[Whereupon,  at  3:13  p.m.,  the  committee  adjourned,  to  reconvene 
at  10  a.m.,  Wednesday,  October  9,  1991.] 


COMPREHENSIVE  HEALTH  INSURANCE  LEGIS- 
LATION, INCLUDING  H.R.  3205,  THE  "HEALTH 
INSURANCE  COVERAGE  AND  COST  CONTAIN- 
MENT ACT  OF  1991" 


WEDNESDAY,  OCTOBER  9,  1991 

House  of  Representatives, 
Committee  on  Ways  and  Means, 

Washington,  D.C. 

The  committee  met,  pursuant  to  notice,  at  10:02  a.m.,  in  room 
1100,  Longworth  House  Office  Building,  Hon.  Dan  Rostenkowski 
(chairman  of  the  committee)  presiding. 

Chairman  Rostenkowski.  Will  our  guests  please  find  seats? 
Today  the  committee  will  continue  its  examination  of  specific  legis- 
lative proposals  to  resolve  twin  problems — gaps  in  health  insurance 
coverage  and  increases  in  health  care  costs.  This  morning  we  will 
focus  on  health  care  costs. 

There  has  been  a  lot  of  attention  given  to  the  number  of  Ameri- 
cans without  health  insurance,  about  34  million  at  any  point  in 
time  and  over  60  million  during  a  2-year  period. 

There  is  somewhat  less  awareness  of  the  facts  on  health  care 
costs.  Total  national  spending  is  now  projected  to  double  to  over 
$1V2  trillion  by  the  year  2000.  It  is  projected  to  consume  over  15 
percent  of  the  GNP,  more  than  two-thirds  more  than  any  other 
nation  in  the  world. 

Given  the  magnitude  of  these  expenditures,  it  is  no  wonder  that 
health  care  cost  containment,  along  with  provision  of  universal 
coverage,  has  once  again  risen  to  the  top  of  our  list  of  priorities. 

This  morning,  Bob  Reischauer  of  the  Congressional  Budget  Office 
will  present  CBO's  analysis  of  the  effect  of  the  continuing  escala- 
tion of  health  care  costs  on  wages  and  other  factors  in  the  econo- 
my. Dr.  Reischauer  will  also  review  various  proposed  approaches  to 
controlling  health  care  costs  and  comment  on  the  evidence  for 
their  effectiveness. 

Today  it  is  simply  not  enough  to  recycle  the  tired  old  formulas 
which  we  have  heard  so  many  times  before. 

In  the  1970s,  hospitals  and  other  health  care  providers  told  us 
that  a  voluntary  effort  would  do  the  job  if  we  would  just  give  them 
a  chance.  I  know  personally  about  that  situation,  because  at  that 
point  in  time  I  was  the  subcommittee  chairman  of  the  Health  Sub- 
committee on  the  Ways  and  Means  Committee.  In  the  1980s,  com- 
petition was  the  refrain  we  heard. 
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Well,  let  me  say  that  in  the  1990s,  health  care  providers  are 
preaching  to  a  skeptical  audience  that  is  unwilling  to  sit  back 
while  health  care  costs  continue  to  climb  and  more  people  wind  up 
uninsured. 

CBO  has  indicated  that  it  cannot  score  for  savings  any  legislation 
which  does  not  contain  specific,  mandatory  cost  control  measures. 

H.R.  3205,  the  bill  which  I  introduced,  meets  the  CBO  test.  The 
cost  containment  provisions  in  H.R.  3205  would  limit  the  increase 
in  health  care  spending  to  the  growth  of  the  rest  of  the  economy. 
These  provisions  are  included  in  my  bill  because  we  cannot  contin- 
ue to  pour  our  Nation's  limited  resources  into  health  care  while  de- 
priving other  productive  sectors  of  the  economy  needing  support. 

It  is  a  pleasure  again  to  welcome  Dr.  Bob  Reischauer,  Director  of 
CBO,  to  the  committee.  Bob,  I  am  sure  that  as  in  the  past  the  com- 
mittee is  waiting  for  your  observations  and  welcomes  any  enlight- 
ened leadership  you  can  show  us. 

Are  there  any  other  comments? 

Dr.  Reischauer,  you  may  proceed. 

STATEMENT  OF  ROBERT  D.  REISCHAUER,  PH.D.,  DIRECTOR, 
CONGRESSIONAL  BUDGET  OFFICE 

Mr.  Reischauer.  Thank  you,  Mr.  Chairman.  I  appreciate  the  op- 
portunity to  appear  before  the  committee  this  morning  to  discuss 
trends  in  the  cost  of  health  care,  the  implication  of  these  trends  for 
the  economy,  and  what  we  know  about  the  effectiveness  of  various 
approaches  to  bringing  health  care  costs  under  control. 

With  your  permission,  I  will  summarize  my  prepared  statement, 
which  I  will  submit  for  the  record  of  these  hearings. 

Chairman  Rostenkowski.  Your  entire  statement,  Dr.  Reischauer, 
will  be  entered  into  the  record  without  objection. 

Mr.  Reischauer.  In  1990,  the  United  States  spent  $666  billion  on 
health  care.  That  amounted  to  about  $2,566  per  person.  Over  the 
1985-90  period,  real  per  capita  spending  grew  at  a  rate  of  4.4  per- 
cent. 

HCFA  has  projected  that  real  per  capita  spending  could  rise  by 
another  54  percent  by  the  year  2000,  at  which  point  it  would  be 
just  a  touch  under  $4,000  per  person.  As  a  fraction  of  GNP  under 
that  scenario,  health  care  expenditures  would  rise  from  the  current 
level  of  12.3  percent  of  GNP  to  16.4  percent. 

The  rapid  growth  of  national  spending  for  health  care  has  signifi- 
cant budget  implications,  as  all  of  you  know.  Health  care  is  absorb- 
ing an  increasing  portion  of  the  Federal  budget.  It  has  grown  from 
7.1  percent  of  the  Federal  budget  in  1970  to  13.4  percent  in  1990, 
and  under  the  CBO  baseline  projections,  health  care  should  claim 
about  20  percent  of  the  Federal  budget  by  1996. 

This  inexorable  growth  of  Federal  health  care  spending  is  a 
major  reason  why,  according  to  the  Congressional  Budget  Office's 
long-run  budget  extrapolations,  which  Chairman  Panetta  is  going 
to  release  later  today,  the  deficit  will  not  decline  much  through  the 
rest  of  this  decade  and  into  the  first  few  years  of  the  next  century. 

These  trends  also  have  important  implications  for  the  economy. 
The  spiraling  cost  of  health  care  is  affecting  wage  growth.  The 
rapid  rise  of  health  care  costs  increases  the  burden  of  employer- 
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provided  health  insurance.  Most,  if  not  all,  of  this  cost  is  thought  to 
be  shifted  onto  workers  in  the  form  of  reduced  wage  increases. 

The  impact  of  this  is  almost  certainly  greater  for  low-wage  work- 
ers than  it  is  for  high-wage  workers  because  the  increased  costs  of 
insurance  are  no  different  for  a  high  than  for  a  low-wage  worker. 
Therefore,  the  cost  proportional  to  wages  is  larger  for  low-wage 
workers.  For  all  workers,  higher  health  insurance  costs  result  in 
lower  cash  wages  than  otherwise  would  be  the  case. 

In  addition  to  its  implications  for  wages,  spending  on  medical 
care  might  be  affecting  the  growth  of  the  economy.  Some  of  the  in- 
creases in  medical  costs  are  undoubtedly  warranted.  As  people 
become  richer,  they  want  to  spend  more  on  their  health  and  to 
invest  more  in  new  medical  technologies  that  will  prolong  their 
productive  lives. 

But  some  of  the  growth  in  spending  represents  a  waste  of  re- 
sources. Unnecessary  procedures  are  performed.  Too  many  hospital 
beds  are  maintained.  Too  many  pieces  of  expensive  equipment  are 
purchased.  Such  waste  diverts  resources  from  other  types  of  con- 
sumption and  from  investment  uses.  If  such  inefficiencies  grow, 
they  can  reduce  the  growth  rate  of  the  economy. 

For  more  than  a  decade,  the  Nation  has  been  grappling  with  the 
problem  of  exploding  health  care  costs.  In  this  effort,  policymakers 
have  talked  about  and  experimented  with  six  broad  strategies  to 
curb  the  growth  of  health  care  spending. 

The  first  of  these  strategies,  one  which  has  been  more  discussed 
than  implemented,  involves  increasing  consumer's  share  of  costs. 
Presumably,  if  consumers  had  to  pay  a  larger  portion  of  the  costs 
of  care  at  the  time  the  services  were  rendered,  they  would  limit 
their  consumption  or  they  would  seek  out  lower-cost  providers. 

Evidence  from  the  RAND  health  insurance  experiments  suggest 
that  spending  on  health  would  decline,  but  only  by  relatively  small 
amounts,  if  out-of-pocket  costs  were  raised  significantly. 

Specifically,  if  we  were  able  to  increase  cost  sharing  by  10  per- 
centage points  for  those  with  private  indemnity  health  insurance, 
perhaps  by  mandating  minimum  cost-sharing  requirements,  nation- 
al health  expenditures  would  fall  by  only  1  or  2  percent. 

This  result  has  more  academic  than  practical  significance,  be- 
cause the  out-of-pocket  share  of  health  spending  has  been  declining 
steadily  in  the  United  States,  and  because  at  roughly  23  percent, 
this  share  is  far  higher  in  the  United  States  than  it  is  in  most 
other  industrialized  countries.  For  example,  I  think  the  out-of- 
pocket  share  of  health  spending  in  Great  Britain  is  about  3  per- 
cent. 

Managed  care  or  controls  on  use  represent  a  second  strategy  for 
controlling  costs;  one  that  currently  seems  to  be  quite  in  vogue. 
Managed  care  approaches  attempt  to  ferret  out  unnecessary  or  in- 
appropriate care  by  reviewing  and  intervening  in  the  decision  to 
provide  services. 

Such  approaches  also  require  or  provide  incentives  for  patients 
to  use  specific  providers  who  are  less  expensive  or  who  are  thought 
to  be  more  efficient. 

Managed  care  can  be  provided  through  health  maintenance  orga- 
nizations (HMOs),  or  preferred  provider  organizations,  or  in  con- 
junction with  traditional  insurance  plans. 
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This  approach  can  reduce  health  care  spending  somewhat,  al- 
though research  suggests  that  the  full  potential  is  realized  only  in 
staff  or  integrated  HMO  settings.  However,  even  in  the  HMO  set- 
ting, the  savings  seem  to  be  achieved  through  a  one-time  reduction  i 
in  spending  rather  than  from  a  lasting  slowdown  in  the  rate  of 
spending  increase. 

Furthermore,  it  is  worth  noting  that  managed  care  incurs  sub-  , 
stantial  administrative  costs  which  can  offset  some  of  the  savings  I 
that  result  from  using  fewer  services. 

During  the  past  decade,  the  proportion  of  Americans  who  are 
subject  to  some  form  of  managed  care  has  significantly  increased. 
The  proportion  was  about  6  percent  in  1980,  and  has  grown  to 
nearly  65  percent  of  the  population  today. 

But  the  savings  that  might  have  been  expected  from  this  expan- 
sion of  managed  care  may  not  have  been  translated  into  reduced 
national  health  expenditures,  because  providers  might  have  ex- 
panded services  or  raised  prices  for  patients  outside  of  the  man- 
aged-care system. 

Nevertheless,  my  office's  rough  estimates  suggest  that  if  all  pri- 
vate insurers  were  required  to  include  specific  controls  on  use  in 
their  policies,  national  health  spending  could  be  reduced  by  be- 
tween 1  and  2  percent.  In  other  words,  this  does  not  offer  a  mean- 
ingful prospect  for  large  savings  either. 

Price  controls  represent  a  third  strategy  for  controlling  costs,  one 
that  has  been  relied  on  in  recent  years  to  control  Medicare  and 
Medicaid  costs.  This  experience  has  shown  that  the  effectiveness  of 
price  controls  can  be  undermined  in  a  number  of  ways. 

First,  when  prices  are  reduced  across  the  board,  more  services 
tend  to  be  provided  and  billing  practices  are  changed.  This  tends  to 
push  up  overall  costs  and  absorb  some  of  the  savings  that  would 
have  been  generated  by  reduced  price  levels. 

Second,  when  price  controls  are  placed  on  one  type  of  service, 
providers  substitute  other  services  for  the  controlled  one. 

And  third,  when  price  controls  are  established  for  a  specific  j 
group,  that  group  may  find  its  access  to  care  reduced  while  other  j 
groups  may  be  faced  with  higher  prices. 

The  conclusion  is  that  to  be  truly  effective,  price  controls  must 
extend  across  the  entire  system  and  must  be  combined  with  some 
form  of  systematic  monitoring  of  all  providers  to  prevent  the 
volume  of  services  from  rising  and  absorbing  whatever  savings  j 
were  produced  by  reduced  prices. 

Competition  represents  a  fourth  strategy  for  controlling  costs. 
Over  the  past  few  decades,  competition  was  substantially  increased  j 
among  both  insurers  and  providers.  HMOs  have  flourished  to  com- 
pete with  traditional  insurers.  Many  employees  now  have  a  choice 
of  several  different  insurance  policies.  The  number  of  physicians 
per  capita  has  grown  very  significantly.  Physicians  are  less  able  to  i 
control  competition  from  nonphysicians  who  offer  similar  services, 
and  advertising  by  physicians,  hospitals,  and  dentists  has  become 
an  accepted  practice. 

But  this  increased  competition  does  not  appear  to  have  led  to  sig- 
nificantly lower  spending.  Instead,  it  seems  to  have  generated 
greater  product  differentiation  and  more  choices  for  consumers. 
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A  fifth  approach  to  cost  control  is  the  regulation  of  capital  in- 
vestment. This  approach  was  tried  in  the  era  that  spanned  the  last 
half  of  the  1970s  and  the  early  years  of  the  1980s,  when  health 
planning  and  certificate-of-need  programs  were  federally  required. 

Evaluations  of  this  effort  suggest  that  such  regulations  were  rela- 
tively ineffective,  at  least  in  the  forms  that  they  were  put  into 
effect.  The  governments  of  some  other  countries  have  been  more 
successful  at  controlling  capital  acquisition  in  the  hospital  sector 
through  the  use  of  systematic  planning  and  tough  regional  or  na- 
tional limits  on  capital  expenditures. 

These  more  draconian  restrictions  on  capital  acquisitions  have 
kept  costs  down,  but  have  also  limited  the  diffusion  of  and  the 
access  to  new  technologies  and  treatments. 

The  final  and  most  drastic  approach  to  containing  costs  involves 
imposing  controls  on  expenditure  levels  through  limits  on  prospec- 
tive spending.  One  form  that  such  controls  can  take  is  global  budg- 
eting, in  which  a  government  fixes  the  operating  budgets  of  hospi- 
tals in  advance. 

Alternatively,  a  government  can  set  caps  on  expenditures  to  con- 
trol firmly  the  level  of  spending  on  physician  services  in  a  particu- 
lar geographic  area. 

A  third  variant  is  expenditure  targets  which  would  trigger  penal- 
ties if  they  were  exceeded.  Medicare's  volume  performance  stand- 
ards for  physicians  are  one  type  of  expenditure  target. 

While  expenditure  controls  such  as  these  offer  the  greatest  po- 
tential for  limiting  the  level  and  the  growth  rate  of  health  care 
spending,  they  also  run  the  greatest  risk  of  adversely  affecting 
quality  and  access  to  care. 

Let  me  conclude  by  summarizing  the  current  dilemma  that  we 
are  in.  The  United  States  has  been  singularly  unsuccessful  in  slow- 
ing health  spending's  overall  rate  of  growth.  Other  countries  have 
been  more  successful,  but  have  turned  to  stringent  regulation  to 
control  cost  of  health  care.  The  United  States  has  relied  primarily 
on  market  forces  and  selected  controls  that  affect  only  certain 
groups  or  programs. 

The  result  in  the  United  States  has  been  the  development  of  a 
system  of  health  care  that  is  capable  of  delivering  the  highest  qual- 
ity of  medical  treatment  anywhere  in  the  world,  but  has  no  real 
limits  on  its  costs. 

We  may  not  be  any  more  successful  in  the  future  than  we  have 
been  in  the  past  unless  we  are  willing  to  make  significant  changes 
in  the  structure  of  our  health  care  system. 

This  means  that  we  are  going  to  face  a  very  difficult  tradeoff.  On 
the  one  hand,  if  we  fail  to  contain  costs,  spending  on  health  care 
will  absorb  an  increasing  share  of  national  income.  Thus,  workers 
will  receive  a  greater  share  of  their  compensation  as  health  insur- 
ance coverage  and  a  smaller  portion  in  the  form  of  cash  wages. 

As  health  care  costs  continue  to  rise  faster  than  wages  and  sala- 
ries, fewer  workers — particularly  low-wage  workers — will  be  of- 
fered group  insurance  by  their  employers. 

At  the  same  time,  governments — both  Federal  and  State — will 
spend  a  larger  and  larger  amount  of  their  resources  to  maintain 
current  health  programs,  and  this  could  crowd  out  other  desirable 
programs. 
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On  the  other  hand,  if  we  establish  effective  controls  on  health 
spending,  some  desirable  aspects  of  our  current  system  will  prob- 
ably have  to  be  sacrificed. 

In  particular,  we  would  probably  face  increased  constraints  on 
our  freedom  to  choose  providers,  our  freedom  to  choose  the  type  of 
insurance  coverage  that  suits  us,  and  our  freedom  to  choose  alter- 
native treatments.  We  might  also  face  greater  delays  in  obtaining 
treatment.  Technological  progress  in  health  care  would  probably 
come  more  slowly. 

Of  course,  the  severity  of  these  negative  impacts  would  depend 
on  the  stringency  of  the  controls  that  were  put  in  place  to  limit 
costs. 

Whether  the  tradeoff  that  we  face  is  worthwhile  is  a  judgment 
that  CBO  can  help  you  with,  but  certainly  not  make.  This  is  an 
issue  for  the  American  public  and  its  political  leaders  over  the  next 
decade  or  so. 

That  concludes  my  statement,  and  I  will  be  happy  to  answer  any 
questions. 
[The  prepared  statement  follows:] 
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STATEMENT  OF  ROBERT  D.  REISCHAUER,  DIRECTOR, 
CONGRESSIONAL  BUDGET  OFFICE 

Mr.  Chairman,  I  appreciate  the  opportunity  to  appear  before  this  Committee 
to  discuss  trends  in  the  costs  of  health  care,  the  implications  of  these  trends 
for  the  economy,  and  the  Congressional  Budget  Office's  (CBO's)  methods  for 
assessing  the  potential  savings  associated  with  cost  containment  provisions  in 
health  legislation. 

Unlike  most  other  countries,  which  have  chosen  to  control  their  health 
care  sectors  through  stringent  regulation,  the  United  States  has  relied 
primarily  on  market  forces.  The  result  has  been  a  system  capable  of 
delivering  the  highest  quality  medical  care,  but  with  few  controls  over  the  cost 
of  that  care. 

In  1990,  the  United  States  spent  $666.2  billion  on  health  care-or 
$2,566  per  person.  Real  per  capita  spending  grew  4.6  percent  between  1989 
and  1990~a  rate  higher  than  the  4.4  percent  annual  growth  between  1985  and 
1989.  The  Health  Care  Financing  Administration  has  projected  that,  by  the 
year  2000,  health  care  spending  will  total  about  $1.1  trillion  (in  1990  dollars), 
or  about  $3,954  per  person. 

Moreover,  the  United  States  already  spends  much  more  on  health  than 
do  other  developed  countries- 11.8  percent  of  gross  domestic  product  (GDP) 
in  1989,  compared  with  8.7  percent  in  Canada,  8.2  percent  in  the  former  West 
Germany,  6.7  percent  in  Japan,  and  5.8  percent  in  the  United  Kingdom  (see 
Figure  1).  In  1990,  the  share  of  GDP  accounted  for  by  health  spending  in  the 
United  States  rose  to  12.3  percent. 

The  rapid  growth  of  national  spending  for  health  care,  overall  and  per 
capita,  has  significant  implications  for  the  federal  budget.  In  1970,  spending 
on  health  constituted  7.1  percent  of  the  federal  budget.  By  1990,  that  share 
had  grown  to  13.4  percent.  CBO  projects  that  health  care  will  account  for 
over  20  percent  of  federal  spending  by  1996  (see  Table  1). 

The  consequences  of  continued  growth  in  health  care  spending  are 
obvious.  Generally,  the  more  the  nation  spends  on  health  care,  the  less 
income-both  private  and  public-is  available  to  spend  on  other  goods  and 
services.  Continuing  increases  in  health  care  spending  also  make  it  more 
difficult  to  address  the  problems  of  the  uninsured  population,  since  most 
remedies  would  result  in  even  higher  private  and  public  spending. 


HEALTH  SPENDING  AND  THE  ECONOMY  

Trends  in  and  the  performance  of  the  health  care  system  have  important 
implications  for  the  macroeconomy.  Rising  health  care  prices  cut  into  wage 
growth.  Increases  in  health  care  costs,  moreover,  may  disproportionately 
affect  relatively  low-paid  workers.  In  the  long  run,  the  rapid  increase  in 
health  care  expenditures  may  retard  economic  growth,  unless  it  is  matched  by 
a  corresponding  improvement  in  health. 


Effects  of  Escalating  Costs  of  Medical  Care  on  Wages 

Reported  price  increases  for  medical  care  have  run  ahead  of  general  inflation 
for  a  long  time.  The  divergence  between  the  growth  of  the  component  for 
medical  care  in  the  consumer  price  index  (CPI)  and  the  overall  growth  of  that 
measure  of  prices  has  if  anything  increased  in  recent  years  (see  Figure  2). 
There  is  plenty  of  reason  to  doubt  that  the  CPI  medical  component  accurately 
measures  price  increases  in  medical  care,  because  there  is  no  good  way  to 
distinguish  between  rises  in  the  price  of  medical  services  and  improvements 


360 


FIGURE  1. 

HEALTH  EXPENDITURES  AS  A  PERCENTAGE  OF  GROSS  DOMESTIC  PRODUCT  IN  THE 
UNITED  STATES  AND  SELECTED  COUNTRIES,  1970-1989 


SOURCE    Congressional  Budget  Office  calculations  based  on  data  from  G.  Schieber  and  J.-P.  Pouliier,  "International  Health 
Spending  :  Issues  and  Trends,"  Health  Affairs  (Spring  1991). 

NOTE :  Gross  domestic  product  (GDP)  is  equal  to  gross  notional  product  less  net  properly  income  from  abroad.  Use  of  GOP 
for  international  comparisons  of  health  spending  eliminates  variations  arising  from  differences  in  the  roie  of 
foreign  transactions  in  different  economies. 
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in  medical  technology.  Both  of  these  are  reflected  in  the  CPI  medical  care 
measure.  Nevertheless,  the  reported  medical  price  increases  certainly  reflect 
an  increase  in  the  cost  of  medical  care. 

The  rise  in  medical  care  costs  also  widens  the  spread  between  the 
growth  in  cash  wages  workers  receive  and  the  growth  in  total  employee 
compensation  employers  pay.  This  spread  includes  health  insurance  premium 
employers  pay,  as  well  as  costs  of  mandated  benefits  such  as  Social  Security 
taxes  and  other  fringe  benefits.  Figure  3  shows  that  total  benefit  costs  have 
risen  faster  than  wages  and  salaries  almost  every  year  in  the  1980s.  Sharply 
rising  costs  of  health  insurance  were  a  major  factor  in  these  increases  (see 
Table  2). 

Most  analysts  agree  that  the  bulk  of  medical  insurance  costs  is  paid 
ultimately  not  by  employers,  but  by  workers  in  the  form  of  lower  real  cash 
wages.  As  the  increase  in  insurance  costs  has  been  continuous  over  much  of 
the  postwar  period,  it  was  probably  anticipated  and  incorporated  into  wage 
bargains.  Thus  by  and  large,  the  growth  in  medical  care  costs  may  not  have 
added  much  to  employers'  total  costs  for  compensation.  But  rising  benefit 
costs  most  likely  have  cut  into  workers'  cash  wages  and  salaries,  and  help 
account  for  the  weak  growth  of  cash  wages  in  the  1980s. 


Distributional  Consequences  of  Medical  Cost  Increases 

Not  all  workers  are  equally  affected  by  rising  costs  of  health  care.  Because 
medical  insurance  premiums  are  a  larger  proportion  of  the  overall 
compensation  of  those  relatively  low-paid  workers  that  have  health  insurance, 
their  cash  wages  will  have  been  reduced  disproportionately  relative  to  the 
those  of  higher-paid  workers. 

The  increase  in  health  costs  may  also  affect  workers  differently 
depending  on  whom  they  work  for.  Small  firms  face  higher  medical  insurance 
premiums,  on  average,  than  larger  firms,  both  because  their  small  payroll 
offers  little  opportunity  for  risk  pooling  and  because  the  administrative  costs 
of  providing  insurance  to  a  small  firm  are  higher.  Thus,  workers  in  these  firms 
are  particularly  affected  by  the  increase  in  medical  costs.  Moreover,  some 
small  firms  have  found  that  because  they  compete  for  workers  with  larger 
firms,  they  could  not  adjust  cash  wages  by  enough  to  account  for  their  higher 
benefit  costs:  they  have  instead  dropped  medical  insurance  altogether,  adding 
to  the  already  large  number  of  people  with  no  medical  insurance  at  all. 

Rising  costs  of  health  care  are,  of  course,  even  more  serious  for 
uncovered,  low-paid  workers  and  those  who  have  no  coverage  because  they 
do  not  work.  With  a  growing  share  of  GDP  being  devoted  to  health  care,  the 
poor  access  to  care  of  these  groups  of  the  population  may  seem  to  be  a 
growing  injustice. 


Long-Run  Implications  of  Rising  Medical  Care  Expenses 

In  addition  to  its  impact  on  cash  wages,  spending  on  medical ^are  can  affect 
the  growth  of  the  economy.  But  the  effects  are  hard  to  disentangle:  growth 
could  be  increased  or  decreased,  depending  on  what  consumers  get  when  they 
pay  for  medical  care. 

The  share  of  health  care  expenditures  in  GDP  has  been  rising 
relentlessly  for  decades,  with  no  sign  of  a  letup-and  the  United  States  spends 
a  larger  share  of  GDP  on  health  than  does  any  other  industrial  country. 
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FIGURE  2.  Medical  Care  Prices  Have  Far  Outstripped 
General  Inflation 


Percentage  Change  from  Year  Ago 
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SOURCE:  Bureau  of  Labor  Statistics  and  Congressional  Budget  Office. 

NOTE:  Before  1983,  the  CPI-U  series  is  adjusted  to  incorporate  a  measure 
of  homeownership  conceptually  similar  to  that  of  the  current  CPlrU. 


FIGURE  3.  Total  Benefit  Costs  Have  Risen  Faster  Than  Wages  and  Salaries 
in  Private  Industry 


Percentage  Change  from  Year  Ago 
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SOURCE:  Bureau  of  Labor  Statistics  and  Congressional  Budget  Office. 
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TABLE  2.  COMPONENTS  OF  EMPLOYER  COSTS  FOR  EMPLOYEE 
COMPENSATION  IN  PRIVATE  INDUSTRY,  MARCH  1987  AND 
MARCH  1991 


A?  3  Percentage  of  TQtal  Dollars  per  Hour 

March  1987       March  1991  (March  1991) 


Wages  and  Salaries 

73.2 

72.3 

11.14 

Legally  Required  Benefits 

8.4 

9.1 

1.40 

Paid  Leave 

6.9 

6.8 

1.05 

Insurance* 

5.4 

6.5 

1.01 

Retirement  and  Savings 

3.6 

2.9 

.44 

Supplemental  Pay 

2A 

2A 

Total  Compensation1* 

100.0 

100.0 

15.40 

SOURCES:   Bureau  of  Labor  Statistics,  Division  of  Employment  Cost  Trends;  and 
Congressional  Budget  Office. 

a.  Primarily  health  insurance. 

b.  Totals  may  not  add  to  100  percent  because  of  rounding  and  because  of  a  small 
residual  category,  "other  benefits." 
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Some  of  the  increase  in  medical  costs  is  undoubtedly  warranted:  as  people 
get  richer,  they  probably  want  to  spend  more  on  their  health.  Moreover, 
advances  in  medical  technology,  while  costly,  have  made  it  possible  to  save 
some  people  who  just  a  few  years  ago  would  have  been  lost  to  injury  or  to 
disease. 

Nevertheless,  there  are  essentially  no  controls  over  the  cost  of  health 
care,  and  in  such  circumstances,  waste  is  likely  to  arise.  Many  examples  are 
often  cited:  unnecessary  procedures  performed,  too  many  hospital  beds 
maintained,  and  too  many  pieces  of  expensive  equipment  purchased.  In 
addition,  incomes  of  physicians  may  bear  little  relation  to,  and  sometimes  may 
be  much  higher  than,  the  true  value  of  the  services  they  perform.  No  one 
knows  how  much  of  the  growth  in  medical  care  costs  is  the  result  of  waste  and 
paying  physicians  too  much.  Yet,  because  citizens  of  other  countries  who  pay 
far  less  for  medical  care  do  not  seem  notably  less  healthy,  these  factors 
probably  play  a  role. 

Waste  in  medical  care  diverts  resources  from  other  uses.  In  large  part, 
the  cost  of  such  waste  is  that  less  is  available  for  consumption  of  other  goods 
and  services.  Some  of  the  resources  may,  however,  be  diverted  from  saving 
and  investment,  leading  to  a  longer-term  reduction  in  productive  capacity.  If 
the  inefficiencies  grow,  they  will  reduce  the  growth  rate  of  the  economy. 

Growth  in  medical  care  costs  also  affects  national  saving,  investment, 
and  growth  through  its  effect  on  the  federal  budget.  Nearly  half  of  the  cost 
of  medical  care  in  the  economy  is  paid  for  by  all  levels  of  government, 
through  a  variety  of  programs,  the  largest  of  which  are  the  entitlements- 
Medicare  and  Medicaid.  Entitlements  are  the  hardest  areas  in  the  budget  to 
control,  so  the  escalation  year  after  year  in  medical  care  costs  puts  upward 
pressure  on  the  deficit  that  is  hard  to  escape.  Since  the  federal  budget  deficit 
preempts  private  saving,  a  larger  deficit  leads  to  lower  investment  and 
ultimately  to  a  smaller  productive  capacity  in  the  economy. 

When  increases  in  medical  care  costs  are  warranted-when,  that  is,  they 
correspond  to  a  real  improvement  in  the  health  of  the  population-it  may  not 
matter  much  that  saving  and  investment  are  reduced;  the  improvements  in 
health  may  boost  productivity  and  offset  the  loss  of  investment.  In  this  sense, 
some  portion  of  medical  care  spending  is  a  kind  of  investment:  indeed, 
economists  call  it  investment  in  human  capital.  But  when  medical  care  costs 
increase  because  of  waste  or  because  prices  are  too  high,  no  such  offset 
occurs  and  in  the  long  run  the  standard  of  living  is  reduced. 


THE  HEALTH  SECTOR  

The  significant  consequences  of  rising  health  care  costs  have  led  to  many 
efforts  to  constrain  this  growth.  Our  ability  to  control  these  costs,  however, 
has  been  limited  by  the  characteristics  of  the  health  sector  that  uniformly 
exert  upward  pressures  on  spending. 

Market  forces  have  been  relatively  ineffectual  at  controlling  the  costs 
of  health  care  because  most  consumers  are  covered  by  either  private  or  public 
health  insurance  and  so  have  little  incentive  to  limit  the  quantity  or  quality  of 
their  medical  care.  Although  consumers  partially  pay  for  health  services 
through  insurance  premiums,  taxes,  and  lower  wages,  their  decision  to  use  a 
specific  health  service  is  influenced  by  the  direct  out-of-pocket  cost  for  that 
additional  service.  The  proportion  of  personal  health  costs  paid  out  of  pocket 
has  declined,  however-from  39  percent  in  1970  to  about  24  percent  in 
1989-thus  encouraging  increased  use  of  services. 
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The  complexity  and  rapidly  changing  technology  of  medical  services, 
as  well  as  uncertainty  about  the  efficacy  of  treatment,  have  also  led  consumers 
to  delegate  much  decisionmaking  to  physicians.  Physicians,  in  this  role,  may 
feel  a  social  responsibility  to  provide  the  best  possible  care  regardless  of  its 
cost,  even  when  the  benefits  of  specific  treatments  are  marginal.  Another 
result  of  consumers'  delegating  decisionmaking  and  their  insensitivity  to  the 
cost  of  care  is  that  physicians  can  strongly  influence  the  amount  of  health  care 
services  that  are  used.  Thus,  when  prices  of  medical  services  have  been 
constrained,  physicians  have  consciously  or  unconsciously  been  able  to  offset 
the  potential  reductions  in  their  incomes  by  providing  more  services. 

Technological  change  has  also  contributed  to  the  increase  in  real 
health  care  spending  that  has  occurred  over  the  past  two  decades.  The 
present  financing  system  for  health  care  encourages  rapid  dissemination  of 
new  technologies-access  is  available  quickly  for  those  with  insurance  or  who 
can  afford  to  pay  directly~but  excess  capacity  can  easily  develop.  Excess 
capacity  can  then  lead  to  overuse  of  these  technologies,  resulting  in  higher 
costs  and  the  potential  to  harm  patients  because  of  side  effects  or  other 
complications  associated  with  medical  interventions. 

Institutional  aspects  of  the  U.S.  health  system  are  another  source  of 
rising  health  costs.  For  example,  although  medical  malpractice  premiums 
accounted  for  only  about  $5  billion  in  1988-or  0.9  percent  of  all  spending  for 
health-the  malpractice  climate  may  affect  patterns  of  practice  in  ways  that 
indirectly  raise  costs.  One  particular  concern  is  that  physicians  may  require 
an  excessive  number  of  tests  in  the  face  of  potential  liability  lawsuits  and 
without  guidelines  on  agreed-upon  practice.  Also,  administrative  expenses 
account  for  a  high  and  growing  proportion  of  the  costs  of  health  care  in  the 
United  States,  because  the  multiple-payer  system  requires  tracking  eligibility, 
marketing,  assessing  risks,  monitoring  individual  patient  encounters,  and  using 
a  different  set  of  prices  for  each  payer.  In  1987,  the  administrative  costs  of 
private  insurers  and  public  programs  were  $23.9  billion,  or  4.9  percent  of 
spending  in  the  United  States,  compared  with  2.5  percent  in  Canada  and  2.6 
percent  in  the  United  Kingdom.  Furthermore,  estimates  indicate  that  U.S. 
providers  may  have  incurred  an  additional  $100  billion  for  administration  in 
that  year. 

Some  specific  aspects  of  the  health  system  that  contribute  to  higher 
per  capita  costs  in  the  United  States  than  in  other  industrialized  countries  are, 
however,  desirable.  For  example,  most  consumers  in  the  United  States  are 
free  to  choose  among  providers,  alternative  treatments,  and  insurance 
packages.  They  also  value  speed  and  accuracy  of  diagnosis  and  a  short  length 
of  time  between  diagnosis  and  treatment.  In  addition,  significant  resources 
are  devoted  to  basic  medical  research  to  improve  diagnosis  and  treatment, 
and  the  current  financing  system  permits  these  advances  to  be  introduced 
rapidly,  thereby  extending  the  benefits  of  research  to  the  insured  population 
quickly.  Successfully  controlling  the  rate  of  growth  in  health  spending  would, 
almost  certainly,  adversely  affect  some  or  all  of  these  features  of  the  health 
system. 


CONTROLLING  HEALTH  CARE  COSTS  

Controlling  costs  in  a  diverse  multiple-payer  health  system  such  as  we  have 
in  the  United  States  is  extremely  difficult.  Moreover,  the  evidence  suggests 
that  while  some  attempts  have  been  effective  for  subgroups  of  the  population, 
they  have  had  little  or  no  impact  on  overall  trends  in  national  spending  for 
health  care. 
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Cost  Sharing 

Policymakers  have  frequently  discussed-though  not  expanded~cost  sharing  as 
a  means  to  increase  control  over  health  care  costs.  In  fact,  the  proportion  of 
expenditures  on  personal  health  that  consumers  paid  out-of-pocket  declined 
over  the  past  decade,  thereby  actually  contributing  to  the  increase  in  health 
spending.  Even  so,  cost  sharing  in  the  United  States  is  significantly  higher 
than  in  most  other  countries.  For  example,  out-of-pocket  costs  were  7  percent 
in  the  former  West  Germany  in  1985,  3  percent  in  the  United  Kingdom  in 
1987,  and  more  than  20  percent  in  the  United  States,  in  both  years. 

Evidence  from  studies  of  the  effect  of  cost  sharing  on  spending  for 
health  services  does  suggest  that,  if  out-of-pocket  costs  were  raised,  use  of 
services  and  total  spending  on  health  would  decline.  Because  consumers  pay 
only  a  small  proportion  of  the  total  costs  of  the  health  care  they  use,  and 
because  they  delegate  many  of  their  decisions  to  physicians,  a  substantial 
increase  in  cost  sharing  would  have  only  a  modest  effect  on  total  health 
spending,  however.  In  addition,  the  reduction  in  spending  that  occurred 
would  probably  have  a  greater  impact  on  the  use  of  services-both  beneficial 
and  urmecessary~by  low-income  people  than  by  others. 


Managed  Care 

Managed  care  attempts  to  reduce  inappropriate  and  unnecessary  care  by 
reviewing  decisions  on  how  to  treat  specific  individuals  and,  in  some  cases, 
limiting  the  patient's  choice  of  providers.  During  the  1980s,  the  proportion 
of  the  population  in  managed  care  grew  dramatically.  In  1988,  over  60 
million  people  (about  half  of  those  with  traditional  insurance)  had  some 
degree  of  managed  care  as  part  of  their  insurance  package,  35  million  were 
in  health  maintenance  organizations  (HMOs),  and  18  million  were  in 
preferred  provider  organizations  (PPOs). 

As  for  the  impact  of  managed  care,  evidence  indicates  that  only  staff 
and  group  model  HMOs~in  which  the  doctors  are  part  of  the  HMO  and  have 
no  independent  practice-are  clearly  effective  in  reducing  use  and  costs.  Most 
people  are  in  much  more  loosely  structured  managed-care  arrangements, 
which  have  not  consistently  had  a  significant  effect  on  spending.  In  addition, 
although  the  health  care  of  nearly  half  of  the  privately  insured  population  is 
now  subject  to  some  type  of  review,  its  expansion  appears  to  have  had  little 
or  no  effect  on  the  overall  level  of  spending  on  health.  Furthermore,  the 
administrative  costs  of  monitoring  individual  patients  and  decisions  about 
treatment  can  be  high.  Other  countries  do  not  monitor  individual  patients 
and  procedures,  but  instead  monitor  and  review  providers,  using  data  systems 
that  include  all  patients.  This  process  makes  it  possible  to  identify  physicians 
who  routinely  stray  from  standard  practices. 


Price  Controls 

Price  controls  are  another  method  for  controlling  health  costs.  They  have 
been  used  over  the  past  decade,  particularly  by  Medicare  and  Medicaid. 
When  price  controls  are  imposed,  however,  the  volume  of  services  rises. 
Controls  may  also  adversely  affect  access  to  care  if  they  are  imposed  for  only 
one  group,  because  providers  can  obtain  higher  prices  for  serving  other 
groups.  If  price  controls  were  applied  uniformly  to  the  whole  health  care 
system,  they  would  have  greater  potential  to  control  health  care  costs, 
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although  responses  in  volume  would  still  occur  unless  controls  on  use  were 
also  imposed  on  providers. 

Another  approach  to  controlling  prices  is  the  all-payer  hospital  rate- 
setting  strategy  that  Maryland,  Massachusetts,  New  Jersey,  and  New  York 
have  tried  for  various  periods.  These  states  set  the  payment  levels  that 
hospitals  received  for  providing  services  and  required  that  all  payers  in  the 
state-both  private  and  public-use  those  rates.  Studies  of  all-payer  systems 
have  shown  that  they  generated  a  significant  one-time  drop  in  hospital 
spending  of  between  2  percent  and  13  percent  and  also  lowered  the  rates  of 
growth  in  spending.  Whether  similar  savings  would  be  achieved  if  rate  setting 
was  adopted  in  other  states  with  different  health  system  characteristics  is 
uncertain.  In  addition,  it  is  not  known  what  effect  hospital  rate  setting  had 
on  total  spending  for  health  services  in  these  all-payer  states.  Lower  spending 
for  hospital  care  was  possibly  offset,  to  some  extent,  by  higher  spending  for 
other  services. 


Competition 

Another  strategy  for  controlling  health  care  costs  that  has  been  widely 
advocated  is  increased  competition.  Competition  did  increase  among  insurers 
and  providers  during  the  1980s,  but  costs  have  not  been  reduced.  Because 
consumers  directly  pay  only  a  fraction  of  the  full  cost  of  their  health  insurance 
premiums  and  of  the  health  services  they  use,  most  competition  is  apparently 
on  the  basis  of  generosity  of  benefits,  amenities,  and  quality  rather  than  on 
price.  Increased  competition  appears  to  have  made  consumers  better-off  by 
giving  them  more  choices,  but  it  has  had  little  effect  on  spending. 


Regulatory  Policies 

A  substantial  amount  of  the  growth  in  spending  for  health  care-as  much  as 
10  percent  to  15  percent-appears  to  be  associated  with  new  technologies. 
Indeed,  some  experts  have  suggested  that,  if  health  care  costs  are  to  be 
controlled,  limiting  the  growth  of  technology  is  essential.  The  health  planning 
and  certificate-of-need  programs  that  the  federal  government  required  of  the 
states  in  the  late  1970s  and  1980s,  however,  were  ineffective  in  controlling 
growth  in  capital  and  new  technologies,  perhaps  because  they  were  applied 
in  a  nonsystematic  way  in  most  states.  In  contrast,  other  countries  impose 
limits  on  capital  and  new  technologies  that  seem  to  be  effective.  In  1987,  the 
former  West  Germany  had  1.9  magnetic  resonance  imaging  (MRI)  units  for 
every  2  million  people,  compared  with  7.4  MRIs  for  every  2  million  people  in 
the  United  States.  More  recent  data  for  Canada  indicate  that  country  had 
only  0.9  MRIs  for  every  2  million  people  in  1989. 

Imposing  limits  on  expenditures  is  another  strategy  that  has  been  used 
in  other  countries  (and  by  Medicare)  to  control  spending  on  physicians' 
services.  Limits  could  be  established  in  several  ways: 

o  Global  budgeting  for  hospitals  could  set  hospital  budgets 
prospectively,  so  hospitals  would  not  gain  from  admitting  more 
people  or  from  doing  more  than  necessary. 

o  Targets  for  spending  on  physicians'  services  could  be  combined 
with  penalties  for  exceeding  them,  usually  in  the  form  of  lower 
fees  in  the  future. 

o        Caps  on  expenditures  could  place  absolute  limits  on  spending. 
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All  of  these  strategies  could  control  some  or  all  components  of  spending,  but 
their  effectiveness  would  depend  on  how  the  limits  were  set  and  how 
stringently  they  were  enforced. 


Potential  to  Control  Health  Spending 

Controlling  costs  in  the  United  States  is  more  difficult  than  in  other  countries 
that  have  coordinated  health  care  policies  or  centralized  health  care  systems. 
But  one  could  achieve  greater  control  over  costs  through  a  combined  strategy 
that  might  include  ehminating  first-dollar  insurance  coverage;  setting  uniform 
payment  rates  for  providers;  monitoring  medical  care  by  examining  each 
provider's  entire  practice;  controlling  the  growth  of  capital  and  technology, 
with  goals  set  at  a  national  or  regional  level;  and  establishing  effective  limits 
on  national  and  regional  expenditures. 

Without  significant  changes,  the  United  States  is  unlikely  to  achieve 
greater  control  over  health  care  spending  in  the  1990s  than  it  did  between 
1980  and  1990,  when  real  spending  per  person  increased  at  an  average  annual 
rate  of  4.4  percent.  Also,  without  cost  containment  it  will  be  more  difficult 
to  address  the  other  major  problem  of  the  health  care  system--the  large  and 
growing  number  of  people  in  the  United  States  without  health  insurance 
coverage.  Effective  control  over  costs  would,  however,  require  that  some 
desirable  features  of  the  current  system  be  scaled  back. 


ESTIMATING  THE  EFFECTS  OF  COST 
CONTROL  PROVISIONS  ON  NATIONAL 

AND  FEDERAL  EXPENDITURES  FOR  HEALTH  

The  Congressional  Budget  Office  has  responsibility  for  preparing  cost 
estimates  for  bills  reported  by  Congressional  committees.  We  also  prepare 
cost  estimates,  at  the  request  of  committees,  for  them  to  use  in  earlier  stages 
of  the  legislative  process.  These  estimates  show  how  legislative  proposals 
would  affect  federal  spending  over  the  next  five  years. 

The  Committee  has  asked  me  to  discuss  the  types  of  cost  containment 
provisions  that  CBO  would  judge  to  be  successful  in  restraining  the  growth  in 
health  care  expenditures  and  would,  therefore,  score  as  generating  savings  in 
its  cost  estimates.  To  give  you  an  understanding  of  CBO's  methods,  let  me 
describe  several  options  for  controlling  health  care  costs  and  the  issues  that 
these  options  raise  for  cost  estimating.  Where  possible,  I  will  also  indicate  the 
magnitude  of  the  potential  reduction  in  national  health  expenditures  that 
might  be  estimated  for  each  proposal. 

This  discussion  is  intended  to  be  illustrative  only,  since  the  specific 
legislative  language  would  have  a  considerable  effect  on  the  estimated  savings. 
For  CBO  to  include  savings  in  its  cost  estimates,  as  a  general  rule,  the  options 
must  be  specific  and  must  require  explicit  actions,  rather  than  rely  solely  on 
encouraging  voluntary  efforts  by  the  private  sector.  Also,  estimates  of 
proposals  that  would  dramatically  restructure  the  health  care  system  are 
considerably  more  uncertain  than  estimates  of  policies  that  would  require  only 
modest  adjustments  to  current  arrangements.  We  usually  find  it  much  easier 
to  estimate  the  budgetary  effects  of  legislation  that  would  change  provisions 
of  Medicare-a  centrally  controlled  program  with  a  single  payer  and  a  defined 
population~than  to  estimate  the  impact  of  legislation  designed  to  lower  the 
level  or  rate  of  growth  of  national  health  spending.  In  either  case,  our  ability 
to  analyze  the  impacts  of  legislation  on  health  spending  is  greater  the  more 
specific  the  cost  containment  provisions. 
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Increased  Cost  Sharing  for  Health  Services 

Strategies  that  would  raise  the  out-of-pocket  costs  of  health  care  for 
consumers  are  predicated  on  the  assumption  that  consumers  would  become 
more  cost-conscious  if  they  paid  more.  In  other  words,  they  would  be  more 
likely  to  consider  whether  the  value  of  an  additional  visit  to  the  doctor  was 
worth  the  extra  cost  or  would  seek  out  providers  who  were  more  economical 
or  charged  less. 

Cost  sharing  for  health  services  could  be  increased  in  a  number  of 
ways.  One  could  mandate  minimum  cost-sharing  requirements  for  private 
insurance,  eliminate  dual  insurance  coverage  that  offsets  cost-sharing 
requirements  of  individual  policies,  or  prohibit  the  use  of  flexible  spending 
accounts  to  pay  deductible  amounts  and  coinsurance  requirements.  For 
example,  if  the  mandated  cost  sharing  had  been  set  at  a  level  that  increased 
out-of-pocket  costs  for  the  population  with  private  indemnity  health  insurance 
from  25  percent  to  35  percent  in  1989,  then  national  health  expenditures 
would  have  been  about  1  percent  to  2  percent  lower.  This  effect  would  be 
relatively  small  because  consumers  are  not  particularly  sensitive  to  changes 
in  their  out-of-pocket  costs.  The  reason  is,  in  part,  that  they  lack  knowledge 
about  alternative  treatments,  their  costs,  and  their  efficacy,  and,  therefore, 
they  delegate  decisionmaking  to  physicians  and  other  providers. 


Expanded  Controls  on  Use  of  Services 

Managed  care  and  controls  on  use  can  reduce  inappropriate  or  unnecessary 
health  care.  Overall,  however,  the  evidence  on  their  effectiveness-other  than 
through  fully  integrated  HMOs  with  their  own  delivery  systems-suggests  that 
substantial  savings  could  not  be  achieved  by  extending  them  to  more  people. 
Some  reduction  could  occur,  however,  if  expanded  controls  on  the  use  of 
services  were  concentrated  on  populations  with  above-average  hospital  use. 

For  example,  if  all  private  insurers  were  required  to  include  specific 
controls  on  use  in  their  policies,  national  health  spending  could  be  as  much 
as  1  percent  to  2  percent  lower.  The  exact  impact  would  depend  on  the 
stringency  of  the  required  controls  and  on  the  previous  level  of  hospital  use 
by  the  affected  population. 

A  different  legislative  approach  might  provide  federal  financial 
incentives  to  expand  enrollment  in  HMOs.  Encouraging  behavior,  however, 
would  not  necessarily  elicit  the  desired  growth.  Further,  because  only  some 
types  of  HMOs  are  effective  at  reducing  use  and  expenditures,  only  a  portion 
of  any  new  enrollees  would  actually  use  fewer  services.  Finally,  the  federal 
costs  of  the  financial  incentives  to  expand  enrollment  in  HMOs  would  offset 
some  or  all  of  the  savings. 


Price  Controls 

Price  controls  could  be  effective  in  reducing  both  the  level  and  the  rate  of 
growth  of  spending,  but  their  impact  would  be  substantially  offset  because 
providers  would  increase  the  volume  of  services  (or  change  billing  practices) 
to  recover  lost  revenues.  In  addition,  price  controls  applied  to  only  one 
segment  of  the  market  would  generally  result  in  higher  spending  in  other 
segments  of  the  market. 
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For  example,  if  the  prices  of  physicians'  services  under  the  Medicare 
program  were  reduced  10  percent,  CBO  would  estimate  that  Medicare's 
spending  for  these  services  would  be  reduced  5  percent.  This  estimate  reflects 
our  assumption  that  physicians  would  offset  about  half  of  their  potential 
revenue  loss  through  increased  Medicare  volume.  If  providers  attempted  to 
keep  their  overall  revenues  constant,  spending  on  physicians'  services  by  the 
non-Medicare  population  could  also  rise.  As  a  result,  although  Medicare's 
spending  for  physicians'  services  would  decline  5  percent,  that  reduction  might 
not  significantly  affect  the  level  of  national  health  spending. 

Alternatively,  government  regulation  could  set  maximum  prices  for 
physicians'  services  that  all  payers  had  to  follow.  In  other  words,  insurers 
would  not  be  allowed  to  pay  more,  and  physicians  would  not  be  allowed  to 
bill  patients  for  amounts  above  the  regulated  prices.  Under  such  an  all-payer 
system,  providers  could  increase  volume  to  offset  some,  but  probably  not  all, 
of  their  lost  revenue.  Administrative  costs  would  decline  somewhat,  since 
providers  would  not  have  to  maintain  and  monitor  many  separate  price 
schedules  and  claim  forms.  In  addition,  the  authority  that  determined  prices 
would  also  control  their  rate  of  increase.  If  the  legislation  included  rules  that 
would  limit  the  growth  in  prices  to  less  than  the  projected  rate,  then  price 
controls  in  an  all-payer  system  would  generate  lower  national  health 
expenditures  than  would  otherwise  occur. 

For  example,  if  an  all-payer  system,  with  regulated  prices  that  were 
constrained  to  grow  only  at  the  rate  of  general  inflation,  had  been  put  in 
place  in  1985,  personal  health  spending  in  1989  would  have  been  about  $40 
billion  lower,  and  national  health  spending  would  have  been  reduced  by 
nearly  7  percent.  The  impact  on  spending  would  have  been  even  greater, 
except  that  our  estimates  are  based  on  an  assumption  that  increases  in  volume 
would  offset  half  of  the  maximum  potential  savings. 

Price  controls  carried  out  through  a  single-payer  system  could  reduce 
reimbursements  by  the  same  amount  and  could  also  sharply  cut  administrative 
costs  for  insurers  and  providers.  In  fact,  the  one-time  drop  in  the  cost  of 
administration  could  have  been  as  large  as  $50  billion  in  1989,  if  a  single- 
payer  system  had  been  fully  in  place  that  year  and  if  prices  paid  to  providers 
had  been  reduced  to  reflect  the  lower  administrative  costs  that  they  would 
have  incurred.  Legislation  including  both  price  controls  and  provisions  for 
uniform  monitoring  of  providers'  patterns  of  care  would  have  an  even  greater 
impact  than  price  controls  alone,  since  monitoring  would  reduce  the 
magnitude  of  the  response  in  volume. 


Expenditure  Limits 

Legislation  that  provided  for  global  prospective  budgets  for  hospitals, 
expenditure  targets  for  physicians,  and  caps  on  overall  spending  within  the 
system  would  involve  major  changes  in  the  existing  U.S.  health  care  system, 
but  it  could  result  in  substantial  reductions  in  the  rate  of  increase  in  health 
spending.  The  legislation  would,  however,  have  to  include  specific  details  of 
the  mechanisms  for  setting,  updating,  and  enforcing  the  limits. 

For  example,  suppose  legislation  was  passed  that  established 
prospective  budgets  for  hospitals,  with  specific  formulas  for  setting  and 
updating  them,  and  there  was  no  leeway  to  increase  the  budget  for  a  hospital 
when  overruns  occurred.  In  that  case,  one  could  estimate  the  impact  on 
national  health  spending  as  the  difference  between  total  spending  under  the 
budgets  and  projected  total  spending  for  hospital  services  in  the  nation,  in  the 
absence  of  the  legislation.  Similarly,  if  legislation  included  provisions  for 
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setting  caps  on  expenditures  for  various  segments  of  the  health  care  sector 
and  specified  the  formulas  to  determine  the  annual  rate  of  increase  in  the 
caps,  then  one  could  estimate  the  savings  by  comparing  the  caps  with 
projected  spending  in  their  absence. 

To  illustrate  the  effect  of  an  expenditure  cap  on  national  health 
spending,  assume  that  legislation  was  put  in  place  beginning  in  1985  that 
included  a  cap  that  constrained  the  increase  in  total  health  spending  to  the 
rate  of  general  inflation.  If  enforced,  national  health  spending  would  have 
been  only  $463  billion  in  1989,  or  about  23  percent  lower  than  the 
approximately  $604  billion  that  was  actually  spent  that  year.  If,  instead,  the 
cap  constrained  the  rate  of  increase  to  8  percent  a  year,  national  health 
spending  would  have  been  $569  billion  in  1989-nearly  6  percent  lower. 

If,  however,  limits  on  expenditures  were  applied  selectively  to  some 
groups  and  not  others,  then  providers  could  increase  prices  and  the  volume 
of  services  for  other  groups  in  order  to  maintain  revenues,  without  incurring 
penalties  for  exceeding  the  limits  for  the  covered  population.  While  savings 
to  the  segment  of  the  market  subject  to  the  limits  on  expenditures  would  exist, 
national  health  spending  might  not  fall  much. 


CONCLUSION  

When  considering  various  approaches  to  cost  containment,  one  needs  to  keep 
several  factors  in  mind: 

o  Providers  can  increase  volume  in  order  to  recover  revenues  lost 
because  of  restrictions  on  price,  regardless  of  whether  the  price 
controls  are  imposed  on  all  or  part  of  the  system. 

o  Providers  can  increase  prices  in  order  to  recover  revenues  lost 
because  of  more  stringent  monitoring  of  use,  regardless  of  whether 
the  monitoring  is  imposed  on  all  or  part  of  the  system. 

o  Policies  that  affect  only  one  segment  of  the  market  may  be 
effective  in  reducing  spending  for  that  segment,  but  still  not  lower 
overall  spending  much.  Policies  that  extend  to  all  consumers, 
payers,  and  providers  generally  produce  a  greater  impact  on 
national  health  spending. 

o  Proposals  that  encourage,  rather  than  require,  changes  in  the 
behavior  of  providers,  insurers,  or  consumers,  and  that  do  not 
include  strong  incentives  or  penalties,  have  little  effect. 

As  a  result,  some  policies  have  the  potential  to  achieve  greater  control 
over  health  care  costs  than  others.  Examples  are  uniform  pricing  under  either 
an  all-payer  or  a  single-payer  system,  reviewing  the  treatment  practices  of  all 
physicians,  and  enforcing  limits  on  expenditures.  If  put  in  place  concurrently, 
these  policies  could  noticeably  slow  the  rate  of  growth  in  health  spending. 

Without  significant  changes  in  the  structure  of  the  health  care  system, 
the  United  States  is  unlikely  to  be  able  to  achieve  much  greater  control  over 
health  care  spending  in  the  1990s  than  was  evident  in  the  1980s.  The 
consequences  of  failure  to  obtain  the  benefits  from  effective  cost  containment 
are  many.  Spending  on  health  care  will  increase  as  a  share  of  national 
income.  Workers  will  receive  a  greater  share  of  compensation  as  health 
insurance  coverage,  and  less  in  the  form  of  direct  wages  and  salaries.  As 
health  care  costs  continue  to  rise  at  a  rate  that  exceeds  the  rate  of  increase 
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in  wages  and  salaries,  fewer  workers-particularly  lower-wage  workers-will 
have  employment-based  group  insurance.  Governments,  both  federal  and 
state,  will  spend  a  larger  amount  to  maintain  current  health  programs, 
exerting  pressure  on  government  budgets  and  potentially  crowding  out  funds 
for  other  programs. 

At  the  same  time,  however,  if  effective  controls  on  health  spending 
were  put  in  place,  some  desirable  aspects  of  the  current  system  would 
probably  have  to  be  scaled  back.  In  particular,  consumers  would  probably 
face  increased  constraints  on  their  freedom  to  choose  providers,  health 
insurance  coverage,  and  alternative  treatments.  They  might  also  face  greater 
delays  in  obtaining  treatment,  and  technological  progress  in  health  care  would 
probably  occur  more  slowly.  The  magnitude  of  these  changes  would  vary 
directly  with  the  stringency  of  the  controls  on  costs. 

Chairman  Rostenkowski.  Thank  you,  Bob.  Bob,  I  know  that  you 
were  responsible  for  the  health  care  analysis  at  the  CBO  in  the 
1970s  during  the  debate  on  hospital  cost  containment.  I  don't  think 
anyone  is  anxious  to  go  through  that  again,  so  why  should  the  com- 
mittee now  take  on  the  health  care  cost  containment  issue  once 
again? 

Actually,  what  will  the  Nation  give  up  by  spending  $1.5  trillion 
for  health  care  in  the  year  2000?  What  really  do  you  see  as  the 
tradeoffs? 

Mr.  Reischauer.  One  large  portion  of  our  economic  resources  is 
being  allocated  to  an  area  of  investment  or  consumption,  depend- 
ing on  how  you  look  at  it,  in  a  way  that  might  not  reflect  the  best 
interests  of  consumers. 

We  buy  our  health  care  very  differently  from  the  way  in  which 
we  buy  automobiles,  food,  housing,  or  any  of  the  other  elements  of 
modern  life. 

Right  now,  health  care  costs  are  rising  extremely  rapidly.  As  a 
result,  cash  wage  growth  is  slowing  down.  That  is  causing  the  con- 
cern about  poverty  and  what  is  happening  to  real  incomes  that  this 
committee  has  spent  a  lot  of  time  and  effort  analyzing  over  the  last 
few  years. 

It  is  driving  a  wedge  between  workers  and  business  leaders.  The 
manager  of  a  plant  is  faced  with  paying  higher  and  higher  insur- 
ance costs  for  his  employees.  His  employees  do  not  feel  better  off 
because  while  the  plant  is  investing  more  in  health  insurance  it  is 
the  same  health  insurance  package  that  they  had  the  year  before. 
The  employees  only  see  that  their  wage  increases  are  a  few  tenths 
of  a  percentage  point  less  than  they  would  have  been  otherwise.  I 
think  that  causes  problems  on  the  labor  front. 

In  addition,  as  I  said  in  my  testimony,  a  larger  and  larger  frac- 
tion of  the  Federal  budget  is  being  gobbled  up  by  health-related 
programs. 

Chairman  Rostenkowski.  What  that  means  then  is  that  we  are 
going  to  neglect  education.  We  are  going  to  neglect — even  if  we  try 
to  earmark  money  for  the  infrastructure  of  the  country,  and  if  this 
is  going  to  graduate  as  projected  

Mr.  Reischauer.  It  means  either  that  it  is  eating  up  resources 
that  could  be  devoted  to  other  desirable  programs,  or  it  is  forcing 
higher  tax  increases  on  the  country. 

Chairman  Rostenkowski.  Mr.  Pickle. 
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Mr.  Pickle.  Thank  you,  Mr.  Chairman.  Dr.  Reischauer,  your  tes- 
timony about  the  problem  we  have  under  the  present  system  is 
very  interesting  and  it  is  a  good  reminder  for  us  to  view  the  prob- 
lems we  have. 

Now  you  are  saying,  as  I  understand  it,  that  whatever  approach 
we  take  in  pending  legislation,  you  have  to  address  the  issue  of 
volume,  of  price,  of  behavior,  one  offsetting  the  other  and  so  forth. 
And  if  we  don't  do  it  by  specific  legislation  rather  than  just  gener- 
alities, there  will  be  no  cost  containment  at  all  unless  we  specifical- 
ly control  it. 

Now  assuming  that  is  a  general  analysis  of  it,  do  you  think  any 
one  of  the  bills  proposed  would  come  more  nearly  fitting  the  cau- 
tions that  you  have  outlined?  Would  you  endorse  or  suggest  any 
one  measure  before  us  as  the  proper  avenue? 

Mr.  Reischauer.  No,  I  certainly  would  not  endorse  one  approach 
or  another.  We  are,  as  I  said,  facing  a  very  difficult  tradeoff.  If  you 
went  the  route  of  the  chairman's  bill  and  imposed  expenditure 
caps,  you  could  be  fairly  sure  that  their  strict  enforcement  would 
bring  costs  down  significantly,  but  would  significantly  redistribute 
both  income  and  services.  Also,  we  would  probably  affect,  as  I  said, 
access,  quality,  and  the  rate  of  growth  of  technology. 

These  are  decisions  that  society  should  debate  and  make.  In  gen- 
eral, we  have  not  in  the  past.  We  have  not  faced  these  difficult 
issues. 

Mr.  Pickle.  I  assume  you  are  saying  to  us  that  whatever  meas- 
ure we  come  up  with,  we  ought  to  by  legislation,  by  statute,  specifi- 
cally put  in  there  cost  control,  volume,  behavioral,  offsetting,  and 
so  forth,  and  not  just  leave  it  to  practice  to  see  how  it  is  but  put  it 
by  statute. 

Mr.  Reischauer.  If  you  want  to  effectively  bring  

Mr.  Pickle.  You  want  to  have  cost  containment. 

Mr.  Reischauer  [continuing].  Costs  under  control,  that  is  correct. 

Mr.  Pickle.  All  right.  Do  you  believe  that  '  'global  budgeting" 
would  be  successful  in  a  multipayer  system? 

Mr.  Reischauer.  It  is  difficult  to  see  how  a  global  budget  would 
work.  A  global  budget  is  a  prospective  budget  for  a  provider  like  a 
hospital,  such  as  those  in  the  Canadian  system,  which  provides 
each  hospital  with  a  fixed  budget.  The  question  in  a  multipayer 
system  is  who  would  be  fixing  that  budget? 

Mr.  Pickle.  I  am  trying  to  get  an  expression  from  you,  do  you 
think  we  can  put  limits  on  costs  or  expenditures  and  say  we  are 
going  to  spend  this  much  on  health  and  that  is  it — no  more.  Will 
that  work? 

Mr.  Reischauer.  That  would  be  very  difficult  to  do  in  a  multi- 
payer  system. 
Mr.  Pickle.  All  right.  Thank  you  very  much. 
Chairman  Rostenkowski.  Mr.  Grandy. 

Mr.  Grandy.  Thank  you,  Mr.  Chairman.  Dr.  Reischauer,  when 
you  were  talking  about  the  implementation  on  a  national  scale  of  a 
managed  care  model — and  by  that  I  do  not  mean  a  Federal  model 
of  national  health  insurance,  but  managed  care  models  proliferat- 
ing in  the  marketplace — you  indicated  that  you  predicted  about  a 
1-  to  2-percent  reduction  in  the  overall  cost  of  health  care. 
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Let  me  ask  you  this.  What  is  the  target  that  this  committee  and 
this  Congress  should  be  looking  for?  I  mean,  we  know  what  the 
rate  of  growth  is.  What  is  a  legitimate  rate  of  decrease  to  shoot  for 
that  does  not  compromise  quality  or  limit  accessibility,  but  pro- 
vides affordability? 

I  mean,  I  don't  think  we  should  be  in  the  business  of  trying  to  set 
false  expectations  for  what  we  can  do.  Clearly,  we  are  trying  to 
reduce  the  rate  of  growth,  but  that  is  about  all  we  are  going  to  do; 
right? 

I  mean,  are  we  actually  going  to  stop  the  increase  in  health  care 
costs  without  some  massive  straitjacket  on  the  system?  I  guess  I 
want  to  know  

Mr.  Reischauer.  I  am  not  at  all  sure  that  that  would  be  desira- 
ble anyway. 

Mr.  Grandy.  That  is  a  good  point. 

Mr.  Reischauer.  Presumably  each  year  we  are  a  richer  and 
richer  Nation.  New  and  better  medical  treatments  are  coming  on 
line  that  consumers  would  want  to  benefit  from,  even  if  they  cost 
more  money. 

Mr.  Grandy.  Sure. 

Mr.  Reischauer.  In  fact,  even  if  they  cost  a  higher  fraction  of 
your  income. 
Mr.  Grandy.  And  it  is  

Mr.  Reischauer.  For  a  long  time  in  this  century  the  portion  of 
income  devoted  to  clothing  and  food  has  declined,  although  we  feel 
that  we  are  better  dressed  and  better  fed.  That  frees  up  a  portion 
of  income  available  for  other  new  items,  whether  they  are  compact 
discs,VCRs,  or  new  medical  technology. 

I  don't  think  there  is  an  answer  to  your  question  of  what  is  the 
right  number.  Presumably,  there  is  a  certain  amount  of  inefficien- 
cy and  waste  in  our  medical  care  system  just  as  there  is  in  many 
other  systems.  One  would  hope  you  could  eliminate  a  substantial 
amount  of  that  from  the  system,  and  that  would  lower  the  overall 
level.  But  that  would  probably  not  change  to  the  rate  of  increase 
over  time. 

It  is  a  decision  for  the  American  people  to  make.  How  much  im- 
provement, year  after  year,  do  they  want  in  their  health  care 
spending? 

Mr.  Grandy.  Well,  OK,  but  assuming  the  average  American  does 

not  read  your  report  or  wade  through  this  testimony  

Mr.  Reischauer.  They  don't? 

Mr.  Grandy  [continuing].  You  know  that  their  demand  curve  is 
going  to  remain  fairly  constant.  As  a  matter  of  fact,  it  is  probably 
going  to  increase  with  expectations. 

I  guess  my  point  in  asking  you  this  is  we  have  talked  a  long  time 
in  these  hearings  about  how  to  reduce  and  contain  costs.  What  I 
would  like  to  hear  you  say — and  I  think  I  am  hearing  you  say — is 
that  we  have  to  be  realistic.  We  are  not  talking  about  putting  a  lid 
on  this  system.  We  are  talking  about  perhaps  containing  it  realisti- 
cally so  that  our  ability  does  not  outstrip  our  ambition,  wouldn't 
you  agree? 

Mr.  Reischauer.  Right  now,  as  I  said,  real  per  capita  health 
spending  is  increasing  at  about  4Vfe  percent  a  year. 
Mr.  Grandy.  That  was  during  the  1980s,  didn't  you  say  that? 
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Mr.  Reischauer.  The  last  half  of  the  1980s. 
Mr.  Grandy.  OK. 

Mr.  Reischauer.  But  health  care  spending  has  been  increasing 
at  approximately  that  rate  for  two  decades  now,  so  we  aren't  talk- 
ing about  something  that  has  suddenly  occurred.  But  there  

Mr.  Grandy.  But  do  you  see  

Mr.  Reischauer  [continuing].  Are  there  other  items  in  our  con- 
sumption budget  that  have  risen  faster.  The  amount  we  spend  on 
air  travel  

Mr.  Grandy.  Right. 

Mr.  Reischauer  [continuing].  Personal  air  travel — has  gone  up 
more.  One  wouldn't  expect  that  to  go  on  forever.  I  think  that  is 
going  through  a  temporary  phase.  However,  given  what  we  have 
experienced  since  World  War  II,  one  might  expect  the  medical  situ- 
ation to  go  on  forever. 

Mr.  Grandy.  But  could  you  comment,  just  in  the  time  you  have 
remaining,  about  what  you  think  are  the  accelerated-cost  drivers? 
What  is  driving  it  up  more  rapidly  in  the  last  5  years  and  what  is 
your  prediction  for  the  next  10  if  nothing  were  to  be  done?  What  is 
happening  now  in  society  that  you  see  as  increasing  the  rate  of 
growth,  because  those  are  the  areas  I  think  we  should  probably 
concentrate  on. 

Mr.  Reischauer.  I  wouldn't  predict  that  the  real  rate  of  growth 
would  increase  more  than  4Vfe  or  5  percent  per  capita.  I  am  not 
suggesting  that  at  all.  But  that  is  an  extremely  rapid  rate,  and  if  it 
continues  forever,  we  will  be  spending  one-half,  perhaps  two-thirds 
of  our  budgets  on  health  care. 

Is  that  necessary?  Is  that  required?  Look  at  what  is  happening  in 
other  countries  where  people  seem  to  be  enjoying  a  state  of  health 
comparable  with  or  even  better  than  that  of  the  United  States,  but 
devoting  a  lot  smaller  portion  of  their  national  budgets,  tax  reve- 
nues, or  personal  spending  to  health.  You  look  around  the  world 
and  see  that,  other  people  are  buying  health  care  for  less  than  you 
are,  and  you  ask  yourself,  "Can  I  get  in  on  that?" 

Chairman  Rostenkowski.  Mr.  Jacobs. 

Mr.  Jacobs.  No  questions. 

Chairman  Rostenkowski.  Mr.  Russo. 

Mr.  Russo.  Thank  you,  Mr.  Chairman.  Dr.  Reischauer,  your  testi- 
mony seems  to  confirm  what  I  have  been  saying  for  some  time, 
that  our  high  health  care  spending  is  basically  hurting  our  econo- 
my and  workers  are  receiving  lower  salaries  because  health  insur- 
ance is  so  expensive,  yet  Americans  aren't  any  healthier  than  citi- 
zens of  countries  that  spend  much  less  on  their  health  care. 

You  say  that  a  single-payer  system  would  be  able  to  slow  the 
growth  in  health  care  spending.  Are  you  saying  that  if  we  move  to 
a  single-payer  system  we  would  be  helping  our  economy  as  well? 

Mr.  Reischauer.  I  think  that  is  the  logical  conclusion. 

Mr.  Russo.  I  assume  that,  but  I  like  to  have  it  on  the  record,  Dr. 
Reischauer. 

Mr.  Reischauer.  I  think  you  would  be  helping  our  economy  over- 
all. But  you  would  be  hurting  certain  sectors  of  the  economy. 

Mr.  Russo.  Well,  I  suspect  you  are  talking  about  the  insurance 
industries,  those  employees  that  would  ultimately  lose  their  job 
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once  we  eliminate  the  insurance  company  as  part  of  the  health 
care  process. 

However,  over  a  period  of  attrition,  over  a  period  of  phase-in, 
they  would  be  absorbed  into  other  parts  of  the  insurance  industry, 
and  by  attrition  just  come  out  even  in  the  end.  I  mean,  that  is  a 
possibility. 

Let  me  just  say  that  I  fully  agree  with  the  assertion  that  a 
single-payer  system  would  actually  slow  growth  in  health  spending, 
but  I  disagree  that  consumers  would  probably  face  increased  con- 
straints on  their  freedom  to  choose  health  care  providers  and 
health  insurance  coverage. 

If  you  look  at  the  Canadian  system,  the  consumers  choose  their 
own  providers.  If  you  look  at  my  bill,  H.R.  1300,  consumers  would 
still  be  free  to  choose  their  own  providers. 

What  makes  you  think  a  single-payer  system  would  prevent  con- 
sumers from  choosing  their  own  providers? 

Mr.  Reischauer.  A  single-payer  system  would  not  necessarily 
limit  a  choice  of  providers.  As  you  pointed  out,  the  Canadians  can 
choose  their  doctors.  But,  in  many  countries,  I  believe  that  the  pri- 
mary care  doctors  they  choose  often  don't  practice  within  the  hos- 
pital system,  so  if  you  are  then  referred  to  a  hospital,  you  are  treat- 
ed by  the  staff  of  that  hospital,  rather  than  somebody  of  your  own 
choice. 

Mr.  Russo.  But  basically  under  the  Canadian  system,  they  still 
choose  the  doctor  of  their  choice  and  the  hospital  of  their  choice  if 
they  want  to  do  that.  So  why  would  it  be  any  different  here? 

I  don't  understand  why,  if  we  went  to  single-payer,  you  feel  that 
you  would  restrict  people's  freedom  of  choice.  I  would  suspect  that 
you  would  increase  people's  freedom  of  choice. 

Mr.  Reischauer.  I  don't  think  it  is  inevitable  that  you  would 
eliminate  freedom  of  choice,  but  you  would  have  less  choice  than 
you  have  under  our  current  system. 

Mr.  Russo.  Well,  why  do  you  say  that?  I  don't  quite  understand. 
Why  would  that  happen?  All  you  are  changing  in  a  single-payer 
system  is  who  the  ultimate  payer  is.  Why  would  that  mean  you 
would  not  have  the  ability  to  pick  who  you  want  to  go  see. 

Mr.  Reischauer.  Let  us  say  that  in  a  system  like  that,  if  it  were 
to  save  substantial  amounts  of  money,  the  number  of  hospitals 
would  probably  be  limited,  so  you  wouldn't  have  quite  the  prolif- 
eration of  hospitals  that  you  have  now. 

[The  following  was  subsequently  received:] 

Question.  Why  do  you  say  that  moving  to  a  universal  health  system  would  result 
in  limits  on  consumers'  freedom  to  choose  providers,  since  Canadians  have  a  nation- 
al health  insurance  system  and  are  free  to  choose  their  physician? 

Answer.  A  universal  health  care  system  does  not  necessarily  reduce  consumers' 
freedom  to  choose  their  own  physicians.  A  universal  health  care  system  that  is  com- 
bined with  effective  cost  controls,  however,  would  impose  limits  on  consumers' 
choices  of  providers,  treatment  alternatives,  and  insurance  coverage. 

Other  countries,  including  Canada,  where  per  capita  health  costs  are  lower  than 
in  the  United  States,  do  impose  limits  on  consumers'  freedom  to  choose  their  provid- 
ers. In  Canada,  patients  may  choose  freely  from  among  general  practitioners,  but 
need  a  referral  to  see  a  specialist  in  some  Provinces.  Access  to  health  care  providers 
is  more  restricted  in  what  was  formerly  West  Germany.  There,  a  patient  may  freely 
choose  from  among  physicians  providing  ambulatory  care,  but  once  a  patient  has 
been  admitted  to  a  hospital,  the  original  physician  relinquishes  treatment.  Only  hos- 
pital-based physicians,  who  are  salaried  employees  of  the  hospitals,  can  treat  inpa- 
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tients.  In  Great  Britain,  choice  among  providers  is  also  restricted.  Each  British  citi- 
zen registers  with  a  general  practitioner  (GP)  who  has  an  opening,  and  the  GP 
serves  as  the  initial  contact  point  with  the  health  care  system.  GPs  can  then  refer 
patients  to  specialists,  if  needed,  and  the  specialists  can  order  tests  to  determine 
whether  patients  require  hospitalization.  Once  admitted  to  a  hospital,  patients  are 
treated  by  specialists. 

Although  these  limitations  on  freedom  of  choice  are  not  necessarily  burdensome, 
most  U.S.  consumers  have  been  free  to  use  specialists  as  their  primary  providers 
and  to  see  specialists  directly  without  seeking  approval  or  referral  from  their  pri- 
mary care  physicians.  If  the  United  States  adopted  the  Canadian  system,  it  seems 
likely  that  at  least  some  people's  choices  would  be  more  limited  than  they  are  under 
our  current  system. 

Mr.  Russo.  Well,  I  would  disagree  with  that,  because  if  you  look 
at  the  testimony  from  Dr.  Bowser  based  on  the  overcapacity  that 
we  have  today  that  we  wouldn't  face  those  kinds  of  shortages  for  20 
years  to  come.  If  we  are  going  to  spend  under  my  bill  IIV2  percent 
of  GNP,  which  is  what  we  are  spending  now  that  has  resulted  in 
this  enormous  overcapacity,  why  would  we  have  less  capacity  if  we 
continue  at  the  same  rate  of  growth? 

Mr.  Pease.  Would  the  gentleman  yield? 

Mr.  Russo.  Can  I  get  the  answer  to  my  question?  Then  I  will  be 
more  than  happy  to  yield  to  him. 

Mr.  Reischauer.  I  didn't  understand  your  question.  Are  you 
saying  that  under  your  system  you  would  allow  all  the  empty  beds 
that  exist  now  in  the  United  States  to  stay  empty? 

Mr.  Russo.  If  you  would  have  IIV2  percent  of  GNP,  which  is 
what  my  bill  would  allow  you  to  do,  the  GAO  said  that  amount  of 
dollars  has  given  this  enormous  overcapacity  in  technology  and 
equipment,  et  cetera,  et  cetera.  So  if  I  keep  it  at  IIV2  percent, 
where  is  the  constraint  in  terms  of  not  being  able  to  go  to  the  hos- 
pital that  you  want  or  the  doctor  that  you  want?  How  would  that 
constrain  them,  if  you  continue  to  spend  IIV2  percent  of  GNP?  I 
am  not  trying  to  ratchet  it  down  to  8.5. 

Mr.  Reischauer.  We  are  spending  12.3  percent  in  1990,  and  it 
has  probably  increased  to  almost  13  percent  in  the  current  year. 

Mr.  Russo.  I  would  peg  it  at  IIV2  percent,  which  under  the  GAO 
testimony  is  what  has  given  us  this  enormous  overcapacity.  So  if  I 
keep  it  at  11V2  percent,  eliminate  the  administrative  waste,  and 
save  those  amount  of  dollars,  why  wouldn't  it  be  easier  to  go  to  the 
hospital  of  your  choice  or  the  doctor  of  your  choice  if  you  have  that 
amount  of  money  being  done?  I  just  don't  understand  why  you 
make  that  distinction,  because  the  money  is  there  to  do  it. 

Mr.  Reischauer.  I  am  trying  to  say  that  in  order  to  maintain  all 
these  empty  beds  we  are  spending  12.3  to  13  percent  of  GNP  

Mr.  Russo.  But  if  you  

Mr.  Reischauer.  You  are  suggesting  that  we  are  going  to  cut 
total  spending  by  $60  or  $70  billion  from  what  it  costs  to  maintain 
the  system  now. 

Mr.  Russo.  You  would  be  able  to  give  universal  coverage  and  we 
would  encourage  people  to  utilize  the  services  when  they  needed 
sooner  rather  than  later,  so  there  is  going  to  be  the  availability  of 
the  beds,  of  the  doctors,  of  the  technology  because  it  is  there  wait- 
ing for  them.  That  is  my  point. 

Mr.  Pease.  Would  the  gentleman  yield? 

Mr.  Russo.  I  yield  to  the  gentleman. 
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Mr.  Pease.  I  do  not  oppose  a  single-payer  system,  but  my  under- 
standing is  that  in  Toronto,  and  in  fact  most  of  Ontario,  there  is 
only  one  hospital  that  performs  open-heart  surgery.  In  the  Cleve- 
land area  where  I  live,  there  have  to  be  six  different  hospitals.  To 
that  degree,  at  least,  I  think  a  person  would  have  a  limited  choice 
of  hospitals. 

Mr.  Russo.  Well,  I  mean  

Chairman  Rostenkowski.  Mr.  McDermott  will  inquire. 

Mr.  McDermott.  Thank  you,  Mr.  Chairman.  Dr.  Reischauer,  in 
the  Russo  bill,  which  I  support,  there  are  no  copayments  or  deduc- 
tibles, under  the  theory  that  the  cost  of  administering  them  isn't 
worth  the  savings  from  their  utilization  reductions. 

Now  you  talk  about  studies  in  your  testimony,  on  page  9,  about 
raising  the  out-of-pocket  costs  as  a  way  of  reducing  services.  Are 
there  any  studies  that  you  know  that  compare  the  savings  from 
raising  the  out-of-pocket  costs  against  the  costs  of  collecting  and 
auditing  and  all  the  rest,  of  collecting  $2  or  $5  or  whatever? 

Mr.  Reischauer.  Not  that  I  know  of.  Let  me  check.  I  think  the 
answer  is  no. 

Mr.  McDermott.  So  it  is  basically  an  empirical  decision  that  if 
you  force  people  to  pay  more  out  of  their  pocket,  somehow  that  will 
reduce  the  amount  that  is  spent. 

In  other  words,  if  you  force  them  to  pay  more  out  of  their  pocket, 
you  are  empirically  saying  you  think  the  cost  of  collecting  that  is 
less  than  what  is  saved  by  the  reduction  in  utilization? 

Mr.  Reischauer.  Yes.  I  would  be  very  surprised  if  it  wasn't. 

Mr.  McDermott.  But  there  is  

Mr.  Reischauer.  Are  you  saying  that  if  there  were  a  single-payer 
that  paid  the  whole  bill,  including  the  hospital,  and  that  if  the  doc- 
tor's office  never  dealt  with  the  patient  at  all,  there  would  be  no 
balance  billing? 

Mr.  McDermott.  Yes. 

Mr.  Reischauer.  All  services  would  be  covered  by  this  plan.  Re- 
member, it  is  possible  that  a  doctor's  office  or  hospital  might  pro- 
vide services  that  are  not  covered  by  the  plan.  If  that  were  the 
case,  the  central  office  would  have  to  maintain  some  billing  mecha- 
nism for  services  beyond  those  covered  by  the  universal  plan. 

Mr.  McDermott.  I  think  in  the  system  envisioned,  the  Canadian 
system  or  any  of  the  defined  benefit  systems  like  West  Germany, 
where  the  doctor  provides  and  is  paid  by  the  system — he  does  not 
provide  things  that  are  not  paid  for  by  the  system.  So  I  think  it  is 
all  included  in  the  system. 

Mr.  Gradison.  Would  the  gentleman  yield  briefly?  I  have  seen 
estimates,  I  would  say  to  the  gentleman,  that  about  30  percent  of 
medical  care  costs  in  Canada  are  not  covered  by  the  Government 
plan,  including,  for  example,  outpatient  prescription  drugs  and 
dental  care. 

I  just  thought  I  ought  to  mention  that,  because  most  of  this  con- 
versation about  Canada  assumes  it  covers  everything.  It  doesn't. 
Mr.  Russo.  Will  the  gentleman  yield? 

Mr.  Reischauer.  The  medical  profession  does  provide  services 
that  are  not  covered  by  the  Canadian  health  care  or  the  provincial 
systems. 
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Mr.  McDermott.  So  your  idea  is  to  raise  the  out-of-pocket  costs 
on  the  system-covered  services,  or  on  those  that  are  not  covered  by 
the  system? 

Mr.  Reischauer.  I  was  talking  about  general  ways  to  control  ex- 
penditures. One  reason  we  spend  a  lot  on  health  care,  and  maybe 
spend  more  than  we  desire,  is  that  we  don't  face  real  prices  when 
we  go  to  the  doctor. 

If  my  doctor's  fee  is  $100,  and  I  know  I  am  only  going  to  be  faced 
with  20  percent  of  that  charge,  I  might  go  more  often  than  I  would 
if  I  had  to  pay  his  full  fee. 

Mr.  McDermott.  See,  the  problem  that  I  am  getting  at  is  this.  If 
you  put  a  copayment  high  enough  to  make  it  worthwhile  to  collect 
it,  you  are  going  to  cut  off  people's  access,  and  it  generally  is  poor 
people — people  who  have  difficulty  coming  up  with  the  money  and 
say  well,  I  am  not  going  to  go  to  the  doctor,  which  then  defeats  the 
whole  purpose  of  a  universal  system  for  preventive  care  and  get- 
ting people  in  early. 

What  it  says  is  if  you  are  rich  and  you  have  the  money  in  your 
pocket,  you  can  have  the  good  health  care.  If  you  are  not,  stay 
away  until  you  really  need  it.  And  the  effect  of  that  in  terms  of 
preventing  or  waiting  for  people  to  go  in — we  have  all  this  talk 
about  breast  cancer  and  all  this  talk  about  prostate  cancer,  but  if 
you  know  you  have  to  pay  $5  or  $10  and  you  are  poor,  you  are 
going  to  stay  away.  It  seems  to  me  that  those  are  the  studies  that 
are  really  missing — the  costs  built  in  by  waiting. 

Mr.  Reischauer.  This  is  a  societal  tradeoff,  and  it  is  one  that  we 
faced  with  the  Medicare  program.  The  law  was  changed  so  that  for 
certain  low-income  elderly,  the  premiums  and  the  coinsurance  was 
picked  up  by  the  Medicaid  program. 

Mr.  McDermott.  I  think  that  is  one  of  the  benefits  of  the  Russo 
plan  that  it  puts  prevention  and  quality  health  care  above  the  cost 
control.  It  says  we  want  people  to  come  in  early,  have  prevention, 
rather  than  try  and  force  them  to  stay  away  simply  because  they 
don't  have  $5  or  $10  for  the  copay. 

I  think  that  is  the  essence  of  the  decision  that  we  have  to  make, 
and  you  obviously  can't  make  it.  We  have  to  make  it  up  here. 

Mr.  Reischauer.  But  also  when  the  price  is  zero,  you  are  going 
to  get  a  lot  of  demand  for  the  service,  and  you  are  going  to  have  to 
decide  either  that  you  will  expand  capacity  to  provide  services  to 
everybody  or  you  will  somehow  ration  services. 

[The  Congressional  Budget  Office  submitted  the  following:] 

Question.  Are  there  any  studies  of  the  relationship  between  copayment  require- 
ments and  administrative  costs?  Why  does  CBO  say  that  increasing  cost-sharing 
would  result  in  a  decline  in  expenditures,  when  these  savings  would  be  offset  by 
increased  administrative  costs? 

Answer.  Copayment  requirements  do  increase  billing  costs  somewhat,  because 
providers  must  bill  the  patient  as  well  as  the  patient's  insurer,  and  even  if  they  col- 
lect from  the  patient  at  the  time  of  service,  maintain  payment  records.  Billing  costs 
are  related  to  the  number  of  bills  that  must  be  sent,  however,  and  not  to  the 
amounts  billed.  Hence,  given  the  fact  that  cost-sharing  requirements  are  already 
widespread,  increasing  the  amounts  required  would  have  little  or  no  effect  on  pro- 
viders' billing  costs  if  patients'  use  of  services  were  unchanged.  Because  higher  co- 
payment  requirements  would  reduce  patients'  use  of  services,  providers'  billing  costs 
would  fall,  not  increase. 

Chairman  Rostenkowski.  Mr.  Gradison  will  inquire. 
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Mr.  Gradison.  Thank  you,  Mr.  Chairman.  Thank  you  for  your 
excellent  testimony,  Dr.  Reischauer.  The  staff  of  the  Ways  and 
Means  Committee  has  prepared  for  our  use  a  splendid  document 
which  summarizes  the  major  legislative  proposals  which  have  been 
introduced  so  far  in  terms  of  comprehensive  legislation  in  this 
field. 

The  missing  link  in  this  is  revenue  estimates.  I  would  very  much 
appreciate  it  if  you  could — and  I  know  this  is  a  major  job — fill  this 
gap.  I  very  much  would  appreciate  it  if  you  could,  whenever  you 
can  do  it,  share  with  us  your  estimates  of  the  revenues  and  the  ex- 
penses of  each  of  these  plans  so  that  we  can  take  a  look  at  them  in 
a  comprehensive  way. 

Mr.  Reischauer.  Of  course,  the  revenue  responsibility  is  with  the 
Joint  Committee  on  Taxation  and  we  have  been  working  on  the 
spending  side  of  the  legislation  for  the  staff  of  this  committee. 

Mr.  Gradison.  Thank  you.  Dr.  Reischauer,  on  page  8  of  your 
statement,  you  say  without  comment,  and  I  quote,  "estimates  indi- 
cate that  the  United  States  providers  may  have  incurred  an  addi- 
tional $100  billion  for  administration  in  that  year,"  which  is  an 
earlier  year. 

There  are  some  who  question  the  accuracy  of  these  data.  I  am 
not  questioning  your  statement,  because  you  made  it  without  com- 
ment. But  I  do  want  to  call  to  your  attention  a  paper  presented  at 
the  American  Enterprise  Institute's  Health  Policy  Conference  last 
week  by  Patricia  Danzon  of  the  University  of  Pennsylvania  entitled 
"The  Hidden  Costs  of  Budget-Constrained  Health  Insurance  Sys- 
tems." 

Mr.  Chairman,  at  this  point,  I  would  ask  if  this  paper  could  be 
included  in  the  record  of  this  hearing. 
Chairman  Rostenkowski.  It  will  be  part  of  the  record. 
[The  information  follows:] 
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THE  HIDDEN  COSTS  OF  BUDGET -CONSTRAINED 
HEALTH  INSURANCE  SYSTEMS 

Abstract 


There  is  growing  interest  in  national  health  insurance  plans  that  give 
government  greater  control  over  total  health  care  spending  as  a  percent  of  GNP. 
The  argument  is  made  that  by  using  a  monopoly  public  insurer  rather  than  competing 
private  insurers ,  Canada  is  able  to  deliver  the  same  level  of  health  care  as  the 
U.S.  at  significantly  lower  cost.  Major  sources  of  the  alleged  inefficiencies  in 
the  U.S.   include:  high  overhead  expenditures  by  private  insurers  on  functions  that 
are  pare  waste  from  a  social  persepctive;  higher  billing  expense  for  physicians 
and  hospitals  due  to  dealing  with  multiple  insurers;   and  higher  drug  costs. 

Analysis  of  the  insurance  overhead  component  concludes  that  reported 
estimates  for  the  U.S.  are  upward  biased.  Some  pure  waste  may  exist  but  this  is 
primarily  due  to  the  tax  subsidy  and  regulation- induced  distortions  in  incentives 
to  self- insure.  On  the  other  hand,  public  monopoly  financing  entails  significant 
real  but  hidden  costs  that  are  omitted  from  official  estimates  of  health  care 
spending.  These  hidden  costs,  some  of  which  correspond  to  the  costs  that  private 
insurers  incur  to  control  moral  hazard  and  collect  premiums,  include : cpatient  time 
costs  that  result  from  relying  on  non-price  rationing;  foregone  beneftts  due  to 
tight  budget  caps  for  hospitals  and  nonoptimal  investment  in  information  systems; 
deadweight  costs  of  raising  tax  revenues;  and  free  riding  on  other  countries' 
contributions  to  pharmaceutical  R&D 7\ Permitting  supplementary  private  insurance 
can  reduce  the  deadweight  losses  of  non-optimal  insurance  and  non-optimal  medical 
benefits,  but  it  entails  other,  production- side  distortions . ^Rough  empirical 
estimates  indicate  that  these  hidden  costs  may  be  at  least  as  great  as  the 
observable  overhead  costs  in  the  U.S.  system^ 
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HIDDEN  COSTS  OF  BUDGET- CONSTRAINED 
HEALTH  CARE  SYSTEMS 

Introduction 

Simple  comparisons  of  health  care  spending  in  the  U.S.  and  in  budget- 
constrained  health  care  systems  such  as  Canada's  note  that  the  measured  costs  are 
lower  in  Canada.  The  next  step  is  often  to. conclude  that  a  public  monopoly  insurer 
that  imposes  budget  constraints  on  providers  is  more  efficient  at  delivering 
insured  medical  care  than  competitive  private  insurance.  Implicit  in  this 
conclusion  is  that  the  benefits  are  similar  and  that  accounting  costs  accurately 
measure  real  social  costs. 

Private  insurance  markets  are  said  to  be  intrinsically  less  efficient  than 
public  insurers.  Estimates  of  the  overhead  costs  of  private  insurers  range  from 
11.9  to  34.4  percent  of  premiums,  compared  to  0.9  percent  for  public  insurance  in 
Canada.  In  addition,  the  cost  of  billing  diverse  plans  is  said  to  add 
significantly  to  overhead  expense  for  physicians,  hospitals  and  other  providers: 
Woolhandler  and  Himmelstein  (1991)  estimate  that  overhead  and  billing  expense 
accounted  for  22-44  percent  (48  percent  including  physicians'  time)  of  physicians' 
expenditures  in  the  U.S.  in  1987,  compared  to    34.4  percent  (excluding  physicians' 
time)  in  Canada;  and  hospital  administration  was  20.2  percent  of  hospital  costs  in 
the  U.S.  compared  to  9.0  percent  in  Canada. 

The  focus  on  accounting  costs  ignores  the  hidden  costs  that  public  insurers 
incur  to  perform  the  functions  that  generate  measurable  overhead  costs  for  private 
insurers.  Insurance,  whether  public  or  private,  generates  moral  hazard.  Private 
insurers  use  co-payments,  information  about  provider  and  patient  utilization, 
provider  incentive  systems  etc.  to  control  moral  hazard,  and  the  costs  of 
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enforcing  these  contractual  terms  appear  as  overhead  expense  in  accounting 
statements.  Public  insurers  rely  on  non-price,  non- information-based  systems  of 
controlling  moral  hazard.  These  mechanisms  generate  hidden  costs  in  the  form  of 
patient  time  and  foregone  benefits.  The  public  insurer  analogue  of  private  insurer 
billing  costs  is  the  excess  burden  from  raising  taxes.  In  addition,  monopoly 
public  insurers  save  money  by  paying  less  than  their  "fair"  share  of  the  joint 
costs  of  pharmaceutical  and  other  R&D.  When  these  hidden  costs  are  accounted  for, 
the  real  overhead  costs  of  a  public  monopoly  insurer  may  well  be  higher  than  those 
of  a  competitive  private  system. 

Most  of  this  paper  focuses  on  presenting  a  more  accurate  comparison  of 
overhead  costs,  defined  to  include  all  relevant  deadweight  losses,  under  the 
status  quo.  The  relevant  comparison  for  the  national  health  insurance  debate  is 
between  a  public  monopoly  system  such  as  Canada's  and  a  well  designed  competitive 
private  insurance  system,  without  the  distortions  of  the  current  U.S.  system  but 
with  provisions  to  assure  that  coverage  is  universal  and  affordable  to  all.1  That 
would  take  another  paper  --  and  be  highly  speculative.  But  this  paper  does  point 
out  some  areas  where  the  tax  and  regulatory  distortions  of  the  present  U.S.  system 
tend  to  generate  unnecessarily  overhead  costs. 


1.       INSURANCE  OVERHEAD  OF  PRIVATE  INSURERS  IN  THE  U.S. 

Insurance -related  overhead  expense  is  the  most  commonly  cited  "evidence"  of 
the  intrinsic  inefficiency  of  private  insurers  relative  to  a  single  public 
insurer.  Several  questions  are  addressed  in  this  section:    What  is  the  best 
estimate  of  the  overhead  costs  of  private  insurance?  How  is  this  allocated  among 
different  insurance  functions?  How  much  is  pure  waste  from  a  social  perspective? 

xSee  Pauly,  Danzon,  Feldstein  and  Hoff  (1991). 
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Closely  related  to  this  is  the  question,  Do  private  insurance  markets  encourage 
excessive  diversity?  Section  2  then  examines  the  true  costs  of  performing  similar 
insurance  functions  in  a  system  such  as  Canada's. 

1 . 1     Overhead  Expense  of  Private  Insurers 

The  most  reliable  estimates  of  the  cost  of  insurance  overhead  are  from  the 
Health  Care  Financing  Administration's  national  health  accounts  (NHA) .  For  1987 
the  data  imply  an  average  overhead  rate  for  private  insurers  of  11.9  percent  of 
premium,   (subsequently  revised  by  NHA  to  10.5  percent).  Adding  the  3.2  percent 
administrative  cost  for  Medicare  and  Medicaid,  Woolhandler  and  Himmelstein  (1991) 
conclude  that  overhead  absorbs  5.1  percent  of  total  health  care  spending,  or  $106 
per  capita  in  the  U.S.  For  Canada  they  estimate  the  overhead  of  public  insurers  at 
0.9  percent,  private  insurers  at  10.9  percent  and  an  average  of  1.2  percent  of 
total  spending,  or  $17  per  capita.  Comparisons  of  percentages  are  more  appropriate 
than  absolute  dollar  figures  because  the  higher  per  capita  medical  benefits  in  the 
U.S.  must  add  some  additional  administrative  expense.  Hereafter  only  percentages 
are  compared. 

The  overhead  estimate  for  private  insurers  is  derived  by  the  NHA  as  the 
difference  between  premium  payments  and  benefit  payments,  adjusted  for  dividends 
and  other  retroactive  premium  adjustments.2  This  difference  includes  premium 
taxes,  investment  income  and  return  to  capital  for  some  types  of  insurers,  which 
should  be  netted  out  for  purposes  of  comparison  with  overhead  of  a  public  insurer. 
Premium  taxes  are  a  pure  transfer  to  state  government.  Investment  income  should  be 


2  Premiums  and  benefits  estimates  are  separately  derived  from  a  variety  of 
sources,  including  commercial  insurers,  the  Blues,  surveys  of  HMOs  and  self- 
insured  firms,  and  provider  surveys  for  estimates  of  benefit  payments.  K.  Levitt: 
personal  communication. 
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viewed  as  a  return  to  policyholders  for  advance  payment  of  premium.  The  reasons 
for  netting  out  return  on  capital  are  discussed  below.3  Adjustments  for  these 
factors  are  not  uniform  across  insurers.  Blue  Cross  plans  in  some  states  and  all 
self- insured  firms  are  exempt  from  premium  taxes.*  Self -  insurers  do  not  pre-pay 
premiums  so  would  not  accrue  investment  income.  Their  premium-minus -benefit 
differential  would  probably  also  not  include  a  return  on  capital. 

The  relative  magnitudes  of  these  different  components  for  commercial  insurers 
are  shown  in  Table  1,  which  reports  the  components  of  overhead,  expressed  as  a 
percent  of  incurred  claims,  as  estimated  by  Hay/Huggins  Company,  based  on 
underwriting  practices  of  major  insurers  (Congressional  Research  Service  (CRS) , 
1990)  .  Because  these  data  are  for  conventionally  insured  plans  written  by 
commercial  insurers,  they  are  not  representative  of  the  range  of  coverages  or 
insurers  in  the  markets . 

Dsing  the  figures  for  the  100-499  size  class,  overhead  net  of  premium  taxes 
and  return  on  capital  was  8.2  percent  of  claims  for  commercial  insurers;  they  made 
43  percent  of  claim  payments.3  The  same  overhead  percentage  is  assumed  for  Blue 


3All  insurers  incur  risk;  however  only  private  insurers  report  that  cost  as 
an  accounting  return  on  capital.  Ideally,  one  should  estimate  and  include  the 
hidden  cost  of  risk  bearing  for  self- insured  plans  in  the  U.S.  and  for  the  public 
monopoly  insurer  in  Canada.  Since  the  necessary  data  are  not  available,  the 
alternative  adopted  here  is  to  net  out  the  cost  of  capital  for  private  insurers, 
in  order  to  achieve  comparability,  even  if  it  results  in  an  understatement  of 
true  costs  for  all  insurers. 

*Blues  plans  and  self- insured  plus  HMO  plans  account  for  32.0  and  34.0 
percent  of  total  private  insurance  claims  payments  respectively.   (HIAA,  1989) 

5Based  on  the  May  1988  Current  Population  Survey,  EBRI  (1991,  p.  181)  reports 
that  49  percent  of  workers  whose  employers  offered  plans  were  in  firms  of  250  or 
more  workers.  Since  large  employers  are  more  likely  to  offer  dependent  coverage, 
it  is  reasonable  to  assume  a  larger  size  class  as  representative  for  insured 
employees  and  their  dependents  overall.  However  since  large  firms  are  more  likely 
to  self- insure,  I  use  the  100-499  size  class  for  commercially  insured  firms  and 
the  500-2,499  size  class  for  self- insured  firms.  Ideally,  a  weighted  average 
should  be  used. 
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TABLE  1 

ADMINISTRATIVE  EXPENSE  BREAKDOWN 
FOR  CONVENTIONALLY  INSURED  PLANS 

[Expressed  as  a  percent  of  incurred  claims] 


Number  of  Employees 

Claims 
admin- 
istration 

General 
admin- 
istration 

Interest 
credit 

Risk 
and 
profit 

Com- 
missions 

Premium 
taxes 

Total 

1  to  4  

9.3 

12.5 

-1.5 

8.5 

8.4 

2.8 

40.0 

5  to  9  

8.6 

11.2 

-1.5 

8.0 

6.0 

2.7 

35.0 

10  to  19  

7.2 

9.2 

-1.5 

7.5 

5.0 

2.6 

30.0 

20  to  49  

6.3 

7.6 

-1.5 

6.8 

3.3 

2.5 

25.0 

50  to  99  

4.3 

4.8 

-1.5 

6.0 

2.0 

2.4 

18.0 

100  to  499  

4.1 

4.0 

-1.5 

5.5 

1.6 

2.3 

16.0 

500  to  2,499  

3.9 

3.2 

-1.5 

3.5 

0.7 

2.2 

12.0 

2,500  to  9,999 

3.8 

1.4 

-1.5 

1.8 

0.3 

2.2 

8.0 

10,000  plus  

3.0 

0.7 

-1.5 

1.1 

0.1 

2.1 

5.5 

Source:  U.S.  Library  of  Congress.  Congressional  Research  Service. 


Estimates  by  Hay/Huggins  Company  based  on  underwriting  practices  of  major  insurers. 
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Cross  and  Blue  Shield  plans  that  made  28  percent  of  claim  payments.  For  self- 
insured  and  HMO  _plans  which  paid  29  percent  of  claims,  I  use  the  500-2,499  size 
class  which  implies  a  6.3  percent  overhead  rate  on  claims.  Taking  the  weighted 
average  yields  7.6  as  the  average  overhead  rate  on  claims,  net  of  premium  taxes, 
return  on  capital  and  investment  income  (interest  credit),  for  private  insurance. 

This  estimate  from  the  CRS/Hay  data  in  Table  1  is  reasonably  consistent  with 
that  based  on  the  aggregate  NHA  data.  The  NHA  data  imply  an  "overhead  rate"  of 
11.7  percent  on  claim  payments,  but  this  includes  premium  taxes  (roughly  2.3 
percent  for  commercial  insurers  and  some  Blues  plans),  and  return  on  capital  (3.5- 
5.5  percent),  and  investment  income  (1.5  percent)  for  commercial  insurers  and 
Blues  plans.  Netting  out  these  components  would  yield  an  estimate  from  the 
aggregate  NHA  data  that  is  quite  similar  to  the  estimate  derived  from  the  CRS/Hay 
data.  Although  this  estimate  for  the  U.S.   is        still  higher  than  the  reported 
overhead  rate  of  under  1  percent  for  Canada,  this  ordering  changes  if  one  adjusts 
for  the  hidden  costs  in  Canada  that  correspond  to  claims  administration  and 
premium  collection  (see  section  2) . 

A  second  estimate  of  the  overhead  cost  of  private  insurance  that  has  been 
widely  cited  is  the  GAO  report,  Canadian  Health  Insurance:  Lessons  for  the  United 
States .     Like  Woolhandler  and  Himmelstein  (1991)  the  GAO  report  is  based  on  the 
unadjusted  NHA  percentage  overhead  estimates,  so  the  comparison  with  Canada  is 
biased  by  including  premium  taxes,  return  on  capital  and  investment  income  for 
private  insurance.     For  private  insurance  the  estimate  is  11-12  percent.  The 
percentage  differential  is  converted  to  a  per  capita  difference,  which  implicitly 
assumes  that  the  marginal  overhead  cost  on  additional  benefits  should  be  zero. 

The  Citizen's  Fund  report  Premiums  without  Benefits:  Waste  and  Inefficiency 
in  the  Commercial  Health  Insurance  Industry  reports  that  administrative,  marketing 
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and  other  overhead  expense  of  commercial  insurance  accounted  for  $14.9  billion  in 

1988,  compared  to  $44.5  billion  of  claim  payments.  This  implies  an  expense  to 
claims  ratio  of  33.5  percent,  which  is  interpreted  as  a  measure  of  insurer 
efficiency.  These  figures  are  from  Best's  Aggregates  and  Averages,  Life -Health 

1989 .  They  are  not  representative  of  private  insurance  overall  because  they 
exclude  the  Blues  plans,  self- insured  firms  and  other  plans  such  as  HMOs. 

A  much  more  serious  bias  arises  from  the  failure  to  recognize  the 
administrative  function  that  commercial  insurers  perform  for  self- insured  firms. 
By  1990,  59  percent  of  employers  self- funded  their  group  health  plans  (Business 
Insurance,  January  28,  1991)  including  37%  of  firms  with  under  500  employees. 
These  firms  typically  employ  a  third-party  administrator  (TPA)  to  administer  the 
claims.  These  TPA  arrangements  come  in  many  forms,  including  minimum  premium  plans 
(MPP) ,   administrative  services  only  (ASO)  plans,  etc,  and  commercial  insurers  play 
a  very  active  role  in  this  market.6  A  common  feature  of  these  plans  is  that  they 
will  appear  to  have  a  very  high  expense-to-claims  or  expense-to-premium  ratio 
because  the  product  being  provided  by  the  insurer  is  primarily  administrative 
service,  not  risk  bearing.  An  insurer  performing  a  large  volume  of  TPA  business 
relative  to  traditional  insurance  will  appear  to  have  a  high  expense  ratio.  Indeed 
more  generally,  the  expense  ratio  of  any  insurer  tends  to  be  higher,  the  higher 
the  portion  of  the  risk  retained  by  the  insured.  Since  the  administrative  services 
include  claims  adjustment  for  the  entire  risk,  including  the  portion  retained  by 
the  policyholder,  the  reported  expense  ratio  is  grossly  upward  biased  as  a  measure 
of  the  true  overhead  rate. 


6For  example,  for  Aetna  Life  and  Casualty,  65%  of  their  business  on  a 
claims -paid  basis  was  administrative  services  only,  28%  under  minimum  premium 
plan  arrangements  and  only  7%  was  conventionally  insured.  Business  Insurance, 
January  28,  1991,  p.  12. 
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1.2     How  Much  is  Waste? 

The  assumption  underlying  the  view  that  insurance  overhead  is  a  measure  of 
the  (.  in) efficiency  of  private  insurance  is  that  it  is  all  pure  waste.  A  more 
careful  look  shows  that,  while  some  overhead  expense  may  be  waste  from  a  social 
perspective,  a  considerable  portion  corresponds  to  services  performed  by  the 
insurer  that  have  offsetting  benefits.  Most  of  these  insurer  functions  must  also 
be  performed  by  public  insurers  --  but  the  costs  do  not  appear  in  the  national 
health  accounts . 

The  breakdown  in  Table  1  gives  a  rough  idea  of  how  much  is  spent  on  the 
different  functions.  Commission  payments  to  agents  and  brokers  include 
underwriting  and  selling  expense,  and  possibly  some  claims  handling.  General 
administration  includes  these  expenses  as  incurred  by  the  company,  in  addition  to 
other  general  overhead  costs.  The  other  components  are  self  explanatory. 

Underwriting  expense      Medical  underwriting  accounts  for  a  very  small 
fraction  of  total  insurance  overhead  in  the  U.S.  because  it  is  not  used  in  the 
great  majority  of  employment -based  groups  that  account  for  over  80%  of  total 
insurance.7  Medical  underwriting  is  not  applied  in  the  59  percent  of  employers 
that  self-insure.8  Among  insured  firms,  78  percent  are  expience- rated  or  have  MPP 
plans  (Business  Insurance,  op.  cit.)  with  experience -rating,  the  firm's  premium 
for  year  t  is  related  to  its  claims  experience  in  year  t-1.  This  does  not  entail 
costly  individual -specific  medical  underwriting  or  wasteful  shifting  of 


individual  underwriting  is  sometimes  used  in  the  very  smallest  groups,  but 
they  are  a  very  small  fraction  of  the  premium  volume. 

8GA0  (1991b,  p.  9)  reports  that  56  percent  of  employees  are  in  self- insured 
firms.  The  percent  of  all  privately  insured  individuals  would  be  larger  because 
large  firms  are  more  likely  to  self- insure  and  they  cover  a  larger  fraction  of 
dependents . 
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individuals  among  insurers.  On  the  contrary,  experience-rating  reduces  the 
insurer's  incentives  for  selective  underwriting. 

Underwriting  expense  is  often  viewed  as  pure  waste  from  an  ailocative 
perspective  and  as  distributionally  undesirable.  This  overstates  the  case.  There 
may  be  some  ailocative  benefit,   if  the  expectation  of  a  higher  premium  encourages 
health  promoting  behavior.  The  marginal  deterrent  effect  is  probably  small,  given 
all  the  other  pecuniary  and  non-pecuniary  costs  associated  with  poor  health,  but 
is  probably  not  zero.9 

The  evaluation  of  distributional  effects  of  medical  underwriting  depends  not 
only  on  the  social  welfare  function  but  also  on  the  feasibility  of  using  other 
policy  tools  to  achieve  desired  distributional  goals.  Eliminating  medical 
underwriting  implies  cross  subsidies  from  the  healthy  and  others  with  low 
utilization,  to  those  in  poor  health  and  other  heavy  users  of  medical  care.  Poor 
health  does  not  necessarily  imply  low  income  and  heavy  medical  use  does  not 
necessarily  imply  poor  health.  Even  if  the  social  objective  is  greater  equality  of 
income  net  of  expenditures  on  health  insurance,  this  can  be  achieved  by  risk- 
rating  subsidies  to  health  insurance.  Financing  subsidies  to  high  risks  through 
general  revenue  has  more  desirable  distributional  and  ailocative  effects  than 
financing  the  subsidies  to  high  risks  from  the  low  risks  that  happen  to  be  in  the 
pool  that  is  community- rated  (Pauly  et  al.  1991).  Thus  to  the  extent  that  medical 
underwriting  is  considered  distributionally  undesirable  under  the  status  quo,  this 
is  a  reflection  on  the  failure  of  other  policies  to  make  coverage  affordable  to 
the  poor  and  high  risks,  rather  than  a  waste  intrinsic  to  private  insurance. 


9A  non-smoker  discount  may  not  be  enough  to  convince  an  addicted  smoker  to 
kick  the  habit.  But  the  premium  for  amateur  flyers  might  persuade  some  to  give 
up  occasional  recreational  flying. 
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Advertising  and  Selling  Expense    Advertising  and  selling  expense  is  minimal 
for  insurance  written  through  employment  or  other  large  groups,  and  negligible  for 
self- insured  plans.  Commissions  are  a  larger  percent  for  small  firms,  but  this  may 
include  some  claim  administration,  since  agents  sometimes  aid  clients  in  filing 
claims.10 

Claims  Administration      In  Table  1  Claims  Administration  is  the  largest 
overhead  component  for  large  firms  and  second  largest  for  other  size  classes, 
ignoring  risk  and  profit  (return  on  capital)  for  reasons  discussed  above.  Some 
portion  of  General  Administration  may  also  reflect  unallocable  claim 
administration  costs.11  Claim  administration  reflects  different  functions, 
depending  on  the  insurance  product.  In  fee -for- service ,  it  is  monitoring  and 
paying  claims.  Ia  managed  care  plans,  it  includes  the  costs  of  information  systems 
to  monitor  patient  and  provider  utilization  and  control  excessive  use. 

Claim  administration  is  not  pure  sraste,  even  if  it  involves  denying  coverage 
and  imposes  costs  on  patients  and  providers.  The  essential  function  being 
performed  is  controlling  the  provider  and  patient  incentive  to  overuse  medical 
care  (moral  hazard)  that  is  created  by  insurance,  whether  private  or  public. 
Insurance  provides  financial  protection  by  reducing  point-of -purchase  prices  to 
patients.  This  creates  incentives  for  patients  to  use  services  that  are  worth  less 
than  their  full  cost,  and  providers  tend  to  be  willing  to  go  along,  since  this 
best  serves  the  interest  of  the  individual  patient  and  (in  conventional  insurance) 

"The  question  of  waste  induced  by  excessive  or  spurious  deceptive  diversity 
in  insurance  plans,  i.e.  products  that  differ  only  superficially,  without  real 
distinction  is  discussed  in  section  1.3. 

"Property  casualty  insurers  distinguish  allocated  loss  adjustment  costs 
(those  that  can  be  attributed  to  specific  claims)  and  unallocated  loss  adjustment 
costs,  that  includes  joint  costs  of  the  claim  handling  department.  Health 
insurers  do  not  report  this  breakdown;  however,  an  unallocated  component  may  be 
included  in  General  Administration. 
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also  benefits  the  provider's  pocket  book  in  the  short  run.  But  because  premiums 
for  the  group  must  cover  the  full  cost,  in  the  long  run  consumers  prefer  insurance 
contracts  that  control  utilization  of  care  that  is  not  worth  its  cost. 

One  of  the  main  dimensions  of  competition  in  private  insurance  markets  is  in 
devising  better  ways  of  controlling  moral  hazard.  These  include  structured  co- 
payments  as  in  point-of -services  plans,  utilization  review,  limits  on  some 
services,  and  provider- targeted  financial  incentives  such  as  capitation  and  other 
forms  of  prospective  reimbursement.  These  strategies  entail  costs  to  insurers,  of 
billing,  information  systems,  monitoring  and  contract  negotiation  and  enforcement. 
They  also  impose  costs  on  providers  and  patients.  The  alleged  increase  in  overhead 
expense  during  the  1980s  is  not  surprising,  since  it  was  a  time  of  intense 
innovation  in  strategies  to  control  moral  hazard. 

That  expenditure  on  controlling  moral  hazard  is  not  waste  is  obvious  if  one 
considers  the  premium  cost  and  waste  that  would  result  in  the  absence  of  any 
controls,  i.e.  if  care  were  free  and  all  care  demanded  at  zero  price  were 
provided.  Competitive  insurers  have  incentives  to  incur  costs  to  control  moral 
hazard  only  as  long  as  it  generates  at  least  equivalent  reduction  in  the 
deadweight  loss  from  moral  hazard.  Thus  from  the  patient's  perspective  the  total 
overhead  cost  on  insurance  is  the  sum  of  the  measured  overhead  and  the  deadweight 
loss  from  use  of  care  worth  less  than  its  cost.  Effectively,  the  deadweight  loss 
is  an  additional  loading  charge  of  insurance.12  Competition  creates  incentives  to 
maximize  the  net  benefit  of  consumers,  i.e.  to  minimize  the  sum  of  these  two 

"The  after- tax  gross  price  of  insured  medical  benefits  B  is: 
P  -  B(l+m)(l-t),  where  m  is  the  administrative  load  and  t  is  the  marginal  tax 
rate.  The  value,  in  terms  of  after  tax  dollars,  is  V  -  B(l-g)  (1-t)  where  g  is 
the  deadweight  loss  discount.  The  net  price  is: 

N  -  P-V  -  B(l-t)[(l+m)  -  (1-g)]  -  B(l-t)(m+g). 
The  competitive  firm  would  set  m  to  minimize  N,  which  implies  £g  -  -1. 

dm 
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components  of  overhead.  There  is  no  reason  to  believe  that  the  resulting  costs 
would  be  socially  excessive,  in  a  second  best  sense  recognizing  information  cost, 
in  the  absence  of  other  distortions.  However  the  current  tax  subsidy  to  employer 
contributions  subsidizes  spending  on  insurance  overhead  as  well  as  the  cost  of 
medical  services.  Overhead  spending  under  the  status  quo  is  therefore  likely  to  be 
excessive  and  higher  than  it  would  be  if  open-ended  tax  subsidies  were  eliminated. 

With  this  caveat  on  account  of  the  tax  subsidy,  the  emerging  dominance  of 
hybrid,  point  of  service  plans  is  strong  evidence  that  consumers  differ  in  their 
willingness  to  accept  co-payment  or  limited  choice  of  provider,  that  this  differs 
by  type  of  medical  service  and  that  many  consumers  are  willing  to  pay  the  slightly 
higher  administrative  costs  that  this  level  of  plan  complexity  entails. 

Once  claim  administration  cost  is  seen  as  an  investment  to  reduce  other 
deadweight  costs,  and  the  benefits  to  consumers  of  the  other  components  of 
overhead  are  recognized,  it  is  clear  that    the  expense- to -claims  ratio  is  not  a 
valid  measure  of  the  efficiency  of  an  insurer  from  the  consumer's  perspective 
(see,  for  example,  Citizen's  Fund,  1991,  p.  11),  even  if  the  expenses  and  claims 
paid  pertained  to  the  same  policies,  which  in  this  report  they  do  not. 

1.3    Do  Private  Insurers  Impose  Excessive  Burdens  on  Providers  and  Patients? 

The  costs  that  private  insurers  impose  on  physicians  and  hospitals,  to  file 
claims  and  conform  to  other  contractual  terms,  are  estimated  to  exceed  the 
overhead  costs  incurred  by  the  insurers  directly.  Woolhandler  and  Himmelstein 
(1991)  estimate  that  physicians  spent  an  average  of  six  minutes  on  each  Medicare 
and  Blue  Shield  claim.  Extrapolating  to  all  other  insurance  plans,  they  estimate  a 
total  cost  of  134.4  hours  per  physician,  4.4  percent  of  his  or  her  total 
professional  activity,  valued  at  $4.5  billion  dollars.  This  is  in  addition  to  the 
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time  of  clerical  staff,  estimated  at  $44. 9b.   Even  if  these  estimates  are 
inflated  --  6  minutes  of  physician  time  per  claim  seems  excessive  even  for  Blue 
Shield,   and  certainly  for  capitation  and  salary-based  plans  --  it  is  certainly 
true  that  insurance  that  controls  moral  hazard  through  prices  and  information- 
based  strategies  will  entail  higher  reported  overhead  accounting  costs  for 
providers  than  insurance  that  relies  on  patient  time  and  other  non-price  forms  of 
rationing,  and  that  these  provider  overhead  costs  may  increase  with  the  diversity 
of  insurance  plans . 

The  question  therefore  arises  whether  competitive  markets  would  result  in 
excessive  complexity  and  diversity  in  the  methods  used  to  control  moral  hazard  and 
impose  excessive  costs  on  patients  and  providers.  Moral  hazard  control  requires 
time  and  effort  of  patients  and  of  providers,  filling  in  forms,  proving  that  the 
services  were  medically  justified,  were  appropriately  priced  and  covered  by  the 
terms  of  the  insurance  contract,  etc.  Do  insurers  tend  to  ignore  these  costs,  to 
treat  the  time  of  providers  and  patients  as  a  free  resource,  or  do  they  have 
incentives  to  internalize  these  costs  and  appropriately  price  the  patient  and 
provider  inputs? 

In  the  case  of  patients,  it  is  clear  that  time  costs  are  internalized  to 
insurers.  If  plan  A  requires  more  complex  forms,  delay  and  other  inconvenience  to 
obtain  reimbursement  or  get  approval  for  services  than  plan  B,  a  patient  would 
enrol  in  plan  A  only  if  the  premium  is  sufficiently  lower  or  plan  A  has  other 
offsetting  advantages,  such  as  more  freedom  of  choice.  Thus  time  and  other  costs 
imposed  on  patients  by  the  insurer's  moral  hazard  control  strategies  are 
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internalized  to  insurers  through  patients'  choice  of  plans  and  the  premiums  that 
they  are  willing  to  pay.13 

Now  consider  providers.  The  level  of  reimbursement  that  a  provider  requires 
to  accept  insurer  A's  patients  depends  on  the  costs  associated  with  billing, 
utilization  review,  financial  risk  if  the  plan  has  capitation  features,  etc.  Thus 
the  terms  on  which  providers  are  willing  to  serve  an  insurer's  patients  --  or 
contract  directly  with  the  insurer,   in  the  case  of  an  HMO  or  PPO  --  internalize  to 
the  insurer  the  paperwork  and  time  costs  that  the  plan  imposes  on  the  provider. 
For  example,  a  physician  who  has  a  very  low  tolerance  for  paperwork  would  require 
a  higher  effective  hourly  wage  for  participating  in  a  point-of -purchase  plan  than 
in  a  salaried  staff  model  HMO,  other  things  equal. 

Thus  the  diversity  of  insurance  plans  that  emerges  in  competitive  insurance 
markets  reflects  the  willingness  of  patients  to  trade-off  between  higher  premiums 
and  the  paperwork  and  restrictions  on  freedom  entailed  by  various  forms  of  moral 
hazard  control,  on  the  demand  side  of  the  market,  and  the  willingness  of  providers 
to  trade  off  between  higher  reimbursement,   freedom  of  practice  style  and 
administrative  expense,  on  the  supply  side. 

If  the  market  were  sufficiently  large,   in  terms  of  patient  density  per  square 
mile,  and  compliance  costs  were  unidimensional ,  market  equilibrium  would  entail 
perfect  specialization  by  providers,  in  standard  Tibout  fashion.  Each  provider 
would  specialize  in  serving  patients  of  one  type  of  insurance  plan  and  pure 
diversity  costs  to  providers  (i.e.  the  excess  cost  of  contracting  with  more  than 
one  plan)  would  be  nil.  The  more  homogeneous  are  patient  preferences,  the  more 
likeLy  that  a  provider  could  achieve  his  desired  patient  load  with  only  one  type 

13In  group  plans  the  willingness- to -pay  of  benefits  managers  internalize  the 
hassle  costs  that  an  insurer  imposes  on  them  and,  indirectly,  those  of  patients. 
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of  plan.   But  if  patient  preferences  are  very  heterogeneous,   the  equilibrium  number 
and  diversity  of  plan  types  will  be  higher  and  the  average  number  of  plans  per 
provider  will  be  greater.   In  population-dense  areas,  equilibrium  will  entail  a 
range  of  degrees  of  provider  specialization,  depending  on  their  tolerance  for 
administrative  hassle.1*  Specialization  will  be  less  if  plan- imposed  costs  are 
multidimensional  and  providers  prefer  diversification.  In  particular,  if 
capitation  plans  entail  more  financial  risk  (and  this  cannot  be  diversified 
through  capital  markets),  but  fee -for- service  plans  entail  more  paperwork,  then 
the  optimal  patient  load  for  a  risk-averse  physician  may  be  a  mix  of  capitated  and 
fee -for- service  patients. 

Excessive  diversity  and  excessive  costs  for  providers,  patients  and  insurers 
can  arise  if  insurance  markets  are  imperfectly  competitive,  for  example,  because 
consumers  and  providers  are  imperfectly  informed  about  each  plan's  true  "quality". 
For  example,  if  plan  B's  utilization  review  (UR)  requires  different  procedures 
than  plan  A's  but  they  are  operationally  identical,  there  is  no  allocative  benefit 
from  adding  plan  B,  given  plan  A,  and  any  additional  cost  from  adding  plan  B  is 
waste.   If  marginal  costs  are  the  same  for  both  plans  and  both  are  operating  at 
minimum  efficient  scale,  then  waste  arises  if  each  additional  plan  entails  a  fixed 
cost  for  the  plan  and  for  providers.     In  general,  consider  an  equilibrium  in  a 
monopolistically  competitive  market  with  n  spuriously  different  plans,  each  of 
minimum  efficient  scale,  with  each  provider  participating  in  m  plans,  with  a  fixed 


"Exclusive  insurer-provider  contracts  --  where  physicians  are  required  to 
serve  patients  of  only  one  insurer,  rather  than  it  being  a  voluntary  choice  -- 
can  be  explained  by  spill-over  effects  from  plan  A's  investments  in  moral  hazard 
control  to  plan  B's. 
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cost  per  plan  of  $X  incurred  by  the  plan  and  $Y  per  provider.  The  excess  cost  is 
(n-l)$X  +  (m-l)$Y.15 

This  is  an  upper  bound  on  the  waste  from  spurious  diversity  for  two  reasons. 
First,   a  "me-too"  plan  B  that  was  considering  entering  the  market  would  be  more 
attractive  to  providers  if  it  eliminated  the  added  fixed  cost  to  providers  by 
copying  plan  A's  forms  and  strategies.  Thus  in  the  absence  of  strong  copyright 
protections  --that  do  not  apply  to  most  cost-control  processes  --  competitive 
pressures  should  reduce  excess  diversity  costs  on  providers.  Second,  remaining 
diversity  costs  are  further  reduced  by  intermediation.  An  intermediary  can  enter 
the  market  and  reduce  costs  to  providers  by  consolidating  the  n  different  forms 
into  a  single  form,  or  operate  a  single  UR  program,  if  differences  truly  are 
spurious.  Intermediation  to  consolidate  billing  for  providers  and  reduce 
transactions  costs  for  employers  is  increasingly  common.  Intermediation  will  occur 
until  net  savings  are  exhausted  at  the  margin,  but  of  course  the  total  costs  of 
intermediation  and  of  the  remaining  diversity  are  not  zero.  But  since 
intermediation  can  reduce  the  costs  of  dealing  with  beneficial/real  diversity  as 
well  as  wasteful/spurious  diversity,  the  growth  of  intermediation  is  not 
necessarily  proof  of  excessive  diversity. 

Since  the  potential  for  excessive  diversity  exists  in  all  markets,  but  is  not 
normally  considered  a  reason  for  preferring  a  public  monopoly,  are  there  reasons 
why  health  insurance  markets  may  be  different?  The  propensity  for  excessive  entry 
is  directly  related  to  the  potential  monopoly  profit.     There  is  no  reason  to  think 
that  potential  monopoly  profits  are  large  in  health  insurance,  particularly  given 


15There  may  also  a  deadweight  loss  from  suboptimal  consumption,  to  the 
degree  that  price  exceeds  the  competitive  level  because  of  excessive  fixed  costs 
and  demand  elasticity  for  insured  medical  services  is  non-zero. 
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the  feasibility  of  self -  insurance  even  for  small  employers.16  Consumer 
information  ex  ante  may  be  imperfect,  but  this  is  greatly  reduced  by  the  role  of 
benefit  managers  and  agents.  Moreover  consumers  gain  information  from  experience 
much  more  rapidly  with  health  insurance  than  with  other  forms  of  insurance  where 
claims  are  less  frequent.  Product  proliferation  with  what  appear  to  be  only 
marginal  differences  and  the  existence  of  intermediaries  as  consolidators  is 
present  in  many  financial  services  markets  and  is  not  generally  viewed  as  a  reason 
for  assuming  that  a  government  monopoly  would  improve  efficiency. 

However,  two  features  distinguish  health  insurance  markets  and  increase  the 
likelihood  of  excessive  diversity.  First,  the  tax  subsidy  to  insured  medical 
services  distorts  the  price  that  consumers  face  for  the  insurance  component  of  the 
bundle  as  well  as  the  medical  services  component.  This  subsidy  may  lead  to 
excessive  expenditures  on  insurance  functions,  including  claim  administration,  and 
this  may  lead  to  excessive  diversity. 

Second,  the  regulation- induced  distortion  of  the  price  of  self -  insurance 
relative  to  commercial  insurance  may  encourage  excessive  plan  proliferation.  The 
number  of  self- insured  firms  has  increased  over  time  as  the  cost  of  commercial 
insurance  relative  to  self -  insurance  has  increased,  due  to  the  proliferation  of 
s  tate  -  mandated  benefits,  high  risk  pools,17  free  choice  laws  and  other 
constraints  on  PPOs  and  UR.  To  the  extent  that  there  are  fixed  costs  per  plan, 
this  results  in  an  excessive  number  of  plans  and  excessive  overhead  costs  for 
insurers  and  providers  system-wide.     The  regulation  of  commercial  insurers, 

16In  1990  37  percent  of  employers  with  fewer  than  500  workers  self- funded 
their  group  health  plans.     Business  Insurance,  January  28,  1991. 

17In  some  states  the  deficit  of  the  high  risk  pool  is  recouped  from 
commercial  insurers  that  must  participate  in  the  pool.  This  cost  must  ultimately 
be  passed  on  as  a  cost  of  commercial  insurance.  Self- insured  firms  are  exempt 
from  the  pools. 
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together  with  the  ERISA  exemption,  acts  as  a  subsidy  to  diversity  so  will  increase 
the  waste  entailed  by  excessive  fixed  costs.  However  if  providers'  contractual 
terms  for  participating  in  employer -sponsored  plans  accurately  reflect  the  costs 
that  the  added  diversity  imposes  on  them,  this  is  internalized  to  employers  and 
excessive  proliferation  of  types  of  coverage  and  associated  costs  on  providers 
should  be  minimal . 

In  conclusion,  private  health  insurance  markets  in  the  U.S.  probably  do 
entail  waste  due  excessive  diversity  and  the  associated  costs  incurred  by  insurers 
and  providers.  But  this  is  due  largely  to  the  tax  subsidy  and  the  distortion  in 
the  price  of  self -  insurance  relative  to  commercial  insurance  due  to  state 
regulation  of  commercial  insurers  and  the  ERISA  exemption.  Excessive  diversity  is 
not  intrinsic  to  private  insurance  markets  because  the  costs  that  insurers  impose 
on  providers  and  patients  are  internalized  through  input  and  product  prices. 
Absent  these  distortions,  there  is  no  more  reason  to  expect  excessive  diversity  in 
health  insurance  than  in  other  financial  services  markets. 

The  presumption  that  insurers  internalize  the  paperwork  costs  that  they 
impose  on  patients  and  providers  and  therefore  have  appropriate  incentives  (absent 
the  tax  subsidy  and  ERISA)  does  not  apply  to  the  Medicare  and  Medicaid.  Costs  that 
these  programs  incur  directly  and  costs  that  they  impose  on  providers  and  patients 
may  therefore  be  excessive. 

1.5    Risk  and  Profit 

The  overhead  component  denoted  Risk  and  Profit  reflects  the  risk  adjusted 
return  on  capital  held  by  insurers.  Despite  the  law  of  large  number,  insurers  do 
not  face  zero  risk  even  when  writing  very  large  groups.  Some  economy-wide  factors 
shift  the  loss  distribution  for  all  insureds        unanticipated  increases  in  medical 
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input  prices,  changes  in  technologies  etc.  Risks  related  to  common  shocks  are  not 
diversified  through  pooling  large  numbers  from  the  same  risk  pool.18  Insurers 
therefore  hold  buffer  finds  --  capital  or  surplus  --  and  the  probability  of  being 
able  to  pay  claims  is  directly  related  to  the  value  of  capital  relative  to 
liabilities,  other  things  equal.  There  are  costs  to  holding  capital,  even  if 
invested  in  market  assets,  because  of  double  taxation  and  possibly  fiduciary  risk 
to  suppliers  of  capital.  The  return  on  capital  is  therefore  a  cost  of  supplying 
"quality"  insurance  in  a  world  where  macroeconomic  factors  are  uncertain. 

Public  insurers  face  similar  risks  but  most  public  programs  do  not  hold 
adequate  buffer  funds.  Unanticipated  shocks  to  the  loss  distribution  are  simply 
shifted  to  either  tax  payers,  through  tax  increases  or  reductions  in  other 
government  programs,  or  borne  by  providers  or  patients  through  denial  of  service 
or  delayed  reimbursement.  In  the  U.S.,  the  increase  in  tax  rates  to  shore  up  the 
Medicare  HI  trust  fund  illustrates  risk- shifting  to  taxpayers;  Medicaid  budget 
caps  that  have  resulted  in  delayed  or  partial  reimbursement  of  providers  is  a  way 
of  shifting  risk  to  providers  and  possibly  to  patients,  if  provider  willingness  to 
take  Medicaid  patients  is  reduced. 

In  Canada,  provincial  governments  have  picked  up  deficits  of  hospitals  that 
are  unwilling  or  unable  to  stay  within  their  budgets  (Evans  et  al.  1989),  thereby 
shifting  costs  to  either  taxpayers  or  other  program  beneficiaries,  depending  on 
how  the  overall  provincial  budget  is  brought  into  balance.  Physician  expenditure 
targets  shift  risk  to  providers  and  to  patients,  if  physicians  reduce  hours  of 
work  as  expenditure  targets  are  approached. 


18  Diversification  across  lines  of  insurance  or  in  general  capital  markets 
may  reduce  this  risk  but  only  at  some  cost. 
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Thus  public  insurers  face  risks  similar  to  those  of  private  insurers, 
although  public  programs  are  not  constrained  by  competitive  markets  to  hold 
prudent  reserves  and  their  accounting  data  do  not  reflect  the  real  cost  of  risk- 
bearing  that  is  borne  by  taxpayers,  providers  or  patients.     The  real  cost  of  risk 
in  public  systems  may  be  higher  because  it  is  borne  by  individuals  who  are  not 
specialized  in  risk-bearing,  in  contrast  to  private  insurers  that  diversify 
through  capital  markets.     Indeed  the  bearing  of  risk  in  public  systems  is 
particularly  inefficient,  to  the  extent  that  risk  is  shifted  to  patients  and 
providers  who  incur  other  losses  that  are  positively  correlated  with  the  shock  to 
the  public  medical  system  --  for  example,  an  economic  downturn  may  leave  a  patient 
unemployed  and  unable  to  find  a  doctor  if  public  deficits  have  stalled 
reimbursement  through  public  programs. 

The  cost  of  risk  bearing  could  be  lower  in  a  public  monopoly  system  if 
monopoly  in  fact  reduces  risk.  It  does  reduce  firm-specific  risk  related  to  market 
share  and  risk  selection,  but  this  is  likely  to  be  small.  The  argument  more  often 
made  is  that  monopoly  insurers  reduce  risk  because  of  the  larger  risk  pool.  But 
gains  from  risk- reduction  due  to  the  law  of  large  numbers  are  eliminated  at  fairly 
small  scale,  or  are  offset  by  diseconomies  of  scale  in  other  functions.19  To  the 
extent  that  there  are  scale  economies,  firms  that  are  at  less  than  minimum 
efficient  scale  will  not  survive  in  competitive  markets.     The  co-survival  of 
health  insurers  of  very  different  size  classes  over  long  periods  is  string 
evidence  against  significant  economies  of  scale,  possibly  because  small  Insurers, 
particularly  HMOs,  have  a  comparative  advantage  in  other  insurance  functions  such 


19Several  studies  of  economies  of  scale  in  insurance  have  concluded  that 
returns  to  scale  are  constant  over  a  very  large  range.  Doherty  (  ),  Butler  and 
Worral  (  ). 
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as  monitoring  providers,  and  can  use  reinsurance  to  exploit  all  the  gains  from 
pooling. 

2.       OVERHEAD  COSTS  IN  CANADA 

Overhead  costs  of  health  insurance,  properly  defined,  include  all  deadweight 
costs  associated  with  the  consumption  of  insured  medical  services.  A  public 
monopoly  insurer  such  as  Canada  incurs  significant  costs  of  controlling  moral 
hazard  that  are  the  analogue  of  claim  administration  expense  of  private  insurers, 
and  significant  hidden  costs  of  using  tax-based  financing,  that  are  the  analogue 
of  billing  expense. 

2 . 1    Hidden  Costs  of  Non-Price.  Non- Information-Based  Rationing 

Establishing  a  public  monopoly  insurer  does  not  eliminate  the  imperfect 
information  and  conflicts  of  interest  that  arise  in  the  complex  agency 
relationships  between  insurer,  providers  and  patients.  Because  the  moral  hazard 
incentives  for  patients  and  providers  remain,  public  systems  must  employ  some 
mechanisms  to  restrain  use  if  expenditures  are  to  be  controlled. 

Public  insurers  appear  to  use  a  much  more  limited  range  of  strategies  to 
control  moral  hazard.  The  similarity  in  cost  control  mechanisms  between  Canada, 
Germany  and  Japan  --  where  physicians  remain  independent  private  contractors  and 
hospitals  are  quasi -private ,  not-for-profit  entities  --is  striking.20  All  three 
countries  have  relied  initially  on  fee  schedules  to  control  physicians' 
expenditures,  with  no  patient  co-payment  and  no  system  of  utilization  review, 
managed  care  or  provider  capitation.  Since  fee  controls  alone  have  been  partially 

20It  may  reflect  the  greater  influence  of  provider  organizations  in  public 
monopoly  systems. 
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circumvented  by  unbundling  and  increase  in  volume  of  services,  expenditure  targets 
have  been  added  in  some  provinces  in  Canada  and  in  Germany,  under  strong 
opposition  from  physician  groups.  For  hospitals  Canada  uses  annual  budget  caps  for 
operating  revenues  and  direct  control  over  capital  purchases. 

In  Canada  all  covered  services  are  free  to  patients  and  there  are  no  provider 
or  patient-specific  information  systems.  Reported  overhead  costs  of  the  public 
insurer  and  providers  are  therefore  necessarily  lower  than  under  the  complex 
systems  of  co-payment,  utilizatior  review,  capitation  and  managed  care  used  by 
private  insurers . 

The  public  sector  analogue  to  private  sector  claims  administration  expense 
includes:  excess  patient  time  costs  that  result  from  proliferation  of  multiple 
short  visits  in  response  to  controls  on  physicians'  fees;  foregone  productivity 
and  quality  of  life  from  delay  in  access  to  surgical  procedures  or  total  non- 
availability; and  loss  in  producer  surplus  due  to  underemployment  of  some  medical 
inputs . 21 

Public  systems  that  are  monopoly  providers  of  insurance  to  patients  and 
monopsony  payers  to  providers  have  weaker  incentives  than  private  insurers  to  seek 
out  the  most  efficient  strategies  for  controlling  patient  and  provider  moral 
hazard.   It  would  therefore  not  be  surprising  if  the  real  overhead  costs  from  cost 
control  strategies  used  by  public  insurers  were  higher  than  under  private 
insurance . 


210f  course  use  of  co-payments  and  utilization  review  entails  rationing. 
This  is  inevitable  and  optimal  given  scarce  resources  and  excess  demand  induced 
by  moral  hazard.  But  rationing  by  co-payment  entails  no  excess-burden  (other  than 
the  administrative  costs  already  discussed) ;  it  also  need  not  violate  equity 
concerns,  given  appropriate  income- targeted  subsidies  to  assure  that  insurance 
is  universally  affordable.  Information-based  UR  entails  no  excess  burden  (other 
than  the  administrative  cost  already  discussed)  if  it  eliminates  care  that  would 
cost  more  than  it  is  worth. 
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Patient  time  costs 

In  Canada  physicians  bill  fee -for -service  and  are  reimbursed  according  to  a 
fee  schedule  that  is  uniform  province -wide .  The  rate  of  increase  of  fees  has 
lagged  behind  the  general  rate  of  inflation.  Physician  visits  are  essentially  free 
to  patients.22    Since  controls  on  the  fee  per  visit  do  not  change  the  opportunity 
cost  of  the  physician's  time  in  the  short  run,  adjustment  has  occurred  in  the 
uncontrolled  dimensions  of  services.  The  simplest  response  is  unbundling  and 
upcoding,  which  entail  no  deadweight  loss  (other  than  additional  billing  expense) 
but  defeat  the  attempt  to  control  total  budgets.  The  provincial  government 
response  to  unbundling  has  been  to  define  composite  visits,  inclusive  of  lab  tests 
and  other  ancillary  services.23 

The  next  level  of  response  is  to  reduce  the  time  per  visit.  This  is  most 
extreme  in  Japan,  where  the  average  length  of  a  GP  visit  is  5  minutes.  The  result 
is  a  significant  increase  in  the  patient  time  costs  of  obtaining  medical  care, 
since  each  visit    entails  fixed  costs  of  travel  and  waiting  in  the  office,  that 
are  approximately  invariant  to  the  duration  of  the  visit.  Patient  time  costs  and 
quality  deterioration  appear  to  be  the  main  rationing  devices  in  the  physician 
services  market  in  these  countries. 

The  magnitude  of  these  patient  time  costs,  which  are  excluded  from  the 
national  health  accounts,  is  potentially  significant.  A  rough  lower  bound  estimate 


"Federal  reimbursement  is  reduced  by  $1  for  every  $1  raised  in  patient  co- 
payments,  which  has  led  provinces  to  abstain  from  using  co-payments  officially. 
However  some  physicians  charge  patients  an  annual  fee  for  the  right  to  be  on 
their  roster.  This  is  more  common  for  the  highest  skilled  specialists  and  more 
generally  for  physicians  in  specialties  where  supply  has  been  constrained. 

23In  Japan,  the  fees  for  ancillary  services  have  been  kept  very  low,  but 
physicians  are  permitted  to  dispense  drugs.  Drug  use  per  capita  is  the  highest 
in  the  world.  To  the  extent  that  this  entails  adverse  side  effects,  this  cost 
should  be  included  as  a  hidden  cost  of  fee  controls  in  Japan. 
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can  be  obtained,   given  estimates  of  demand  elasticity  and  current  expenditures  on 
physicians'  services,  as  illustrated  in  Figure  1,  which  represents  the  market 
demand  for  and  supply  of  hours  by  physicians  under  price  and  time  rationing. 

Consider  first  a  system  of  universal  coverage  delivered  through  competing 
private  health  insurers,  with  income- targeted  subsidies  to  make  coverage 
affordable  to  all.2*  The  demand  curve  is  OEQi  in  Figure  1  and  supply  is  S0.  The 
hourly  wage  for  physicians  is  W0  and  quantity  of  hours  supplied  is  Q0.  To  keep 
things  simple,  assume  that  W0  is  also  the  price  to  patients.  Patients  incur  some 
time  cost  but  in  competitive  markets  physicians  have  incentives  to  internalize 
patients'   time  costs  so  care  is  produced  with  the  efficient  input  mix  including 
time  of  the  patient,   the  physician  and  other  medical  inputs.  The  demand  curve  0EQ1 
reflects  demand,  assuming  optimal  adjustment  of  time  price. 

Now  assume  that  this  is  replaced  by  a  public  monopoly  national  health 
insurance  (NHI)  scheme,  that  fees  are  initially  regulated  at  a  level  that  is 
consistent  with  W0,  and  care  is  free  to  patients.  When  the  price  of  care  to 
patients  drops  to  zero,   the  quantity  demanded  at  the  pre-NHI  time  cost  would  be 
Q1 .  But  since  only  Q0  hours  will  be  supplied,  physicians  face  excess  demand  and 
can  reduce  the  length  of  visit,  increasing  time  costs  per  visit  for  patients. 

The  area  A  is  a  lower  bound  on  the  deadweight  loss  due  of  additional  patient 
time  costs  that  must  be  incurred  in  order  to  restore  equilibrium.  It  is  a  lower 
bound  because  it  assumes  that  patients  who  drop  out  due  to  the  higher  time  costs 
are  those  with  the  most  trivial  complaints .  But  if  there  is  no  correlation  between 
willingness  to  pay  in  time  and  money,  then  rationing  is  essentially  random  and  the 
relevant  demand  curve  is  OQ0.  Equilibrium  on  the  demand  entails  a  total  deadweight- 


2*For  a  detailed  description  of  such  a  system,  see  Pauly  et  al.  1991. 
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loss  is  A  +  B,  where  B  reflects  foregone  benefits  because  some  more  serious 
medical  conditions  are  being  displaced  by  more  minor  medical  conditions. 

The  magnitude  of  the  A  can  be  approximated,   assuming  a  linear  demand  curve, 
as  1/2  E  PQ,  where  E  is  the  money  price  elasticity  of  demand  and  PQ  is  total 
expenditures.  Using  an  estimate  of  demand  elasticity  for  GP  services  of  0.2,  this 
would  imply  that  a  lower  bound  on  the  deadweight  loss  from  non-optimal 
substitution  of  patient  time  for  physician  time  is  10  percent  of  total 
expenditures  on  physicians'  services.25    If  rationing  by  patient  time  costs  is 
relatively  inefficient  at  selecting  out  the  medically  more  needy  cases,  then  the 
true  deadweight  loss  in  Canada  is  closer  to  A  +  B.     Information-based  utilization 
review  is  not  used  to  ration  out  the  relatively  low-valued  services  on  the  demand 
segment  EQX. 

The  area  A  (or  A  +  B)  is  further  downward  biased  as  an  estimate  of  the 
deadweight  loss  of  non-price,  non- information-based  rationing  if  uniform  fee 
schedules  reduce  physicians'  hourly  earnings  below  market  W0  in  all  or  some  areas 
of  the  country,  which  is  more  likely  with  expenditure  targets.26  If  the  effective 
hourly  wage,  after  optimal  adjustments  in  length  of  visit  and  unbundling,  is 
reduced  to  Wlt  then  hours  supplied  fall  to  Qa  and  the  deadweight  loss  incurred  by 
patients  increases  to  include  at  minimum  the  area  Q0Q2FE.  There  is  also  a  loss  of 
producer  surplus  to  physicians,  equal  to  w"0WjGE.     With  random  rationing, 
deadweight  loss  to  consumers  would  be  even  higher. 


-  25Manning  et  al.  (1987)  estimate  a  demand  elasticity  for  outpatient  care  in 
the  range  . 1  -   .  3 . 

26The  effects  of  uniform  fee  schedules  on  physicians'  location  decisions  and 
on  equilibrium  conditions  in  desirable  and  undesirable  locations  are  discussed 
in  Lindsay  et  al.  (1978). 
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The  situation  with  reduction  in  total  physician  hours  supplied  is 
particularly  likely  in  areas  where  environment  or  other  factors  are  considered 
"undesirable."  Since  fees  and  monetary  incomes  cannot  rise  in  these  areas  to 
compensate  for  the  undesirable  amenities,  physicians  will  tend  to  relocate  to  more 
desirable  areas. 

Conversely,  the  influx  of  physicians  to  more  desirable  areas,  with  uniform 
fee  schedules  preventing  downward  pressure  on  fees,  implies  that  deadweight  time 
costs  could  be  less  than  the  area  A  (or  A  +  B) .  Waits  will  be  shorter,  visits 
longer  and  more  trivial  medical  conditions  will  be  treated  than  in  less  desirable 
areas.  The  discrepancy  in  access  to  medical  care  between  desirable  and  undesirable 
areas  is  therefore  predicted  to  increase  with  uniform  fee  schedules.  Lindsay. et 
al.   (1978)  report  evidence  that  is  consistent  with  this  prediction,  that  the 
physician/population  ratio  has  increased  more  rapidly  in  urban  areas  since  the 
introduction  of  national  health  insurance  in  Canada.27 

Fuchs  and  Hahn  (1990)  estimate  that  the  quantity  of  physicians'  evaluation 
and  management  services  per  capita  is  56  percent  higher  in  Canada  than  the  U.S.; 
for  procedures  the  difference  is  20  percent  and  the  overall  average  is  39  percent 
more  in  Canada.  They  also  estimate  that  the  U.S.  used  84  percent  more  real 
resources  than  does  Canada  to  produce  a  given  quantity  of  physicians'  services. 
They  infer  from  these  data  that  Canadians  receive  more  physicians'  services  per 


27A  similar  pattern  in  the  U.S.  can  be  explained  largely  by  the  increase  in 
the  ratio  of  specialists  to  generalists  in  the  physician  population  in  the  U.S. 
(Newhouse  et  al.,  1986).  This  explanation  is  less  plausible  in  Canada,  where  the 
ratio  of  specialists  to  GPs  is  much  lower.  Fuchs  and  Hahn  (1990)  report  a  ratio 
of  specialists  to  GPs  and  FPs  of  6.54  for  the  U.S.  and  1.28  for  Canada  in  1985. 
This  is  not  immediately  relevant  to  the  change  in  the  ratio  over  the  period  of 
the  Lindsay  et  al.  study,  but  it  does  reflect  the  general  policy  of  the  Canadian 
government  of  using  both  training  allocations  and  fee  schedules  to  discourage 
specialists. 
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capita  and  that  the  services  are  produced  more  efficiently.  Unfortunately  the 
average  length  of  the  physician-patient  encounter  is  not  reported. 

An  alternative  interpretation  of  these  data  is  that  the  average  duration  of 
visit  is  shorter  in  Canada,  and  that  medical  services  are  produced  with  a  higher 
ratio  of  patient  time  to  physician  time  and  other  medical  inputs,  because  this  is 
a  rational  response  to  constraints  on  reimbursement  for  physicians  and  other 
medical  inputs  and  a  zero  money  price  to  patients.  These  1985  data  pre-date  the 
implementation  of  binding  expenditure  ceilings  in  some  provinces.  If  expenditure 
limits  become  more  widespread  and  more  binding,  an  increase  in  the  hidden  costs  of 
underutilization  of  physician  manpower  is  likely,  as  physicians  cut  back  on  their 
hours  of  work. 

In  Japan  the  increase  in  patient  time  costs  is  more  dramatic  because  fee 
controls  have  been  more  stringent.  Average  length  of  visit  is  roughly  five  minutes 
and  the  Japanese  on  average  make  12  physician  visits  per  annum,  or  roughly  three 
times  as  many  as  Americans,  where  the  average  visit  length  is  15-20  minutes. 

The  relative  mix  of  patient  time  and  physician  inputs  that  has  emerged  in  the 
U.S.  is  unlikely  to  be  a  first  best  or  even  a  second  best  (subject  to  information 
constraints),  because  of  the  tax  subsidy  and  other  distortions.  But  the  evidence 
from  Canada  and  even  more  strikingly  from  Japan  is  that  systems  that  seek  to 
control  physicians'  expenditures  by  tightly  constraining  fees,  while  charging  a 
zero  money  price  to  patients  and  foregoing  information-based  rationing,  incur 
large  hidden  patient  time  costs  and  probably  additional  costs  due  to  displacement 
of  more  serious  by  more  trivial  medical  treatments  and  underuse  of  physician  time 
of  expenditure  constraints  are  binding:  The  mix  and  the  magnitude  of  these  hidden 
costs  depend  on  the  ability  of  physicians  to  circumvent  the  fee  controls  and 
maintain  hourly  earnings  and  on  the  exact  methods  for  rationing  the  excess  demand 
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when  care  is  free.  But  under  reasonable  estimates  of  demand  elasticities  these 
costs  could  be  at  least  as  large  as  reasonable  estimates  of  overhead  costs  of 
physicians  in  the  U.S. 
Foregone  benefits 

In  Canada  each  hospital  negotiates  an  annual  global  operating  budget  with  the 
provincial  government.  Capital  expenditures  are  funded  from  a  variety  of  sources, 
but  approval  is  required  from  the  same  provincial  agency  which  also  contributes  a 
major  share  of  the  funding. 

This  system  of  expenditure  control  has  resulted  in  a  slower  growth  of  beds 
per  capita  than  physicians  per  capita  and  a  much  slower  growth  of  capital  and 
labor  inputs  per  hospital  day  in  Canada  than  in  the  U.S.  Evans  et  al.  (1989) 
conclude  that  the  more  rapid  rate  of  increase  in  hospital  costs  in  the  U.S.  than 
in  Canada  since  1971  results  primarily  from  differences  in  "service  intensity." 
This  reflects  nursing  hours,  use  of  operating  rooms,  MRI  and  other  complex  and 
capital -embodied  technologies,  as  well  as  administrative  costs. 

The  difference  in  access  to  acute -care  hospital  services  is  greater  than 
appears  from  the  figures  on  hospital  days  per  capita  because  a  growing  share  of 
hospital  beds  in  Canada  are  occupied  by  elderly  patients  with  average  length  of 
stay  over  60  days.  Thus  although  Canada  has  higher  rates  of  hospitalization  and 
longer  average  length  of  stay  than  the  U.S.,  it  has  lower  hospital  costs  and  much 
more  limited  access  to  acute  care  services. 

The  increased  diversion  of  hospital  beds  to  long  term  care,  while  waiting 
lists  for  short-term  patients  get  longer,  is  not  surprising  given  the  incentives 
facing  hospital  administrators  and  employees.  If  they  increase  the  rate  of  output 
of  surgical  procedures,  they  receive  no  increase  in  revenue  with  which  to  purchase 
additional  supplies  or  nursing  time.  Thus  increasing  throughput,  given  their  fixed 
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capital  stock,  simply  adds  to  the  stress  and  workload  of  existing  staff.  Hospital 
administrators  and  non-physician  personnel  suffer  no  revenue  loss  and  can  enjoy  an 
easier  life  if  they  keep  the  hospital  beds  full  with  long  term  care  patients  whose 
daily  requirements  are  relatively  low. 

Evans  et  al.   (1989)  tend  to  dismiss  the  increasing  "rhetoric  of  underfunding, 
shortages,  excessive  waiting  lists,  and  so  on"  as  "part  of  the  process  by  which 
providers  negotiate  their  share  of  public  resources  --  including  their  own  incomes 
....  Since  the  boy  always  cries  wolf  (and  must  do  so,  given  the  political  system 
of  funding),  one  does  not  know  if  the  wolf  is  really  there.  The  political 
dramatics  should  not  lead  external  observers  into  believing  that  the  wolf  is 
always  at  hand." 

However,  survey  evidence  reported  in  Globerman  and  Hoye  (1990)  tends  to 
confirm  that  average  waits  and  number  of  people  waiting  has  increased  and  that 
this  represents  a  real  social  cost.  Their  results  are  based  on  a  survey  of  a 
random  sample  of  specialists  in  British  Columbia,  for  six  common  procedures 
performed  by  each  specialty.  They  find  that  while  the  average  wait  for  some 
procedures  such  as  mastectomy  is  as  short  as  two  weeks,  most  procedures  require 
waits  of  at  least  three  months  and  for  some  it_ is  as  long  as  ten  months. 

The  authors  acknowledge  that  their  results  may  be  upward  biased  because  the 
survey  occurred  roughly  six  months  after  a  nurses  strike.  A  "significant 
percentage  but  well  less  than  the  majority"  of  respondents  cited  the  nurses  strike 
as  a  factor.  On  the  other  hand,  the  estimates  may  be  downward  biased  for  Canada  as 
a  whole,  for  several  reasons.  First,  British  Columbia  has  a  higher  ratio  of 
physicians  per  capita  than  other  provinces  and  each  physician  is  therefore  likely 
to  have  a  shorter  queue.  Second,  surveys  derived  from  physicians  or  hospitals 
cannot  reflect  those  patients  who  are  discouraged  by  the  wait  from  seeking  out 
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specialist  care.  This  bias  is  likely  to  be  more  serious  in  rural  areas.  Third,  a 
survey  based  on  a  random  sampling  of  physicians  but  without  stratification  to 
reflect  regional  differences  in  patient-physician  densities  will  tend  to 
oversample  physicians  in  areas  of  high  physician-population  density,  where  waits 
are  likely  to  be  relatively  short. 

This  survey  overwhelmingly  refuted  the  common  allegation,  that  waiting  lists 
are  artificially  inflated  by  duplicative  bookings  or  voluntary  waiting.  Voluntary 
waiting  accounted  for  under  1  percent  of  patients  waiting  for  internal  medicine, 
ranging  up  to  a  maximum  of  9  percent  for  plastic  surgery.  This  survey  also  showed 
considerable  variation  in  waiting  times  across  procedures  and  regions. 

Globerman  and  Hoye  estimate  the  "income  loss"  associated  with  queues  by 
multiplying  the  estimated  total  weeks  spent  waiting  by  the  percentage  of  patients 
in  each  specialty  who  were  "experiencing  difficulty  in  carrying  on  their  work  or 
daily  duties  as  a  result  of  their  medical  condition."28  This  product  is  then 
multiplied  by  the  average  weekly  earnings  (industrial  aggregate)  for  1989.  The 
resulting  estimate  is  $132  million,  or  0.2  percent  of  provincial  GDP  for  that 
year,  which  they  note  is  roughly  equal  to  the  total  wages  and  salaries  lost  due  to 
strikes  and  lockouts  in  that  year. 

This  income  loss  measure  understates  the  real  economic  costs  of  involuntary 
waiting  for  hospital  procedures,  which  include  reduction  in  market  and  non-market 
productivity,  reduction  in  "quality  of  life",  including  physical  and  psychological 
pain  and  suffering,  and  increased  use  of  other  inputs  as  a  result  of  reduced 
productivity  --  for  example,  the  additional  time  of  other  family  members  in  caring 
for  an  elderly  person  who  cannot  get  a  hip  replacement.  Their  income  loss  estimate 

28This  question  was  asked  of  the  physician  respondents.  The  average  reported 
percentage  varied  from  88  percent  for  cardiovascular  surgeons  to  14  percent  for 
gynecologists,  p. 26. 
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assigns  zero  value  to  loss  of  productivity  for  hours  beyond  the  normal  working 
hours  (as  reflected  in  average  weekly  earnings)  and  zero  loss  of  real  income  for 
those  patients  who  were  not  experiencing  difficulty  in  working  or  other  daily 
duties,  as  reported  by  physicians.29 

Because  Canada  does  not  permit  private  insurance  of  services  that  are  covered 
under  provincial  plans,  there  is  no  observable  demand  for  supplementary  insurance 
to  provide  a  measure  of  willingness  to  pay  for  additional  services.  In  the  U.K. 
and  New  Zealand,  the  demand  for  private  insurance  that  covers  services  in  private 
hospitals  is  a  rough  measure  of  willingness  to  pay  for  shorter  waits,  in  addition 
to  nicer  amenities,  and  choice  of  doctor.  In  New  Zealand  over  45  percent  of  the 
population  has  private  coverage.30 

Even  with  Globerman  and  Hoye's  conservative  estimate  that  waiting  for  surgery 
accounts  for  0.6  percent  of  GDP  in  British  Columbia,  if  hospital  expenditures  are 
3%  of  GDP,  this  represents  20%  of  hospital  expenditures.  Thus  a  more  complete 
measure  would  be  at  least  as  great  as  Woolhandler  and  Himmel stein' s  (1991) 
estimate  of  hospital  overhead  expense  in  the  U.S.  Since  some  part  of  hospitals' 
expenditures  on  information  systems  surely  improves  patient  care,  these  very  rough 
numbers  suggest  that  Canada's  methods  of  rationing  result  in  hidden  costs  that  are 


290mitting  these  losses  in  non-market  productivity  is  partially  offset  by 
assuming  loss  of  total  weekly  earnings  for  those  experiencing  significant 
difficulties.  The  use  of  average  provincial  weekly  wage  for  retirees  and  children 
as  well  as  adults  may  also  entail  bias,  as  the  authors  note. 

30Expenditures  on  supplementary  insurance  are  not  an  unbiased  measure  of  the 
value  of  additional  services,  amenities,  and  financial  protection,  to  the  extent 
that  coverage  of  co-payments  induces  greater  use  of  the  free  public  system  and 
these  costs  are  not  reflected  in  private  insurance  premiums.  On  the  other  hand, 
to  the  extent  that  privately  insured  patients  substitute  private  for  public 
services,  the  reduction  in  expected  benefits  from  the  public  svstem  is  like  a  tax 
on  the  purchase  of  private  insurance  that  is  not  reflected  in  premium  payments. 
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at  least  as  great  as  the  more  visible  costs  of  billing,  utilization  review  etc. 
adopted  by  private  insurers  in  the  U.S. 

Foregone  benefits  are  not  the  only  form  of  hidden  cost  of  rationing  in 
budget -cons trained  systems.  In  Japan,  tight  hospital  budgets  have  resulted  in  such 
low  nurse-patient  ratios  that  patients  often  rely  on  other  family  member  for  meals 
and  other  "hotel"  services  while  in  the  hospital.  Running  down  capital  stock  only 
shows  up  in  reduction  in  services  and  increased  popular  demand  for  supplementary 
coverage  with  a  lag  of  several  years.  This  is  one  reason  why  the  demand  for 
supplementary  insurance  is  much  stronger  in  the  U.K.  and  New  Zealand,  which  have 
run  tightly  constrained  public  systems  for  longer  than  Canada. 

In  valuing  the  hidden  costs  of  patient  time  and  foregone  well-being  in  budget 
constrained  systems,  and  in  valuing  the  additional  services  that  are  provided  in 
the  U.S.,  it  is  worth  noting  that  most  countries  --  but  the  U.S.  in  particular  -- 
exhibit  a  high  income  elasticity  of  demand  for  goods  and  services  that  tend  to 
improve  the  quality  of  life  or  economize  on  consumers'  time.  Health  care  has  both 
these  characteristics.  As  any  graduate  of  Econ  1  knows,  if  a  bachelor  marries  his 
housekeeper,  GNP  goes  down.  Conversely,  if  an  American  visits  the  physiotherapist 
and  spends  less  time  at  home  doing  exercises,  health  care  spending  increases. 
This  overstates  the  increase  in  real  resources  devoted  to  the  production  of  health 
by  omitting  patient  time  inputs. 

The  GAO  reports  that  14  %  of  differential  in  per  capita  health  care  spending 
between  the  U.S.  and  Canada  is  spending  on  the  services  of  Other  Professionals, 
including  physiotherapists,  podiatrists,  psychologists,  etc.  While  some  of  this 
may  be  driven  by  the  tax-subsidy  and  state -mandated  benefits,  some  surely  reflects 
a  high  income  elasticity  of  demand  for  services  that  save  consumers'  time,  reduce 
pain  and  are  perceived  to  improve  the  quality  of  life. 
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Costs  of  Billing  and  Premium  Collection 

The  use  of  the  existing  tax  is  system  to  collect  premiums  is  said  to  be  a 
major  advantage  of  public  monopoly  insurers.  Although  the  visible  marginal  cost  of 
raising  tax  rates  to  finance  health  insurance  are  small,  the  hidden  costs  are 
large .  These  hidden  costs  are  the  foregone  production  of  goods  and  services  that 
results  because  people  change  their  labor  supply  and  saving  behavior  in  response 
to  increases  in  marginal  tax  rates.  This  excess  burden  is  larger,  the  higher  the 
existing  tax  rate  when  marginal  rates  are  increased.  For  the  U.S.  the  real  cost  of 
raising  $1  of  federal  general  tax  revenue  has  been  estimated  at  around  20  cents 
(Ballard  et  al.     ).  Other  studies  have  yielded  both  higher  and  lower  estimates. 
Even  if  it  is  only  10  c.  per  $1  raised,  this  still  exceeds  the  average  billing  and 
premium  collection  cost  of  private  insurance,  which  is  negligibly  small  for  large 
groups  and  zero  for  self- insured  firms. 

The  excess  burden  of  raising  taxes  would  not  arise  if  the  public  system  were 
financed  by  a  social  insurance  premium,  independent  of  income;   indeed  it  could 
have  positive  allocative  effects  if  rates  on  the  basis  of  risk  class,  as  in  the 
case  of  experience -rated  private  insurance  premiums.  However  the  administrative 
costs  of  such  a  system  would  be  much  greater.  In  any  case,  such  a  system  of 
financing  has  so  far  not  been  adopted  by  any  public  system  although  it  is  being 
considered  in  New  Zealand. 

The  net  tax-related  excess  burden  of  introducing  national  health  insurance  in 
Canada  may  have  been  less  than  implied  by  considering  the  gross  excess  burden  per 
dollar  of  health  expenditures  to  the  extent  that  the  new  program  was  financed  by 
reducing  other  programs,  rather  than  by  raising  new  tax  revenues.  Lindsay  et  al. 
conclude  that  "both  the  hospital  and  medical  parts  of  the  program  have  been 
financed  by  displacement  in  the  budgets  of  other  social  welfare  spending 
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categories. . .Sixty  cents  of  every  dollar  spent  on  these  combined  programs  is  taken 
from  cutbacks  in  funds  for  aid  to  the  blind  and  disabled,  workman's  compensation 
and  family  allowances"  (Lindsay  et  al.  1978,  p. 38). 

Even  if  one  is  not  fully  persuaded  by  the  econometric  evidence  underlying 
this  conclusion,  the  importance  of  considering  offsetting  changes  in  other 
government  programs  remains.  In  particular,  if  the  U.S.  were  to  adopt  a  Canadian 
style  monopoly  public  insurance  program  within  the  Gramm-Rudman-Hollings 
constraints,  the  net  excess  burden  of  tax-based  financing  might  be  less  than  the 
gross  cost  implied  by  the  required  increase  in  marginal  tax  rates.  But  if  the 
cutbacks  were  in  programs  targeted  at  the  poor,  as  in  Canada,  the  net  benefit  to 
the  poor        and  the  desirability  of  the  distributional  consequences  --  would  be 
questionable . 31 

3.       FREE  RIDING  ON  FOREIGN  R&D 

Another  distortion  in  the  comparison  of  costs  of  the  U.S.  health  care  system 
relative  to  public  monopoly  systems  is  that  the  latter  free -ride  on  R&D 
expenditures  in  the  U.S.  This  is  most  obvious  in  the  case  of  pharmaceuticals  but 
also  applies  to  other  medical  technologies  and  information  systems  more  generally. 
R&D  in  all  these  areas  entails  joint  costs  that  benefit  all  consumers  worldwide. 
If  costs  are  truly  joint,  then  principles  of  Ramsey  pricing  imply  that  prices  paid 
should  be  proportional  to  marginal  benefits  received,  as  reflected  in  inverse 
demand  elasticities.  The  relevant  "true"  demand  elasticities  for  drugs  are  not 
observable  because  of  imperfect  information  and  the  distorting  effects  of 

31The  current  appeal  of  national  health  insurance  proposals  founded  on 
mandatory  employment -based  coverage  is  consistent  with  hypothesis  underlying 
Lindsay  et  al.'s  analysis,  that  political  pressures  tend  to  result  in  programs 
that  redistribute  resources  away  from  the  tails  of  income  distribution  towards 
the  middle  classes. 
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insurance.  But  if  they  are  roughly  related  to  income,  then  it  is  clear  that  the 
U.S.  pays  more  than  its  "fair"  share  of  pharmaceutical  R&D,  because  the  difference 
in  drug  prices  greatly  exceeds  the  difference  in  income. 

The  pricing  of  drugs  in  Canada  may  also  induce  allocative  waste.     Canada  has 
reduced  drug  prices  below  prices  in  the  U.S.  and  below  the  OECD  average  by 
compulsory  licensing  of  drugs  while  still  under  patent  and  aggressive  generic 
substitution  laws.  To  the  extent  that  compulsory  licensing  results  in  a 
redistribution  of  monopoly  profits  from  the  patentee  to  the  domestic  generic 
manufacturer,  it  induces  waste  by  distorting  resource  allocation  based  on 
comparative  advantage. 

Some  of  the  external  effects  of  U.S.  R&D  in  drugs  and  other  medical 
technologies  may  be  small  or  even  negative,  but  on  balance  they  are  surely 
positive.  To  the  extent  that  benefits  accrue  to  other  countries  that  do  not  pay  a 
"fair"  share  of  the  joint  costs,  the  hidden  benefits  should  be  credited  against 
health  care  costs  in  the  U.S.  in  any  comparison  of  real  costs  and  benefits. 

Concluding  Comments 

The  true  "overhead"  of  a  health  insurance  system  includes  deadweight  losses 
in  the  production  and  consumption  of  medical  care  and  in  the  financing  of  the 
system,  in  addition  to  measured  overhead  costs.  Rough  estimates  of  some  components 
of  deadweight  loss  associated  with  the  Canadian  system  indicate  that  costs 
associated  with  tax-based  financing  and  rationing  by  non-price,  non- information- 
based  methods  may  be  at  least  as  great  as  the  parallel  costs  of  premium  collection 
and  claims  administration  incurred  by  private  insurers  and  by  providers  in  the 
U.S.  Costs  of  risk-bearing  are  also  probably  no  higher  in  the  U.S.,  but  empirical 
estimates  of  the  analagous  costs  in  Canada  have  not  been  attempted.  There  may  well 
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be  waste  in  the  present  U.S.  system.  But  this  appears  to  be  attributable  primarily 
to  tax  and  regulatory  factors,  not  intrinsic  to  private  health  insurance  markets. 
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Mr.  Gradison.  Thank  you,  Mr.  Chairman.  In  this  analysis,  Dr. 
Danzon  suggests  that  rough  empirical  estimates  indicate  that 
hidden  costs  in  a  system  such  as  Canada's  may  exceed,  or  be  at 
least  as  great  as,  the  observable  overhead  costs  in  the  U.S.  system. 
Included  in  those  hidden  costs  are  such  things  as  patient  time  costs 
that  result  from  nonprice  rationing,  foregone  benefits  due  to  tight 
budget  caps  for  hospitals,  nonoptimal  investment  in  information 
systems,  deadweight  costs  of  raising  tax  revenues,  and  free  riding 
on  other  countries'  contributions  to  pharmaceutical  R&D,  among 
other  things. 

I  would  ask,  Dr.  Reischauer,  if  you  would  take  a  look  at  this,  and 
your  comments  in  writing  would  be  extremely  helpful  to  try  to  get 
a  perspective  on  what  you  think  about  this  issue. 

[The  following  was  subsequently  received:] 
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Congressional  Budget  Office 

U.S.  Congress 


Robert  D.  Reischauer 

Director 


January  21,  1992 


The  Honorable  Dan  Rostenkowski 
Chairman 

Committee  on  Ways  and  Means 
U.S.  House  of  Representatives 
Washington,  DC  20515 

Dear  Mr.  Chairman: 

On  October  9,  1991,  during  my  testimony  on  health  care  costs  before  the 
Committee  on  Ways  and  Means,  I  was  asked  to  review  a  recent  paper  by  Professor 
Patricia  Danzon,  an  economist  at  the  University  of  Pennsylvania,  on  assessing  the 
administrative  costs  of  health  care  systems.  Professor  Danzon  was,  at  that  time, 
revising  this  paper  and  sent  us  a  subsequent  draft  in  December  1991.  The 
Congressional  Budget  Office's  summary  and  comments  on  Professor  Danzon's  paper, 
along  with  her  December  draft,  are  enclosed. 

I  hope  this  information  is  useful.  If  you  have  any  further  questions  on  this 
issue,  please  let  me  know. 


Sincerely, 


Robert  D.  Reischauer 


Enclosures 


[THE  REVISED  PAPER  BY  PROFESSOR  DANZON  IS  BEING  RETAINED 
IN  THE  COMMITTEE  FILES.] 
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REVIEW  OF  PATRICIA  M.  DANZON'S  "THE  HIDDEN  COSTS  OF 
BUDGET-CONSTRAINED  HEALTH  INSURANCE  SYSTEMS" 

In  the  past  year,  extensive  discussion  in  the  health  research  literature  and  other 
public  forums  has  focused  on  the  high  administrative  costs  of  the  U.S.  health  care 
system  relative  to  those  in  countries  (particularly  Canada)  with  a  system  of  universal 
public  health  care.  The  estimates  of  the  amount  by  which  administrative  costs  of  the 
U.S.  system  exceed  those  of  a  Canadian-style  system  have  ranged  (in  1991  dollars) 
from  $114  billion  to  $67  billion.1  These  excess  administrative  costs  have  been 
attributed  to  the  multiple-payer  system  in  the  United  States,  which  requires  more 
complex  paperwork  and  reporting  requirements  of  insurers  and  providers.  Thus, 
proponents  of  adopting  universal  public  health  insurance  in  the  United  States  argue 
that  health  insurance  coverage  could  be  extended  to  the  entire  population  with  little 
or  no  increase  in  national  health  expenditures,  because  savings  in  administrative 
costs  would  be  sufficiently  large  to  pay  for  the  additional  services  used  by  the  newly 
insured. 

This  conclusion,  however,  and  the  estimates  of  excess  administrative  costs 
upon  which  it  relies,  have  provoked  considerable  controversy.  Some  analysts  have 
argued  that  the  estimates  of  potential  administrative  savings  from  a  single-payer 
system  are  substantially  overstated  because  of  data  limitations  and  methodological 


l.  The  estimate  of  $114  billion  is  from  S.  Woolhandler  and  D.  Himmelstein,  "The  Deteriorating 
Administrative  Efficiency  of  the  U.S.  Health  Care  System,"  New  England  Journal  of  Medicine, 
vol.  324,  no.  18  (May  2,  1991).  The  estimate  of  $67  billion  is  from  K  Grumbach  and  others, 
"Liberal  Benefits,  Conservative  Spending:  The  Physicians  for  a  National  Health  Program 
Proposal,"  Journal  of  the  American  Medical  Association,  vol.  265,  no.  19  (May  15,  1991);  and 
General  Accounting  Office,  Canadian  Health  Insurance:  Lessons  for  the  United  States  (June 
1991). 
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problems  in  the  existing  studies.  In  addition,  some  observers  have  noted  that 
adopting  a  Canadian-style,  single-payer  system  in  the  United  States  would  involve 
trade-offs  that  are  not  explicitly  recognized  by  estimates  of  potential  savings  on 
administrative  costs.  For  example,  such  a  system  would  limit  choices  of  insurance 
coverage  and,  if  it  effectively  controlled  health  care  costs,  could  limit  treatment 
modes,  lengthen  waiting  times  for  treatments,  and  produce  less  research  and 
development. 


SUMMARY  OF  DANZON'S  PAPER   

Patricia  Danzon  addresses  both  aspects  of  the  controversy.2  She  identifies 
inconsistencies  in  the  measurement  and  comparison  of  administrative  costs  of 
insurance  in  the  United  States  and  Canada.  Danzon  also  proposes  a  conceptual 
framework,  based  on  economic  theory,  for  examining  the  issue  of  overhead  costs. 
This  framework  is  used  to  identify  (1)  the  potential  benefits  that  she  suggests 
accompany  the  higher  administrative  costs  spent  in  the  United  States  and  (2)  the 
costs  to  providers  and  patients  that  she  believes  are  imposed  by  a  Canadian-style 
system,  but  that  recent  studies  of  administrative  costs  of  the  United  States  and 
Canadian  health  care  systems  have  not  explicitly  recognized.  She  then  provides  a 
rough  estimate  of  the  administrative  costs  of  a  Canadian-style  system,  taking  into 
account  the  hidden  costs  she  identifies,  and  the  costs  of  the  private  insurance  system 

2.  Patricia  M.  Danzon,  The  Hidden  Costs  of  Budget-Constrained  Health  Insurance  Systems" 

(presented  at  the  American  Enterprise  Institute  Conference  on  Health  Policy  Reform, 
Washington,  D.C.,  October  1991  (third  draft,  December  1991)). 


2 


426 


in  the  United  States,  after  adjusting  for  factors  she  argues  have  been  incorrectly 
included  in  earlier  estimates.  Throughout  the  paper,  Danzon  notes  that  the  current 
U.S.  health  insurance  system  is  distorted  by  the  tax  subsidy  to  employment-based 
health  insurance  and  by  insurance  regulation.  In  fact,  she  suggests  that  the 
administrative  costs  of  private  health  insurance  would  be  even  lower  in  the  absence 
of  these  distortions. 

Danzon's  key  points  are  summarized  below.  Because  of  the  preliminary 
nature  of  her  estimates  of  the  hidden  costs  of  a  Canadian-style  system,  this  review 
does  not  focus  on  them.  This  treatment  is  consistent  with  her  emphasis,  throughout 
the  paper,  on  developing  the  analytic  framework  rather  than  discussing  precise 
methodologies  for  measuring  costs.  In  addition,  not  all  points  Danzon  raises  are 
addressed  in  her  quantitative  estimates,  which  she  describes  as  "very  rough." 
Consequently,  considerable  caution  must  be  exercised  when  considering  her 
numerical  analysis. 

Insurers'  Administrative  Costs 

Danzon  argues  that  the  difference  in  insurance-related  administrative  costs  between 
the  United  States  and  Canada  have  been  overstated  because: 
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o  Estimates  for  the  United  States  include  premium  taxes,  which  are 
simply  a  transfer  to  the  public  sector  for  which  public  insurers  are 
not  liable; 


o  Estimates  of  the  overhead  costs  of  a  Canadian-style  system  do  not 
take  into  account  public  insurers'  implicit  costs  of  capital; 

o  A  substantial  portion  of  insurers'  administrative  costs  in  the  United 
States  are  for  control  of  moral  hazard  (for  example,  costs  of 
determining  copayments,  utilization  review  and  monitoring,  and 
information  systems  that  generate  detailed  data),  whereas  the 
Canadian  system  controls  moral  hazard  through  nonprice-, 
non information -based  mechanisms  that  entail  higher  time  costs  for 
patients  and  forgone  benefits  because  of  waiting  times  for  treatment; 
and 


o  Estimates  of  the  costs  of  collecting  premiums  in  a  Canadian-style 
system  are  too  low  because  they  ignore  the  excess  burden  that  raising 
taxes  would  impose. 


Danzon  notes,  however,  that  certain  aspects  of  the  current  U.S.  system 
produce  excess  insurance-related  administrative  costs.  State-mandated  insurance 
benefits,  the  requirements  for  self-insured  employers  under  the  Employee 
Retirement  Income  Security  Act  (ERISA),  and  the  tax  subsidy  of  employment-based 
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health  insurance  encourage  excessive  diversity  of  health  insurance  plans  and, 
therefore,  higher  than  optimal  administrative  costs.  Danzon  also  emphasizes  that 
these  costs  are  not  intrinsic  to  a  system  based  on  private  health  insurance  and  that 
administrative  costs  would  be  lower  if  these  distortions  were  eliminated. 

Overhead  Costs  of  Providers 

Danzon  states  that  comparing  providers'  overhead  costs  in  the  United  States  with 
those  of  a  Canadian-style  system  is  inappropriate.  In  a  market  where  providers  were 
free  to  make  choices,  she  argues,  providers  would  take  into  account  the  price  they 
are  offered  and  the  administrative  burden  associated  with  serving  patients  covered 
by  different  insurers.  Providers  would  then  choose  to  serve  only  those  patients 
whose  insurance  payment  levels  were  sufficient  to  cover  the  full  costs  of  treatment 
and  the  administrative  burden. 

Because  providers  are  assumed  to  be  making  rational  choices,  taking  into 
account  all  dimensions  of  their  insurance  and  health  care  alternatives,  Danzon 
argues  that  neither  the  billing  costs  of  providers  nor  the  costs  of  utilization 
management  and  review  activities  are  appropriate  to  include  in  comparisons  of  the 
U.S.  and  Canadian-style  systems  because  there  are  offsetting  benefits.  She  notes, 
however,  that  administrative  costs  under  the  current  U.S.  system  may  exceed  the 
optimal  long-run  level  because  of  the  distortions  already  mentioned  and  because  the 
technologies  of  cost-effective  insurance  plans  are  still  evolving. 
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Hidden  Costs  of  a  Canadian-Stvle  System 

Danzon  also  suggests  that  certain  costs  of  a  Canadian-style  system  are  not  accounted 
for  in  the  current  debate  over  the  administrative  costs  of  the  two  systems  and  that 
these  costs  should  be  viewed  as  the  analog  of  some  of  the  measured  costs  in  the 
United  States.  They  include: 

o  The  costs  of  lost  productivity,  pain  and  suffering,  and  family 
resources  needed  to  support  patients  while  they  wait  for  beneficial 
services; 

o  The  excessive  time  costs  borne  by  patients  who  are  required  to  visit 
the  doctor,  or  other  provider,  more  frequently  because  of  providers' 
responses  to  fee  controls; 

o  The  costs  of  tax-based  financing  of  a  universal  health  care  system; 
and 

o  Inefficiencies  in  the  provision  of  services  because  the  system 
constrains  providers'  use  of  other  medical  inputs. 

She  then  makes  what  she  characterizes  as  a  rough  estimate  of  these  costs  in  order 
to  illustrate  the  potential  implications  of  the  points  that  she  raises.  Her  results 
suggest  that  the  full  costs  (administrative  and  "hidden")  of  the  Canadian-style  system 
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could  be  45  percent  of  claims  payments  or  more,  compared  with  administrative  costs 
of  less  than  8  percent  for  private  insurance  in  the  United  States. 


DISCUSSION 


Many  of  the  recent  arguments  for  a  public  health  insurance  program  rely  heavily  on 
the  assumption  that  the  higher  administrative  costs  of  insurers  and  providers 
associated  with  the  complex  U.S.  multiple-payer  system  reflect  inefficiency.  Danzon 
provides  a  well-formulated  counterargument  that  the  higher  administrative  costs 
observed  in  the  U.S.  system  largely  reflect,  instead,  the  additional  benefits  that 
system  provides,  including  greater  diversity  of  insurance  arrangements,  access  to 
health  care  without  delay  for  most  people,  and  rapid  technological  advances.  Her 
conceptualization  of  the  trade-offs  between  the  U.S.  system  and  a  Canadian-style 
system,  as  well  as  her  examination  of  appropriate  measures  of  insurers' 
administrative  costs,  is  a  valuable  contribution  to  the  ongoing  debate  on 
administrative  costs. 

Danzon's  point  that  premium  taxes  paid  by  private  insurers  should  be 
excluded  from  the  comparison  of  private  and  public  insurance  overhead  is  clearly 
valid.  Including  an  implicit  value  for  the  cost  of  capital  to  the  public  insurer  is  also 
appropriate.  The  cost  of  capital,  however,  might  be  somewhat  lower  for  a  monopoly 
public  insurer  than  for  private  insurers,  because  the  public  insurer's  risks  would  be 
lower;  there  would  be  no  risk  of  adverse  selection,  for  example,  which  would  reduce 
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the  rate  of  return  necessary  to  attract  capital.  A  single  public  insurer  also  might 
require  less  physical  capital  (buildings  and  equipment)  than  a  number  of  competing 
private  insurers  would  to  insure  the  same  population. 

Other  aspects  of  Danzon's  arguments,  however,  are  based  on  assumptions 
that  are  considerably  more  controversial.  Danzon  makes  the  point,  for  instance,  that 
overuse  of  services  in  the  United  States  is  controlled  by  requiring  patients  to  pay  a 
share  of  the  costs  of  care  and  by  utilization  management  approaches,  rather  than  by 
rationing  services  and  requiring  longer  waiting  times  to  obtain  services  as  is  the  case 
in  Canada.  She  then  includes  the  estimated  costs  of  patients'  excess  waiting  time 
and  forgone  benefits  in  the  cost  of  a  Canadian-style  system,  but  assumes  that 
mechanisms  used  by  private  insurers  in  the  United  States  do  not  impose  net  costs 
on  patients  and  providers.  The  basis  for  this  assumption,  Danzon  argues,  is  that  in 
a  competitive  insurance  market,  people  will  find  the  mix  of  premiums  and  control 
mechanisms  that  best  suits  their  preferences,  whereas  they  have  only  one~probably 
nonoptimal-choice  with  a  monopoly  public  insurer.  A  similar  argument  is  made  for 
providers,  who  are  free  in  a  competitive  insurance  market  to  refuse  to  deal  with 
insurers  whose  payment  rates  are  not  high  enough  to  compensate  for  the  onerous 
claim  procedures  they  impose,  but  who  would  be  forced  to  accept  whatever 
combination  of  payment  rates  and  control  procedures  a  public  insurer  imposed. 

The  market  for  health  insurance  in  the  United  States,  however,  is  not  a 
perfectly  competitive  one.  For  example,  because  most  insurance  is  employment- 
based,  most  people  are  limited  to  a  small  number  of  plans  offered  by  their  employer, 
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and  it  is  unlikely  that  the  available  choices  are  optimal  for  everyone,  even  though 
employees  take  into  account  the  available  insurance  when  deciding  which  firms  to 
work  for.  In  addition,  to  the  extent  that  people  select  jobs  or  remain  in  jobs  because 
of  their  concerns  about  health  insurance  coverage,  inefficiencies  are  introduced  into 
the  labor  market.  Consequently,  Danzon  is  probably  understating  the  real  costs  of 
the  current  U.S.  system  to  patients  and  providers.  Also,  advocates  of  a  public 
system  could  argue  that  a  similar  process  of  internalizing  the  costs  of  controlling 
overuse  (for  example,  longer  waiting  times  for  procedures)  would  occur  for  a  public 
insurer  through  the  political  process.  If  so,  then  Danzon's  estimates  of  hidden  costs 
to  patients  under  public  insurance  would  be  overstated. 

Another  aspect  of  Danzon's  paper  that  appears  to  be  less  well  developed  is 
her  discussion  of  the  costs  of  financing  a  public  universal  health  system  through 
taxes.  She  assumes  that  a  public  insurance  plan  would  be  financed  through  an 
income  tax,  or  similar  financing  system.  Because  an  income  tax  lowers  productivity 
by  encouraging  people  to  change  their  behavior  to  avoid  taxes,  Danzon  estimates 
that  there  would  be  substantial  costs  associated  with  financing  a  public  plan  through 
these  mechanisms-at  least  17  percent  of  tax  revenues  collected.  These  costs  are 
included  in  her  estimates  of  the  hidden  costs  of  a  public  system. 

Because  she  focuses  on  the  private  insurance  market,  however,  Danzon  does 
not  take  into  account  the  fact  that  governments  now  pay  directly  for  nearly  50 
percent  of  health  care  in  the  United  States  and  that  income  taxes-federal  and  state- 
are  a  major  source  of  revenues  used  for  this  purpose.  (Danzon  does  acknowledge 
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that  there  is  a  role  for  government-to  ensure  that  vulnerable  groups  have  access  to 
health  insurance  or  health  services-even  in  an  ideal  private  health  insurance 
system.)  In  addition,  federal  and  state  governments  do  not  require  employees  to  pay 
income  and  payroll  taxes  on  compensation  provided  as  fringe  benefits.  This 
exclusion  results  in  a  substantial  tax  subsidy  to  employment-based  health  insurance 
that,  for  example,  is  projected  to  reduce  federal  revenues  by  $61  billion  in  1992. 
These  aspects  of  the  U.S.  system,  which  are  not  considered  in  Danzon's  analysis, 
suggest  that  her  estimates  may  substantially  overstate  the  costs  of  a  Canadian-style 
system  relative  to  those  of  the  current  U.S.  system. 


SUMMARY  

Danzon  makes  a  useful  and  important  contribution  to  the  debate  over  the  relative 
advantages  and  disadvantages  of  predominantly  private  insurance  systems  like  the 
one  in  the  United  States,  compared  with  public  insurance  systems.  Much  recent 
discussion  has  focused  on  various  estimates  of  insurers'  overhead  costs  in  the  two 
kinds  of  system,  and  Danzon  correctly  states  that  those  estimates  are  not  accurate 
and  have  been  based  on  a  limited  definition  of  overhead  costs.  They  have  included 
some  costs  for  private  insurance  (for  example,  premium  taxes)  that  are  not 
appropriate  for  a  comparison  with  public  insurance.  Further,  they  have  ignored 
certain  costs  (the  cost  of  capital,  for  example)  that  are  implicit  and  hence  hidden  for 
public  insurance  systems,  but  that  appear  explicitly  for  private  insurance.  Analysts 
may  disagree  about  the  relevance  and  size  of  other  hidden  costs  suggested  by 
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Danzon  for  public  insurance,  and  about  whether  some  hidden  costs  for  private 
insurance  were  ignored  in  her  analysis. 


As  Danzon  notes,  her  current  estimates  of  hidden  costs  are  preliminary  and 
rough,  so  that  little  weight  should  be  given  to  those  specific  estimates.  She  also 
points  out  that  administrative  costs  under  the  current  U.S.  system-with  regulatory 
and  tax  distortions-may  be  considerably  higher  than  they  would  be  under  a  well- 
designed  system  of  private  health  insurance.  Nevertheless,  her  attempts  to 
conceptualize  the  hidden  costs  that  might  exist  and  to  quantify  them  are  a  valuable 
first  step  in  what  will  be  a  continuing  debate  about  the  virtues  of  alternative  systems 
for  financing  health  care. 

Mr.  Gradison.  Finally,  Mr.  Chairman,  I  would  like  to  note,  al- 
though this  wasn't  emphasized  in  Dr.  Reischauer's  statement 
which  focused  on  the  economics  of  this,  that  we  have  a  tendency  in 
this  country  to  focus  on  our  overall  average  successes  or  failures 
rather  than  looking  beneath  them. 

Clearly  on  the  average,  in  terms,  for  example,  of  infant  mortali- 
ty, we  do  a  dreadful  job.  There  is  no  argument  about  that.  We  have 
at  the  same  time,  and  I  have  seen  some  data  to  this  effect,  perhaps 
as  many  as  15  States  which  have  infant  mortality  data  that  com- 
pares with  the  best  in  the  world. 

What  can  we  learn  from  the  15  States  that  might  be  helpful  in 
the  other  35  States?  We  should  not  indict  the  entire  system,  but 
look  at  why  we  are  doing  well  and  why  we  are  doing  poorly  in 
terms  of  trying  to  figure  out  not  only  what  we  can  learn  from  other 
countries,  but  what  we  can  learn  from  ourselves. 

I  appreciate  that  what  I  am  alluding  to  is  somewhat  off  the  mark 
in  terms  of  what  you  all  normally  do,  Bob.  But,  if  you  come  across 
any  work — I  am  not  asking  for  anything  new — but  if  you  come 
across  anything  that  would  shed  light  on  that  kind  of  a  question,  it 
would  be  extremely  interesting  to  this  member. 

You  know,  for  example,  if  we  can  identify  what  is  going  on  in 
those  States  which  are  doing  an  excellent  job  in  the  infant  mortali- 
ty field,  we  might  be  able  to  apply  it  in  trying  to  help  those  States 
that  are  not. 

I  thank  you,  Mr.  Chairman. 

Mr.  Reischauer.  Can  I  just  make  a  few  comments  on  Mr.  Gradi- 
son's  observations?  With  respect  to  the  $100  billion  that  was  men- 
tioned in  my  testimony  as  an  amount  that  providers  might  devote 
to  administrative  activity:  That  is  really  the  high  end  of  the  range 
that  researchers  have  come  up  with,  and  there  is  a  serious  question 
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about  whether  that  isn't  a  little  above  what  a  reasonable  range 
would  be. 

In  discussing  administrative  costs,  I  think  there  is  a  tendency  to 
say  that  administration  and  administrative  costs  equal  waste,  and 
that  certainly  isn't  true.  It  takes  a  certain  amount  of  administra- 
tion to  run  a  doctor's  office,  to  coordinate  care,  and  to  administer 
managed  care.  These  are  administrative  cost  that  results  in  saving, 
we  hope. 

One  would  not  expect  that  under  any  of  the  proposals  that  have 
been  advanced  by  Members  of  the  Congress  or  others  that  all  ad- 
ministrative costs  would  be  wiped  out.  Substantial  sums  would  still 
be  required. 

We  will  be  glad  to  look  into  the  subject  of  infant  mortality  and 
why  some  States  are  doing  an  extremely  good  job  of  combatting  it 
and  other  States  don't  seem  to  be  doing  too  well,  but  it  involves  a 
lot  more  than  health  care  and  medicine.  It  involves  economic  struc- 
ture, demographic  structure,  societal  patterns,  and  comparative  be- 
havior between  States. 

[The  following  was  subsequently  received:] 

Question.  We  can  learn  a  lot  from  the  experience  of  different  States  in  providing 
health  care  effectively,  as  well  as  from  international  comparisons.  For  example,  15 
States  have  very  good  infant  mortality  rates,  relative  to  the  rest  of  the  world.  What 
accounts  for  the  performance  of  these  States? 

[Answer  on  next  page.] 
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In  the  1986  to  1988  period,  five  states  and  the  District  of  Columbia  had 
infant  mortality  rates1  of  12  or  more  infant  deaths  per  1,000  live  births  while 
13  states  had  rates  of  fewer  than  9  infant  deaths  per  1,000  live  births.2  This 
wide  variation  may  reflect  differences  in  the  prevalence  of  demographic  and 
socioeconomic  risk  factors  for  infant  mortality-such  as  maternal  age, 
education,  race,  marital  status,  and  socioeconomic  status—and  differences  in 
access  to  health  care,  including  prenatal  services,  neonatal  intensive  care,  and 
health  services  for  children.  Even  states  where  infant  mortality  rates  are 
relatively  low,  however,  do  not  reach  the  standard  set  by  other  industrialized 
countries.  If  each  state  were  treated  as  a  separate  country,  only 
Massachusetts  would  have  ranked  among  the  10  countries  with  the  lowest 
infant  mortality  rates  in  the  1986  to  1988  period,  tying  with  France  for  ninth 
place.  The  best  six  states  have  rates  at  least  as  low  as  the  sixteenth-ranked 
country.  Evidently,  there  is  room  for  improvement,  even  in  the  states  that 
have  relatively  low  infant  mortality  rates. 


i. 


2. 


The  infant  mortality  rate  is  defined  as  the  number  of  infant  deaths  before  the  age  of  one  year 
per  1,000  live  births  in  a  given  time  period. 


In  1979,  the  U.S.  Public  Health  Service  set  a  target  infant  mortality  rate  for  1990  of  9  per  1,000 
live  births,  with  a  maximum  of  12  per  1,000  live  births  for  any  racial  or  ethnic  group. 
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Black  infants  in  the  United  States  are  twice  as  likely  as  white  infants  to  die 
before  their  first  birthdays.  In  part,  the  variation  in  infant  mortality  rates 
among  states  is  attributable  to  the  nation's  higher  black  infant  mortality  and 
results  from  differences  in  the  racial  composition  of  the  states.  There  is 
considerable  variation  among  states,  however,  when  race-specific  infant 
mortality  rates  are  compared,  and  a  somewhat  different  picture  emerges  of 
the  nature  of  infant  mortality  problems  across  the  states.  The  states  with  the 
lowest  infant  mortality  rates  have  relatively  low  white  infant  mortality  rates 
and  low  percentages  of  black  births  (see  Table  1).  By  contrast,  their  black 
infant  mortality  rates  are  not  particularly  low  in  comparison  with  other 
states.  (Some  of  the  states  where  infant  mortality  is  lowest  have  so  few  black 
births,  however,  that  black  infant  mortality  rates  cannot  be  reliably 
computed.)  The  states  in  which  infant  mortality  rates  are  highest  also  have 
above-average  white  infant  mortality  rates.  Black  births  are  a  relatively  large 
proportion  of  total  births  in  these  states,  but  their  black  infant  mortality 
rates  are  not  exceptionally  high  by  comparison  with  those  of  other  states.3 
For  example,  the  black  infant  mortality  rate  in  Mississippi,  which  has  one  of 
the  highest  overall  infant  mortality  rates  in  the  country,  is  lower  than  the 
black  infant  mortality  rates  in  Connecticut  and  Minnesota,  where  overall 
infant  mortality  rates  are  relatively  low.  The  highest  black  infant  mortality 


3.  The  notable  exception  in  Table  1  is  the  District  of  Columbia,  where  the  black  infant  mortality 

rate  is  extremely  high.  Comparing  the  District  of  Columbia  with  the  states  is  somewhat 
misleading,  since  infant  mortality  rates  tend  to  be  higher  in  the  major  metropolitan  areas.  The 
infant  mortality  rate  in  the  District  is  also  high,  however,  when  compared  with  those  of  other 
major  metropolitan  areas. 
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TABLE  1.       STATES    WITH    THE    HIGHEST    AND    LOWEST  INFANT 
MORTALITY  RATES 


Infant  Mortality 

Rate,  1986-1988  Black  Births  as 
  a  Percentage  of 


States  All         White        Black       Total  Births,  1988 


Infant  Mortality  Rates  Less  than  9  per  1,000  Live  Births 


Massachusetts 

7.9 

7.2 

16.0 

9.7 

Maine 

8.3 

8.4 

.7 

New  Hampshire 

8.4 

8.4 

.9 

Vermont 

8.4 

8.3 

.4 

Utah 

8.5 

8.5 

.9 

Hawaii 

8.5 

8.0 

4.7 

Rhode  Island 

8.6 

8.1 

8.2 

Minnesota 

8.6 

8.1 

17.9 

4.1 

Iowa 

8.7 

8.5 

* 

3.0 

Wisconsin 

8.8 

7.9 

16.7 

9.4 

Kansas 

8.8 

8.0 

16.9 

9.3 

California 

8.8 

8.5 

16.0 

10.1 

Connecticut 

8.9 

7.7 

17.7 

13.6 

Infant  Mortality  Rates  Equal  to  or  Greater  than  12  per  1,000  Live  Bir 

North  Carolina 

12.0 

9.4 

18.4 

29.6 

Alabama 

12.5 

9.3 

18.7 

34.6 

Georgia 

12.6 

9.6 

18.3 

35.7 

South  Carolina 

12.7 

9.8 

17.5 

39.0 

Mississippi 

12.8 

9.2 

16.8 

47.2 

District  of  Columbia 

21.2 

* 

24.3 

77.5 

U.S.  Average 

10.1 

8.7 

17.8 

17.2 

SOURCE:  National  Center  for  Health  Statistics,  Health,  United  States,  1990  (Hyattsville,  Maryland: 
Public  Health  Service,  1990)  and  Congressional  Budget  Office  calculations  from  National 
Center  for  Health  Statistics,  "Advance  Report  of  Final  Natality  Statistics,  1988,"  Monthly  Vital 
Statistics  Report,  vol.  39,  no.  4,  Supplement,  August  15,  1990. 

*     Too  few  births  to  calculate  a  reliable  rate. 
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rates  occur  in  northern  urban  states,  while  the  highest  white  infant  mortality 
rates  are  generally  found  in  rural  states  (see  Table  2). 

Low  birthweight  is  a  major  risk  factor  for  infant  mortality.  More  than  two- 
thirds  of  infants  who  die  within  the  first  month  of  life  weigh  less  than  five 
and  a  half  pounds  at  birth.  A  large  body  of  research  indicates  that  pregnant 
women  who  receive  little  or  no  prenatal  care  are  at  much  greater  risk  of 
having  low-birthweight  babies.  Nationwide,  black  infants  are  twice  as  likely 
as  white  infants  to  be  born  at  low  birthweight  and  their  mothers  are  much 
less  likely  to  have  received  adequate  prenatal  care.  The  states  where  infant 
mortality  rates  are  high  also  tend  to  have  high  rates  of  low  birthweight, 
which,  again,  reflect  their  high  percentages  of  black  births.  Improving  access 
to  prenatal  care  for  black  mothers,  in  particular,  might  therefore  reduce  the 
variation  in  infant  mortality  rates  among  states. 

Although  some  of  the  differences  among  states  in  infant  mortality  rates  may 
result  from  variations  in  low-birthweight  rates,  other  factors  must  also  be 
taken  into  account.  A  study  conducted  by  researchers  at  the  Centers  for 
Disease  Control  found  that  survival  rates  for  low-birthweight  infants  in  the 
early  1980s  also  varied  considerably  among  states.4  This  may  reflect 
differences  in  access  to  neonatal  intensive  care  of  high  quality.  In  addition, 

there  are  wide  disparities  between  states  in  rates  of  postneonatal  mortality-that  is, 
deaths  of  infants  after  the  first  month  of  life.  Postneonatal  mortality  rates  are 
thought  to  be  a  reflection  of  the  environment  in  which  infants  are  raised  and  are 
associated  with  poverty  and  lack  of  access  to  health  care. 


4.  James  S.  Marks  and  others,  "Variation  in  State-Specific  Infant  Mortality  Rates,"  Public  Health 

Reports,  vol.  102  (March-April  1987),  pp.  146-151. 
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TABLE  2. 

STATES  WITH  HIGH  RACE-SPECIFIC  INFANT  MORTALITY 

RATES,  1986-1988 

Rate  per  1,000 

States 

Live  Births 

Black  Infant  Mortality  Rates  Greater  than 
20  per  1,000  Live  Births 


Indiana  20.2 

Pennsylvania  20.6 

Illinois  21.2 

Michigan  22.0 

District  of  Columbia  24.3 


White  Infant  Mortality  Rates  Equal  to  or  Greater 
than  9.5  per  1,000  Live  Births 


Oregon  9.5 

Georgia  9.6 

Oklahoma  9.6 

Wyoming  9.6 

Indiana  9.7 

Kentucky  9.7 

South  Carolina  9.8 

Idaho  10.1 


SOURCE:     National  Center  for  Health  Statistics,  Health,  United  States,  1990  (Hyattsville,  Maryland: 

Public  Health  Service,  1990). 
 ,  

Chairman  Rostenkowski.  Mr.  Moody. 

Mr.  Moody.  Thank  you,  Mr.  Chairman.  I  would  like  to  get  back 
to  the  administrative  costs  question  for  a  minute.  Out  of  the  $666 
billion  spent  in  1990,  how  much  was  administrative  costs? 

Mr.  Reischauer.  I  don't  think  we  have  an  estimate  for  1990. 

Mr.  Moody.  Well,  any  year.  What  percentage  is  administrative 
cost  typically  of  the  total?  If  $100  is  savable  under  some  esti- 
mates— I  agree  with  you  it  is  probably  unlikely  that  it  could  be 
that  high — that  would  be  virtually  one-seventh  of  the  total. 

Mr.  Reischauer.  Our  estimates  of  the  amount  that  could  be 
saved  under  different  types  of  plans  range  somewhere  between  the 
mid-20s  and  $50  to  $60  billion  at  the  outside;  considerably  lower 
than  the  amounts  you  are  talking  about  here. 

Mr.  Moody.  Right.  Let  me  just  get  on  with  the  main  point  of  my 
question.  I  was  startled  by  the  finding  of  the  GAO  study  that  I  am 
sure  you  are  aware  of  which  analyzes  the  Canadian  health  system. 
They  estimate  that  $67  billion  could  be  saved  by  moving  to  a 
single-payer.  They  point  out  that  in  Canada,  they  don't  review 
every  surgical  decision  on  a  case-by-case  basis  the  way  it  is  done 
here.  There  are  tremendous  costs  in  the  United  States  to  train  and 
employ  people  to  second  guess  each  decision. 
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In  Canada,  since  the  single-payer  is  enforced,  they  can  take  the 
doctor's  entire  record  of  referring  to  surgery,  referring  to  other 
high-cost  procedures,  and  they  only  pick  out  the  outliers,  very 
much  the  way  the  IRS  does  income  tax  in  this  country.  The  com- 
puter spits  out  the  outliers  and  they  would  look  at  it.  If  a  doctor  is 
two  standard  deviations  away  from  his  peers,  then  they  look  at  it. 

So  they  are  able  to  save  tremendous  amounts  of  money  on  ad- 
ministration through  that  kind  of  well-known  technique  of  quality 
control  through  statistical  methods  rather  than  on  a  case-by-case- 
by-case  basis. 

Mr.  Reischauer.  Utilization  review  in  this  country — -  - 
Mr.  Moody.  Utilization  review,  right. 

Mr.  Reischauer  [continuing].  Is  not  done  that  way  because  we 
have  many  different  payers  and  each  payer  decides  whether  or  not 
a  given  activity  is  appropriate,  and  whether  or  not  it  is  going  to  be 
reimbursable.  We  are  not  in  a  position  to  control  quality  as  Canada 
does. 

Mr.  Moody.  Exactly.  Each  payer  spends  a  lot  of  administrative 
time  making  sure  that  payer  isn't  paying  for  what  some  other 
payer  should  be  paying  for,  because  there  are  all  these  parallel 
payment  systems,  and  they  also  have  to  spend  a  lot  of  time  looking 
at  each  procedure  to  make  sure  surgery  or  some  other  high-cost 
procedure  is  not  excessive. 

If  we  did  monitor  income  taxes,  or  other  things  like  that,  we 
would  spend  enormous  amounts  of  resources  on  administration.  It 
seems  to  me  that  a  single-payer,  be  it  the  Canadian  or  some  other 
system,  has  a  huge  administrative  advantage  in  the  sense  of  utili- 
zation review. 

Would  you  like  to  comment  on  that? 

Mr.  Reischauer.  That  is  true.  With  modern  data  collection  pro- 
cedures, one  could  do  it  in  a  multipayer  system  as  well,  but  it 
might  be  viewed  as  an  intrusion  into  the  privacy  of  the  doctor-pa- 
tient relationship. 

Mr.  Moody.  Well,  it  could  be  kept  confidential,  just  as  our  IRS 
files  are  kept  confidential. 

Mr.  Reischauer.  The  Internal  Revenue  Service  (IRS)  is  the  Gov- 
ernment dealing  with  the  taxpayer,  and  this  is  a  system  in  which  a 
private  insurance  company  is  dealing  with  a  private  doctor  and  pri- 
vate patient.  So  this  would  represent  a  fundamental  change. 

Mr.  Moody.  Sure,  but  if  you  had  a  single-payer  system,  it  would 
probably  have  some  Government  element  in  it. 

It  seems  to  me  that  that  offers  a  tremendous  amount  of  potential 
cost  savings.  I  think  people  don't  realize  we  are  faced  with  a  situa- 
tion where  if  we  had  the  political  will,  or  decision  to  go  to  a  single- 
payer  system,  Dr.  Reischauer,  and  we  could  save  the  kind  of  sav- 
ings that  CBO  estimated.  Whether  those  savings  be  $60,  $100,  or 
$50  billion,  we  could  cover  all  currently  uninsured  Americans. 
That  is  estimated  at  less  than  $19  billion,  and  either  eliminate  or 
almost  eliminate  all  the  copayments  and  still  have  money  left  over. 

We  are  presented  with  a  very  rare  occasion  in  public  policy  deci- 
sionmaking where  you  could  both  improve  the  system,  improve 
access,  and  control  costs,  and  not  impact  the  bottom  line  of  the  def- 
icit. 
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Do  you  agree  that  might  be  a  very  dramatic  result,  if  we  were  to 
go  to  a  single-payer? 

Mr.  Reischauer.  I  think  that  is  quite  possible.  It  would  be  a  dra- 
matic result,  but  there  will  be  a  lot  more  going  on.  You  would  prob- 
ably have  to  eliminate  balance  billing.  You  would  have  to  elimi- 
nate wraparound  policies  or  supplemental  policies  like  the  medigap 
insurance  that  is  being  brought  by  the  elderly  population  in  the 
United  States,  and  you  would  be  redistributing  resources  very  sub- 
stantially among  certain  hospitals  and  among  certain  providers. 
You  would  have  a  simple  rate  structure,  and  if  that  rate  structure 
were  similar  to  the  Medicare  rate  structure,  a  doctor  who  primari- 
ly served  private  patients  with  employer-based  insurance  out  in  the 
suburbs  and  had  very  few  Medicaid  or  Medicare  patients  in  his 
caseload  would  find  his  income  falling  very  substantially. 

Mr.  Moody.  Depends  on  how  we  set  the  rates. 

Mr.  Reischauer.  A  doctor  in  Anacostia  who  primarily  served 
Medicaid  patients  would  see  his  or  her  income  rise  very  substan- 
tially. And  so  you  are  talking  about  far  more  than  simply  covering 
everybody  and  saving  the  administrative  costs. 

Mr.  Moody.  Well,  if  both  doctors  were  busy  all  day  long,  accord- 
ing to  their  desire  to  be  busy,  and  were  paid  adequately,  why 
wouldn't  they  both  have  quite  good  incomes?  Under  any  conceiva- 
ble rate  structure  that  we  might  approve  politically,  they  would  be 
well  compensated. 

Mr.  Reischauer.  In  the  great  scheme  of  things,  it  might  be 
viewed  as  quite  a  good  income,  but  if  it  is  an  income  that  is  10  or 
20  percent  less  than  it  was  last  year,  the  doctor  might  regard  it  as 
not  such  a  good  income. 

Mr.  Moody.  But  Bob,  what  if  they  didn't  have  to  do  all  the  paper- 
work? Doctors  have  told  me  they  would  gladly  accept  less  monetary 
income,  but  they  are  now  spending  an  average  of  8  hours  per  week 
on  paperwork. 

Mr.  Reischauer.  Presumably,  if  they  didn't  do  the  paperwork 
and  they  didn't  have  to  have  administrative  folks  running  around 
filling  out  all  of  this,  we  wouldn't  be  compensating  them  for  that 
process  either.  But  we  can't  save  the  money  twice. 

Mr.  Moody.  But  no.  It  is  not  professionally  satisfying  to  spend  all 
that  time  on  paperwork. 

Mr.  Reischauer.  If  you  are  saying  that  just  because  they  would 
be  doing  professionally  satisfying  work  100  percent  of  the  time  they 
would  take  a  10-  or  15-percent  cut  in  their  incomes,  maybe  some 
would. 

Chairman  Rostenkowski.  Mr.  Archer  will  inquire. 

Mr.  Archer.  Thank  you,  Mr.  Chairman.  Bob,  I  appreciate  your 
input.  There  are  still  a  lot  of  unanswered  questions,  and  I  guess 
there  will  be  as  time  goes  on. 

You  mentioned  in  your  testimony  that  there  was  no  good  way  to 
distinguish  between  rises  in  the  price  of  medical  services  and  im- 
provements in  medical  technology.  Can  you  explain  to  me  what 
you  mean  by  that? 

Mr.  Reischauer.  We  have  a  product  that  is  continually  chang- 
ing. Every  day,  every  year  there  is  something  new  going  on  or  a 
new  service  is  provided.  The  Bureau  of  Labor  Statistics  (BLS)  must 
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decide  how  much  of  the  increase  in  costs  is  associated  with  infla- 
tion, and  how  much  of  it  is  a  change  in  quality. 

It  has  to  do  this  with  other  things,  too,  such  as  computers  and 
automobiles.  The  price  of  an  automobile  changes  and  the  quality  of 
the  vehicle  improves  each  year.  Some  fraction  of  that  increase  in 
sticker  price  is  associated  with  quality  improvement,  and  you  don't 
want  to  count  that  as  inflation  or  price  increase. 

We  have  technicians  who  try  to  make  this  kind  of  judgment 
about  medical  care,  but  distinguishing  price  increases  from  qualita- 
tive improvements  in  this  area  is  a  tough  job. 

Mr.  Archer.  But  clearly,  if  you  look  at  hospitals,  with  65  percent 
of  their  costs  being  in  personnel,  you  can  isolate  the  personnel  and 
determine  how  much  wages  and  salaries  are  going  up  and  distin- 
guish that  part  of  it  from  the  new  technology  and  the  new  types  of 
services,  can't  you?  I  mean,  if  you  know  that  65  percent  of  the  hos- 
pital costs  is  going  to  be  in  personnel,  and  if  you  know,  for  exam- 
ple— and  the  hospitals  in  Houston  tell  me  this — that  they  are  going 
to  have  to  pay  10  percent  more  in  each  of  the  next  3  years  to  get 
nurses,  then  you  know  that  that  component  is  going  to  go  up,  inde- 
pendent from  the  technology  end  of  things,  don't  you? 

Mr.  Reischauer.  But  the  person  has  different  skills  each  year. 
He  or  she  becomes  a  more  skilled  individual,  works  with  different 
machinery,  and  produces  a  different  product.  Qualitatively,  a  day 
in  the  hospital  today  is  not  the  same  as  a  day  in  the  hospital  10 
years  ago. 

Mr.  Archer.  Let  me  ask  one  more  general  question  on  this.  If 
Congress  were  to  set  limits  on  health  care  spending,  do  you  believe 
that  we  could  effectively  decide  what  is  an  unnecessary  increase  in 
medical  expenditures  and  what  is  a  meaningful  improvement?  This 
is  based  on  what  we  have  just  been  talking  about,  what  you  have 
explained  to  us. 

Mr.  Reischauer.  Could  you  draw  a  fine  line?  The  answer  is  no. 

Mr.  Archer.  Well,  isn't  that  a  significant  impediment  then,  as  to 
what  we  are  going  to  be  able  to  do  in  the  way  of  cost  control — effec- 
tive cost  control — without  undermining  the  quality  of  the  system? 

Mr.  Reischauer.  The  set  of  issues  that  you  face  is  really  quite 
difficult.  One  thing  other  countries  have  done  to  hold  down  costs  is 
to  reimburse  their  providers  at  much  lower  levels  than  those  at 
which  we  reimburse  ours. 

Mr.  Archer.  But  maybe  the  costs  of  their  providers  are  lower 
too.  Maybe  the  expenses  that  those  providers  have  to  pay  to  oper- 
ate are  lower  too. 

Mr.  Reischauer.  I  am  talking  about  

Mr.  Archer.  No,  I  understand  

Mr.  Reischauer  [continuing].  The  net  costs  after  the  business 
costs  have  been  taken  out,  and  if  you  look  at  U.S.  doctors,  I  think 
their  average  practice  income  in  1987,  after  costs  are  netted  out, 
was  about  $123,000. 

If  we  reimbursed  our  doctors  at  the  same  relative  

Mr.  Archer.  No,  I  understand  what  

Mr.  Reischauer  [continuing].  As  that  of  the  average  worker  in 
the  United  Kingdom  or  Japan,  their  incomes  would  be  around 
$60,000. 
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Mr.  Archer.  I  understand  what  you  are  saying  there.  Let  me  get 
back  to  the  administrative  costs,  because  the  figures  you  tell  us  are 
the  highest  I  have  ever  seen  anybody  assert  relative  to  what  can 
supposedly  be  saved  in  administrative  costs  

Mr.  Reischauer.  I  am  not  saying  those  numbers  could  be  saved. 

Mr.  Archer.  But  you  create  that  impression,  and  I  am  glad  that 
you  have  cleared  that  up.  Let  me  tell  you  that  from  an  anecdotal 
standpoint,  I  have  talked  to  a  number  of  doctors.  Admittedly,  you 
can't  generalize  from  anecdotes,  but  I  am  told  by  most  of  them  that 
a  single-payer  would  not  reduce  their  administrative  costs  because 
they  have  programmed  into  their  computer  the  various  insurance 
companies  that  they  deal  with,  and  all  they  have  to  do  is  press  one 
button  on  the  computer  and  it  immediately  puts  out  the  informa- 
tion. There  is  no  additional  cost  by  virtue  of  the  fact  that  they  have 
more  people  to  deal  with  rather  than  one  person. 

Second,  they  tell  me  that  the  biggest  problem  they  have  is  in 
their  dealing  with  the  HMOs,  because  this  is  where  the  administra- 
tive redtape  gives  them  bigger  headaches  than  dealing  with  multi- 
ple insurance  companies.  I  am  wondering  whether  you  have  taken 
that  into  consideration? 

Mr.  Reischauer.  The  two  levels  of  the  committee  seem  to  dis- 
agree. I  think  Dr.  McDermott  suggested  that  the  average  doctor 
was  drowning  in  paperwork,  and  Representative  Moody  suggested 
that  they  spent  much  of  their  time  

Mr.  Archer.  I  think  

Mr.  Reischauer  [continuing].  Filling  out  forms.  You  say  that 
they  are  pressing  a  button  on  a  computer  

Mr.  Archer.  I  am  saying  relative  to  the  single-payer  system,  I 
don't  think  you  are  going  to  get  the  results  that  you  believe  you 
will  get.  Finally,  I  would  simply  ask  you,  what  are  the  administra- 
tive costs  of  operating  Medicaid  and  Medicare,  both  to  the  Govern- 
ment and  to  the  providers  compared  to  what  the  administrative 
costs  are  in  the  private  sector?  Do  you  have  those  data? 

Mr.  Reischauer.  As  a  matter  of  fact,  administrative  costs  in  the 
private  sector  are  a  good  deal  lower.  Medicare  operates  in  the 
United  States  with  roughly  the  same  overhead  rate  as  the  health 
insurance  programs  in  Canada  and  Great  Britain. 

Mr.  Archer.  Yes,  but  that  is  only  the  small  part  of  the  costs. 
What  about  the  costs  to  the  provider  

Mr.  Reischauer.  I  don't  have  it  broken  down  for  the  provider. 

Mr.  Archer.  Can  you  give  that  to  us,  because  my  time  is  up. 

Mr.  Reischauer.  I  am  not  sure  that  we  have  that,  because  such 
providers  as  individual  doctors  may  not  have  any  way  of  ascertain- 
ing how  much  of  their  administrative  cost  they  should  ascribe  to 
the  administrative  requirements  of  Federal  programs. 

Mr.  Archer.  Well  isn't  that  essential  information  we  ought  to 
have,  though?  If  you  can  get  it,  we  would  like  to  have  it.  My  time 
is  up— sorry. 

Chairman  Rostenkowski.  Mr.  Rangel. 

Mr.  Rangel.  Doctor,  thank  you  for  all  the  great  work  that  you 
have  been  doing  for  the  committee  and  the  Congress.  In  your  docu- 
ment, you  indicated  that  the  per  cost  of  health  care  was  $2,500,  or 
$2,566,  and  I  just  wondered  how  you  get  these  figures  and  whether 
or  not  it  would  be  more  helpful  if  you  could  get  some  statistical 


445 


data  to  show  what  we  are  paying  for  the  health  care  in  poorer  com- 
munities. 

Let  me  be  more  specific.  I  have  a  public  hospital — I  have  several 
of  them,  but  one  that  I  follow  on  a  weekly  basis  that  pays  $1,500  a 
day  for  every  baby  that  is  born  addicted  and  $1,500  a  day  for  every 
baby  that  is  born  with  AIDS.  And  as  they  mature,  the  $1,500  a  day 
continues  with  the  AIDS  patients.  We  have  homeless  people  that 
just  walk  in  off  the  street  and  check  into  the  hospital,  and  there  is 
medical  reason  why  they  are  admitted,  but  it  is  $600  a  day  if  it  is 
not  intensive  care,  and  it  seems  like  a  pretty  expensive  hotel 
system. 

Then  you  go  to  the  emergency  ward,  and  everybody  that  has  any 
ailment  that  has  no  coverage  goes  to  the  emergency  ward,  and  I 
have  doctors  that  work  for  the  public  hospital  that  make  a  quarter- 
of-a-million  dollars  a  year. 

So  I  just  wonder  if  you  would  have  some  way  to  find  out  how 
much  it  costs  for  a  person  if  that  person  is  poor  and  doesn't  have 
access  to  health  care. 

And  I  would  also  like  to  find  out — myself  and  others  are  always 
screaming  for  more  treatment  for  drug  addicts,  but  in  my  heart  I 
know  that  we  are  not  really  curing  any  drug  addicts.  We  are  run- 
ning them  through  programs,  and  these  programs  are  very,  very 
expensive.  People  are  in  and  out.  The  methadone  program  really 
subsidizes  an  illegal  drug  habit.  But  still,  public  funds  are  being 
poured  into  this,  and  it  has  to  come  up  on  your  charts  that  this  is  a 
part  of  that  $2,500. 

So  I  am  saying  that  I  truly  believe  that  if  a  person  is  born  addict- 
ed to  drugs  that  that  person  would  be  costing  before  he  or  she  dies 
$1  million  to  the  taxpayers,  and  that  is  how  I  think  some  of  that 
$2,500  is  for  a  person  who  has  never  even  seen  a  doctor  at  all. 

I  would  want  through  offices  like  yours  an  analysis  of  exactly 
how  many  billions  of  dollars  we  are  paying  because  we  don't  have 
a  health  system  to  cover  them. 

And  the  last  thing  is  the  Medicaid  bills— I  have  in  my  district 
unscrupulous,  fraudulent,  criminal-type  doctors  that  open  up 
health  centers  just  for  addicts,  and  they  write  these  legal  prescrip- 
tions, and  they  overprescribe,  and  Medicaid  pays  for  them  all,  and 
you  have  another  bum  pharmacist  in  there  taking  the  prescrip- 
tions. And  again,  it  is  not  to  cure  anybody,  it  is  just  to  get  them 
high. 

How  does  that  fit  into  your  computer?  [Laughter.] 
Mr.  Reischauer.  It  fits  right  in  there.  I  mean,  that  is  health  care 
spending,  whether  it  is  fraudulent  or  not,  needed  or  unnecessary.  I 
think  you  are  correct  about  the  costs  that  are  associated  with  ad- 
dicts and  babies  born  with  HIV-syndrome. 

What  you  are  pointing  out  is  that  these  averages  in  fact  are 
rather  meaningless,  because  a  very  small  fraction  of  the  population 
consumes  a  very  large  proportion  of  health  care  resources  in  the 
United  States. 

The  half  of  the  population  that  used  medical  resources  the 
least — that  is,  the  healthiest  half  of  the  population — consumes  only 
2  percent  of  the  total  health  care  spending  in  the  Nation.  The  1 
percent  of  the  population  that  used  the  most  resources  used  29  per- 
cent. This  is  precisely  the  point  that  you  are  bringing  out. 
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Mr.  Rangel.  Could  you  get  something  on  that  so  that  at 
least  

Mr.  Reischauer.  Yes.  I  will  be  glad  to  provide  it  for  the  record. 
Mr.  Rangel.  The  record  is  one  thing.  Get  it  to  me  though.  Thank 
you. 

[The  following  was  subsequently  received:] 

Question.  Isn't  it  true  that  a  very  small  number  of  people  are  responsible  for  most 
health  spending,  and  that  we  get  very  little  benefit  from  some  types  of  health 
care — for  example,  drug  treatment  programs?  How  much  of  health  care  costs  are 
related  to  drug  use  and  to  associated  factors  such  as  low  birthweight  babies  who 
need  neonatal  intensive  care? 

[Answer  on  next  page.] 
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It  is  true  that  a  relatively  small  number  of  people  incur  a  very  high 
proportion  of  health  costs.  Ten  percent  of  the  population  accounts  for  about 
75  percent  of  total  health  spending  (see  Figure  1).  Another  way  to  think 
about  this  is  that  50  percent  of  the  U.S.  population  uses  only  2  percent  of 
the  nation's  health  care  resources  each  year. 

It  also  is  true  that  some  of  these  high-cost  patients  have  conditions  that  are 
related  to  social  problems.  For  example,  low-birthweight  babies—those 
weighing  less  than  five  and  a  half  pounds  at  birth-account  for  a 
disproportionate  share  of  infant  health  care  costs.  The  Office  of  Technology 
Assessment  (OTA)  estimated  that  the  initial  hospitalization  costs  for  a 
low-birthweight  infant  were  about  $4,200  to  $6,700  higher  than  the  costs 
incurred  on  behalf  of  higher-birthweight  babies  in  1986.5  Using  the  most 
conservative  OTA  estimate,  the  initial  hospitalization  costs  of  the  6.8  percent 
of  infants  who  were  born  at  low  birthweight  in  1986  were  approximately  $1.3 
billion,  or  about  one-third  of  the  initial  hospitalization  costs  of  all  newborns. 


5, 


Office  of  Technology  Assessment,  Healthy  Children:  Investing  in  the  Future  (February  1988),  pp. 
83-85. 
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FIGURE  1,    HEALTH  SPENDING,  BY  POPULATION  PERCENTILES,  1980 


SOURCE:  Congressional  Budget  Office  tabulations  using  data  from  the  National  Medical  Care 
Utilization  and  Expenditure  Survey,  as  reported  in  S.  Garfinkel  et  al.,  Health  Care  Financing 
Review,  Summer  1988. 

NOTES:  All  medical  services  except  dentistry  and  nursing  home  care  are  included.  The  population 
is  the  civilian  noninstitutionalized  population  of  the  United  States  in  1980.  Persons  who  did 
not  incur  any  charges  are  included  in  the  distribution. 
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A  recent  article  in  Modern  Healthcare*  indicated  that  low-birthweight 
babies  also  account  for  a  disproportionate  share  of  Medicaid  expenditures. 
Only  6  percent  of  the  deliveries  paid  for  by  Medicaid  needed  neonatal 
intensive  care,  but  the  cost  of  these  services  constituted  30  percent  of 
Medicaid  maternity  expenses.  These  estimates  indicate  that  reducing 
low-birthweight  rates  could  have  a  significant  impact  on  maternal  and  child 
health  care  costs  in  the  United  States. 

Unfortunately,  no  progress  has  been  made  in  reducing  low-birthweight  rates 
in  the  past  decade  and  the  proportion  of  extremely  low-birthweight  infants 
(less  than  three  and  a  half  pounds)  is  increasing.  A  growing  body  of 
evidence  suggests  that  drug  use  during  pregnancy-especially  the  use  of  crack 
cocaine  and  cocaine  in  combination  with  other  drugs-is  contributing  to  the 
problem  of  low  birthweight  in  this  country.  A  recent  General  Accounting 
Office  (GAO)  study7  found  low-birthweight  rates  in  four  hospitals  ranging 
lfrom  25  percent  to  31  percent  among  mothers  who  used  drugs  during 
pregnancy,  compared  with  low-birthweight  rates  of  4  percent  to  11  percent 
among  mothers  with  no  evidence  of  drug  use.  Another  researcher  has 
suggested  that  the  rising  rate  of  low  birthweight  in  New  York  City  is  related 
to  the  crack-cocaine  epidemic,8  and  a  study  of  births  at  Harlem  Hospital 

6.  "Reducing  Infant  Intensive  Care  Suggested  for  Medicaid  Savings,"  Modern  Healthcare,  vol.  21, 
no.  29  (July  22,  1991),  p.  3. 

7.  General  Accounting  Office,  Drug-Exposed  Infants:  A  Generation  at  Risk  (June  1990). 

8.  Theodore  Joyce,  "The  Dramatic  Increase  in  the  Rate  of  Low  Birthweight  in  New  York  City: 
An  Aggregate  Time-Series  Analysis,"  American  Journal  of  Public  Health,  vol.  80  (June  1990),  pp. 
682-684. 
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has  found  that  newborns  exposed  to  cocaine  in  utero  incurred  much  higher 
initial  hospital  costs  than  newborns  who  were  not  exposed.9 

In  spite  of  the  critical  need  to  prevent  drug  use  during  pregnancy,  pregnant 
women  have  very  limited  access  to  drug  treatment.  According  to  the  GAO 
study,10  many  drug  treatment  programs  do  not  accept  pregnant  women  at 
all,  and  those  that  do  accept  pregnant  women  frequently  have  long  waiting 
lists.  Many  health  professionals  believe  that  pregnant  women  who  have 
substance  abuse  problems  need  comprehensive  residential  services  that  can 
provide  prenatal  care,  drug  treatment,  and  a  wide  range  of  support  services. 
Such  programs  are  extremely  scarce,  and  little  is  known  about  their  cost- 
effectiveness. 

In  addition,  a  substantial  amount  of  health  care  provided  to  the  overall 
population  may  be  ineffective,  inappropriate,  or  unnecessary.  For  example, 
studies  have  shown  that  15  to  30  percent  of  certain  surgical  procedures 
performed  are  unnecessary  or  inappropriate.11  Similarly,  many  programs 
that  are  intended  to  change  lifestyle  behaviors  deemed  injurious  to  health 
may  be  costly  and  produce  lasting  change  in  the  lifestyles  and  health  of  only 
a  small  proportion  of  participants.    Unfortunately,  information  on  the 

9.  C.S.  Phibbs,  DA.  Bateman,  and  R.M.  Schwartz,  "The  Neonatal  Costs  of  Maternal  Cocaine  Use," 
Journal  of  the  American  Medical  Association,  vol.  266  (September  18,  1991),  pp.  1521-1526. 

10.  General  Accounting  Office,  Drug-Exposed  Infants. 

11.  See  M.  Chassin  and  others,  "Does  Inappropriate  Care  Explain  Geographic  Variations  in  the  Use 
of  Health  Care  Services?"  Journal  of  the  American  Medical  Association,  vol.  258  (November  13, 
1987),  pp.  1-5. 
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effectiveness  of  such  interventions  as  drug  and  alcohol  treatment  programs 
is  very  limited  and  most  evaluation  studies  have  severe  methodological 
problems.  Recognizing  this,  the  U.S.  Preventive  Health  Services  Task  Force 
recommends  that  clinicians  continue  to  diagnose  and  treat  alcoholism  and 
drug  abuse,  because  of  the  adverse  effects  of  these  diseases  and  their 
association  with  traumatic  injuries.12 

While  the  development  of  guidelines  for  physicians  could  reduce  unnecessary 
and  inappropriate  care,  successful  and  cost-effective  approaches  to 
development  of  healthy  lifestyles  may  remain  elusive.  In  addition,  medical 
care  alone  cannot  address  the  social  and  economic  problems  that  produce 
violent  crime,  drug  addiction,  and  other  factors  that  lead  to  poor  health  and 
extremely  high  health  care  costs  for  a  few  individuals. 


12.         U.S.  Preventive  Services  Task  Force,  Guide  to  Clinical  Preventive  Services:  An  Assessment  of  the 
Effectiveness  of  169  Interventions  (Baltimore,  Maryland:  William  and  Wilkins,  1989),  p.  282. 
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Chairman  Rostenkowski.  Mr.  Coyne. 

Mr.  Coyne.  No  questions. 

Chairman  Rostenkowski.  Mr.  Gibbons. 

Mr.  Gibbons.  Interesting  testimony — very  good.  As  you  perhaps 
know,  or  maybe  it  has  escaped  your  attention,  I  am  an  advocate  of 
extending  Medicare  to  the  whole  population. 

Have  you  made  any  estimates  as  to  what  we  would  save  in  ad- 
ministrative cost  if  we  could  extend  Medicare  to  the  whole  popula- 
tion? 

Mr.  Reischauer.  CBO's  study  on  extending  Medicare  to  the 
whole  population  should  be  coming  out  within  a  few  weeks.  It  has 
some  information  that  is  relevant  to  that  question. 

CBO  has  estimated  that  between  $27  and  $56  billion  in  adminis- 
trative costs  could  be  saved  by  moving  to  a  single-payer  system.  At 
the  high  end,  it  would  be  a  system  in  which  there  was  no  balance 
billing. 

Mr.  Gibbons.  I  am  sorry,  I  missed  some  of  those  figures.  What 
were  those  figures  again? 

Mr.  Reischauer.  I  think  they  are  between  about  $27  and  $56  bil- 
lion, or  between  $20  and  $30  billion  at  the  low  end  and  $50  to  $60 
billion  at  the  high  end.  For  Mr.  Archer's  benefit  I  would  say  that 
our  estimates  of  the  administrative  savings  resulting  from  one  of 
these  national  health  insurance  plans  are  some  of  the  lowest  esti- 
mates available.  Most  other  researchers  have  higher  figures. 

Mr.  Gibbons.  Far  higher  than  that,  yes,  I  agree.  Well,  I  would 
appreciate  receiving  that.  Thank  you  very  much. 

Chairman  Rostenkowski.  Mr.  Schulze. 

[No  response.] 

Chairman  Rostenkowski.  Mr.  McGrath. 

Mr.  McGrath.  Thank  you,  Mr.  Chairman,  and  welcome,  Dr. 
Reischauer.  The  Wall  Street  Journal  had  an  article  not  too  long 
ago  regarding  what  the  cost  per  employer  was  for  each  employee 
for  medical  insurance.  It  said  that  it  was  somewhere  in  the  neigh- 
borhood of  $3,300  per  employee,  up  probably  400  percent  over  the 
last  4  or  5  years. 

That  article  also  says  that  by  the  year  2000,  that  number  will 
rise  from  $3,300  to  $22,000  per  employee.  Now  in  spite  of  the  fact 
that  an  employer  can  deduct  every  dollar  that  he  spends  for  a  ben- 
efit for  his  employee,  it  would  seem  to  me  that  the  incentive  for 
providing  that  benefit  would  wane  when  the  cost  of  that  benefit 
goes  up  to  that  extent. 

If  we  are  still,  let  us  say,  1  or  2  years  away  from  coming  up  with 
a  system  that  might  put  into  place  some  cost  containment  meas- 
ures, what  can  be  done  in  the  interim,  in  your  judgment,  to  put  a 
harness  on  some  of  these  increases? 

Mr.  Reischauer.  It  is  very  difficult  to  do,  given  our  current 
system.  There  is  probably  no  simple  answer  to  that  question  as 
long  as  we  are  going  to  keep  the  complex,  multipayer  system  that 
we  have  now,  and  are  not  going  to  involve  the  Government  more 
than  it  is  involved  already. 

I  would  add  that  our  figures  are  very  much  like  the  ones  in  the 
Wall  Street  Journal.  We  estimate  that  the  average  family  plan  pro- 
vided by  employers  was  roughly  $3,400  a  year.  Of  course  the  costs 
have  been  rising  at  10  to  12  percent  a  year. 
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But  most  economists  feel  that  this  cost  comes  out  of  the  hide  of 
the  worker,  not  out  of  the  employer's  profit,  and  so  when  you  look 
at  this  phenomenon  over  a  long  period  of  time,  it  is  really  the  em- 
ployee who  is  bearing  the  burden. 

As  I  pointed  out  in  my  prepared  statement,  the  cash  wages  of  the 
employee  are  not  growing  as  rapidly  as  they  might  because  a  great- 
er and  greater  portion  of  the  compensation  that  the  employer  is 
providing  comes  in  the  form  of  this  fringe  benefit. 

Mr.  McGrath.  Let  me  ask  you  this.  It  has  been  recently  brought 
to  my  attention  that  with  any  group  that  is  insured,  knowing  that 
the  cost  is  on  the  average  per  employee,  the  problem  is  not  an  av- 
erage problem.  The  problem  is  that  maybe  10  percent  of  the  group 
creates  the  large  part  of  the  costs,  and  the  other  90  percent  doesn't 
provide  the  problem. 

How  about  case  management?  How  about  having  somebody  go 
in — I  don't  know  how  you  could  implement  it  on  a  Government 
basis — but  have  somebody  go  in  and  take  a  look  at  the  universe  of 
employees  there  and  decide  which  ones  may  or  may  not  be  the 
driver  of  the  costs.  Then,  manage  the  care  of  those  employees  and 
their  families  in  a  prudent  manner  and  allow  the  other  90  percent 
to  go  their  merry  way. 

Would  that  be  a  

Mr.  Reischauer.  That  is  basically  what  is  happening  now  with 
the  movement  toward  managed  care. 

Mr.  McGrath  [continuing].  Managed  care  in  terms  of  

Mr.  Reischauer.  Excuse  me? 

Mr.  McGrath  [continuing].  HMOs  and  PPOs  and  things  like 
that,  but  that  seems  to  me  to  be  

Mr.  Reischauer.  Insurance  companies  are  also  demanding 
second  opinions,  and  suggesting  that  they  will  give  preferential 
treatment  to  people  who  patronize  certain  hospitals. 

You  are  pointing  out  that  only  a  small  fraction  of  any  organiza- 
tion's employees  get  sick  or  have  an  accident  or  have  a  family 
member  who  needs  medical  care,  but  it  might  be  a  different  group 
each  year.  It  probably  is  a  different  group  each  year,  and  I  think 
this  makes  it  a  very  difficult  issue. 

Chairman  Rostenkowski.  Mr.  Pease. 

Mr.  Pease.  Thank  you  very  much,  Mr.  Chairman.  Dr.  Reis- 
chauer, like  others  before  me,  I  want  to  thank  you  for  your  testi- 
mony, which  is  very  helpful  as  usual.  I  have  felt  over  the  years 
that  the  Congressional  Budget  Office  is  one  of  the  sterling  perform- 
ers in  our  U.S.  Government  and  that  we  have  had  a  succession  of 
truly  excellent  directors.  You  are  certainly  no  exception  to  that 
rule. 

I  would  like  to  continue  the  intervention  I  made  with  Congress- 
man Russo  a  few  minutes  ago.  As  I  say,  I  am  not  an  opponent  of  a 
universal  health  care  system,  but  I  do  think  that  the  American 
people  ought  to  realize  that  there  are  some  tradeoffs.  When  it  is 
averred  that  there  is  no  loss  of  individual  choice,  it  seems  to  me 
that  it  is  hard  to  avoid  that. 

As  I  mentioned  in  my  metropolitan  Cleveland  area,  there  must 
be  five,  six,  seven  hospitals  that  perform  open  heart  surgery.  My 
understanding  is  in  Toronto  only  one  hospital  does  so. 
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To  me,  if  you  are  going  to  have  open  heart  surgery,  it  would  be 
an  advantage  to  go  into  a  hospital  that  does  14  or  20  procedures  a 
day  rather  than  4  or  5  per  week.  However,  my  constituents  keep 
telling  me  that  they  would  rather  go  to  the  one  that  does  4  or  5  a 
week  because  it  is  closer  to  home  and  the  nurses  are  so  much  more 
friendly. 

It  seems  to  me  that  that  is  a  factor  that  people  have  to  crank 
into  their  decision  now  which  they  would  probably  not  have  to  do 
under  universal  health  care. 

Do  you  see  any  scenario  under  a  single-payer,  universal  health 
care  system  where  the  system  could  continue  to  countenance  multi- 
ple providers  of  something  as  sophisticated  as  open  heart  surgery 
within  the  same  community? 

Mr.  Reischauer.  There  is  nothing  inherently  thrifty  about 
single-payer  systems.  You  can  set  the  reimbursement  levels  any- 
where you  want.  You  can  combine  them  with  capital  controls  any 
way  you  want.  I  think  most  of  these  plans,  such  as  the  one  that 
Representative  Russo  has  proposed,  also  have  caps  of  some  kind, 
and  that  is  really  the  driving  force  here. 

I  think  that  people  who  choose  to  go  to  the  hospital  with  friendly 
nurses  rather  than  the  competent  hospital,  make  that  choice  partly 
because  they  don't  have  all  the  information  that  they  should  have 
at  their  disposal,  such  as  the  outcome  rates  of  various  hospitals. 
Dr.  Lee,  who  will  testify  here  later,  has  some  interesting  informa- 
tion on  that  phenomenon  in  California. 

Mr.  Pease.  You  mentioned  the  overall  limitation  on  expendi- 
tures, and  that  is  a  part  of  most  universal  care  plans.  Let  us  say 
that  we  are  spending  12  percent  a  year  now,  of  our  GNP,  on  health 
care,  and  we  were,  say,  going  to  make  it  10  or  9  percent  next  year 
and  that  is  going  to  be  the  cap. 

How  do  you  think  the  health  care  costs  would  be  contained 
within  those  caps?  What  steps  would  be  taken  in  order  to  do  that? 

Mr.  Reischauer.  It  would  take  lowering  reimbursement  levels 
substantially  for  various  services,  possibly  closing  facilities,  and 
using  existing  facilities  more  efficiently. 

Mr.  Pease.  In  your  view,  it  wouldn't  necessarily  mean  that  the 
Government  or  whoever  would  restrict  the  number  of  hospitals 
that  do  certain  procedures.  It  is  more  likely  to  come  through  reduc- 
ing the  rates  paid  on  surgical  procedures  than  limiting  those  insti- 
tutions that  can  provide  them,  is  that  correct? 

Mr.  Reischauer.  I  said,  "using  existing  facilities  more  efficient- 
ly," and  I  would  expect  that  an  operating  theater  that  did  nothing 
but  open  heart  surgery  and  was  working  at  full  capacity,  would  be 
using  resources  more  efficiently  than  would  several  in  the  same  ge- 
ographic area  operating  at  two-thirds  of  capacity. 

Mr.  Pease.  Thank  you  very  much. 

Chairman  Rostenkowski.  Mr.  Levin. 

Mr.  Levin.  Thank  you,  Mr.  Chairman,  and  welcome.  Obviously, 
your  testimony  is  important  and  stimulating  as  manifested  by  how 
long  we  have  been  at  it. 

Let  me  just  get  back  to  a  critical  issue  and  maybe  briefly — health  j 
care  cost  control.  You  in  your  testimony  outlined  how  difficult  it  is 
under  the  present  multiple-payer  system  to  control  costs,  and  I 
think  everybody  agrees  that  it  is  extremely  difficult. 
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The  real  question  is  how  very  difficult,  and  that  is  where  I  think 
people  are  uncertain  and  where  there  tends  to  be  a  division.  Obvi- 
ously, if  it  is  impossible,  it  points  us  even  more  so  in  one  direction. 
If  it  is  very  difficult  but  arguably  doable  over  a  period  of  years,  it 
may  well  point  us  in  a  different  direction,  and  there  is  probably  no 
other  factor  that  has  more  potential  impact  on  the  ultimate  deci- 
sion around  here  than  whether  we  can  control  costs  under  a  re- 
formed multipayer  system. 

So  let  me  just  ask  you.  On  page  21,  you  say  all  of  the  strategies 
above — and  you  mention  targets  in  global  budgeting  and  regulation 
and  the  like — could  control  some  of  the  components  of  spending, 
but  their  effectiveness  would  depend  on  how  the  limits  were  set 
and  how  stringently  they  were  enforced. 

And  then  you  go  on  to  say  that  it  is  more  difficult  to  control 
costs  here  than  in  other  countries  which  have  a  centralized  system, 
and  then  you  lay  out  in  this  sentence  the  following: 

But  one  could  achieve  greater  control  over  costs  through  a  combined  strategy  that 
might  include  eliminating  first-dollar  insurance  coverage;  setting  uniform  payment 
rates  for  providers;  monitoring  medical  care  by  examining  each  provider's  entire 
practice;  controlling  the  growth  of  capital  and  technology,  with  goals  set  at  a  nation- 
al or  regional  level;  and  establishing  effective  limits  on  national  and  regional  ex- 
penditures. 

Some  of  which  or  all  of  which  ideas  are  more  and  more  being 
placed  into  the  approach  on  the  Senate  side  and  in  the  proposal  of 
Chairman  Rostenkowski. 

So,  where  are  you  on  the  spectrum  of  difficulty  and  likely  effica- 
cy? If  all  of  the  items  listed  by  you  on  pages  21  and  22  were  em- 
braced substantially,  do  you  have  some  optimism  there  could  be 
considerable  cost  control  or  not?  Difficulty  is  acknowledged. 

Mr.  Reischauer.  I  think  there  could  be  very  substantial  cost  con- 
trol under  a  multipayer  system,  if  we  had  a  single  set  of  rates, 
there  were  no  balance  billing,  and  you  could  set  the  rates  low 
enough  to  save  substantial  amounts  of  money.  Then  you  could 
follow  up  with  utilization  review,  which  would  require  the  collec- 
tion of  data  from  the  various  payers  and  the  various  providers, 
review  of  that  data,  monitor  it,  employ  some  kind  of  enforcement 
procedure  for  dealing  with  the  outliers,  and  exert  controls  on  cap- 
ital spending. 

That  is  a  very  different  system  than  the  one  we  have  now.  You 
might  say  that  it  is  a  multipayer  system  and  that  we  have  a  multi- 
payer  system  now,  but  I  am  talking  about  a  much  more  intrusive 
kind  of  system  than  we  have  at  present. 

[The  Congressional  Budget  Office  submitted  the  following:] 

Question.  Can  health  care  costs  be  controlled  under  a  multiple-payer  system,  or  is 
cost  control  only  possible  under  a  single-payer  system? 

Answer.  Health  care  costs  could  be  controlled  under  either  a  single-payer  or  a 
multiple-payer  system,  but  neither  system  guarantees  that  health  care  costs  will  be 
controlled.  Our  assessment  of  the  available  evidence  on  the  effectiveness  of  various 
strategies  for  controlling  costs  suggests: 

If  the  goal  is  to  control  the  level  and  rate  of  increase  of  overall  health  spending  in 
the  Nation,  policies  that  address  the  entire  health  care  system  rather  than  seg- 
ments of  it,  would  be  necessary.  Partial  controls  on  spending  for  health  are  more 
likely  to  shift  costs  to  some  less  controlled  segment  of  the  market  than  to  reduce 
them. 

No  single  policy  for  controlling  health  care  costs,  if  adopted  in  isolation,  is  likely 
to  be  effective.  Increases  in  per  capita  spending  for  health  can  be  caused  by  higher 
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prices,  a  larger  volume  of  services  per  person,  or  less  efficiency  in  the  provision  of 
services.  Consequently,  a  coordinated  set  of  policies  would  be  required:  policies  that 
would  control  both  price  and  volume  while  assuring  that  quality  would  not  be  com- 
promised. 

One  policy  combination  that  could  increase  the  ability  to  control  costs  while  mini- 
mizing the  direct  impact  on  patients,  under  either  a  single-payer  or  multiple-payer 
system,  would  include:  uniform  payment  rates  for  all  providers  in  a  given  locality; 
uniform  utilization  review  procedures  applied  to  all  providers  in  each  locality;  and 
planning  for  and  controls  on  medical  facilities  and  capital-intensive  technologies  in 
each  locality. 

If  established  under  either  a  single-payer  system  or  one  that  retains  multiple- 
payers,  this  combination  of  policies  might  control  the  rise  of  health  care  costs.  The 
level  of  effectiveness  of  these  strategies — and  of  other  approaches,  such  as  increased 
consumer  cost  sharing  and  expenditure  limits — would  depend  on  the  stringency  of 
controls  on  prices,  utilization,  and  technology.  The  impact  of  these  strategies  on 
access  to  new  technologies,  waiting  times  for  services,  and  consumers'  freedom  to 
choose  providers,  insurance  coverage,  and  treatments  would  also  vary  with  the 
stringency  of  the  cost-control  policies. 

Mr.  Levin.  Many  of  those  ingredients  are  in  the  Medicare  system 
or  beginning  to  be,  right?  Many  of  those  cost-control  mechanisms? 

Mr.  Reischauer.  That  is  correct,  but  one  reason  we  might  have 
accepted  the  limits  in  the  Medicare  system  is  that  we  haven't  pro- 
vided the  same  limits  on  the  rest  of  the  medical  sector,  and  that  is 
in  a  sense  the  escape  valve. 

Mr.  Levin.  Thank  you. 

Mr.  Moody.  Will  the  gentleman  yield  for  a  second? 
Mr.  Levin.  I  think  my  time  is  up.  I  am  sorry,  I  w^uld  be  glad  to, 
but  I  don't  think  it  is  allowable. 
Mr.  Moody.  Thank  you. 
Chairman  Rostenkowski.  Mrs.  Johnson. 

Mrs.  Johnson.  Thank  you,  Mr.  Chairman.  I  have  several  ques- 
tions, so  I  am  going  to  try  to  flip  through  them.  First  of  all,  I 
wanted  to  say  that  I  think  there  are  a  number  of  things  happening 
in  the  real  world  that  very  much  affect  this  issue  of  costs  that  your 
testimony  does  not  reflect. 

For  example,  you  talk  about  competition  and  point  to  the  fact 
that  competition  amongst  insurance  plans  has  been  how  much  can 
we  provide?  I  think  you  are  absolutely  right  about  that.  How  much 
can  we  provide  for  very  little  cost  increase? 

But  I  think  in  the  last  2  years,  the  competition  is  of  a  different 
nature — how  much  can  we  provide  for  the  same  or  lesser  price, 
how  much  can  we  provide  that  is  acceptable  for  a  dramatically 
lesser  price?  That  is  what  the  whole  core  benefit  competition  is 
about. 

I  think  we  are  only  beginning  to  see  the  potential  impact  of  the 
new  competition  that's  taking  place  out  there.  Until  we  see  that  a 
little  bit,  I  don't  personally  believe  we  can  discard  competition  as  a 
very  serious  price  controller. 

Second,  you  talk  on  page  8  about  a  very  real  problem,  the  fact 
that  consumers  delegate  decisionmaking  authority  to  physicians, 
and  physicians  therefore  can  offer  more  services.  I  am  not  sure 
that  your  assumptions  take  into  account  the  fact  that  consumers 
are  also  now  better  educated.  More  and  more  physicians  are  telling 
me  people  are  saying,  "But  I  don't  want  a  CT  scan.  I  want  an  MRI, 
thank  you."  There  is  a  certain  amount  of  consumer  demand  for 
more  extensive  services,  because  they  hear  about  it  and  read  about 
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it  and  their  friend  had  it  and  they  want  to  be  certain  that  they  get 
the  very  best. 

So  I  don't  know  how  we  take  that  into  account.  But  I  don't  think 
it's  quite  as  simple. 

Mr.  Reischauer.  That  seems  to  be  a  movement  in  the  wrong  di- 
rection. 

Mrs.  Johnson.  Right. 

Mr.  Reischauer.  You  are  saying  that  when  you  give  the  patient 
the  right  to  make  the  decision,  he  says,  "Give  me  the  best." 

Mrs.  Johnson.  Right.  Absolutely.  I  am  just  saying  that  I  am  not 
sure  your  assumption  that  physicians  are  driving  multiplicity  of 
services  is  one  that  we  can  rest  real  comfortably  with. 

Then  I  think  it's  very  important,  particularly  for  this  committee, 
to  recognize  an  aspect  of  the  Maryland  experiment  that  you  did  not 
mention.  It's  true  they  have  a  single  rate  for  everyone.  But  they 
have  a  waiver  from  the  Federal  Government  which  allows  them  to 
pay  more  for  Medicaid  and  more  for  Medicare.  My  State  is  asking 
for  a  13-percent  increase  from  the  hospitals,  6  of  that  13  percent  is 
to  cover  cost  shifting  not  only  from  underreimbursements  for  Med- 
icaid and  Medicare,  but  also  for  uncompensated  care,  but  primarily 
underreimbursement.  So  if  Maryland  doesn't  have  an  underreim- 
bursement  problem,  of  course  they  can  do  better. 

Mr.  Cardin.  Would  the  gentlelady  yield? 

Mrs.  Johnson.  Since  I  have  a  couple  of  questions,  it  is  something 
we  will  have  to  discuss.  But  I  do  want  to  get  on  to  some  other  as- 
pects before  I  yield. 

I  just  think  that  it  ought  to  be  recognized  that  the  success  of  a 
single-payer  system  depends  on  the  adequacy  of  payments,  and 
Government  has  not  been  a  very  adequate  payer. 

Then,  in  terms  of  administrative  costs,  since  I  think  that  is  criti- 
cal to  the  debate,  are  your  estimates  of  administrative  costs  based 
on  the  assumption  that  Government  pays  bills  or  the  assumption 
that  Government  evaluates  the  merit  of  the  bill?  In  other  words,  do 
your  assumptions  of  administrative  costs  assume  a  system  like 
Canada,  where  the  Government  simply  pays  the  bill  when  it  comes 
forward,  or  does  it  assume  a  system  like  Medicare  or  like  our  in- 
surers, where  there  is  a  fiscal  intermediary  who  says,  "This  was 
not  necessary  care"? 

Mr.  Reischauer.  I  think  we  assume  a  system  like  the  Medicare 
system. 

Mrs.  Johnson.  In  that  case,  can  you  break  down  for  me  and  get 
back  

Mr.  Reischauer.  We  are  giving  global  budgets  to  hospitals  and 
saying,  "Here's  your  money.  Go  do  your  thing."  We  are  providing 
reimbursement  on  a  case-by-case  basis. 

Mrs.  Johnson.  OK.  In  that  case,  could  you  provide  for  me  a 
breakdown  of  your  analysis  of  Government  costs?  I  want  to  know 
how  much  Washington,  D.C.  overhead  is,  how  much  fiscal  interme- 
diary overhead  is,  how  much  office  overhead  is,  and  how  much  hos- 
pital overhead  is.  I  ask  this  really  absolutely  in  good  faith  because 
my  provider  community  seems  to  have  no  problem  dealing  with  in- 
surance companies  in  terms  of  reimbursements.  The  marches  on 
my  office  are  from  providers  who  try  to  deal  with  Medicare.  They 
call  Medicare  and  Medicare  says,  "We  don't  know  why  that  bill 
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was  rejected.  File  it  again  and  we'll  see."  Then  they  get  it  back 
again. 

I  mean  the  administrative  problems  between  the  fiscal  interme- 
diaries and  the  actual  providers  are  tremendous,  and  the  adminis- 
trative cost  implications  of  that  are  tremendous.  Now,  they're  not 
being  reimbursed  by  the  system  right  now,  and  the  only  way  you 
can  see  them  is  from  provider  time  spent. 

So,  you  know,  I  think  a  breakdown  of  administrative  costs  would 
help  us  see  more  clearly  what  is  that  parallel.  We  have  to  have  an 
evaluation  of  the  validity  of  the  costs  in  any  single-payer  system.  I 
think  any  system  that  sends  letters  saying  "This  is  not  a  bill"  has 
an  administrative  cost  factor  that  we're  not  seeing  if  you  say  it's 
much  lower  than  the  private  sector. 

[The  Congressional  Budget  Office  submitted  the  following:] 

This  is  a  very  difficult  task,  and  not  one  that  CBO  can  do.  Broadly  defined,  Gov- 
ernment regulations  and  policies  would  include  tax  laws,  licensing  requirements, 
zoning  regulations,  and  a  host  of  other  requirements  that  might  affect  health  insur- 
ers and  providers.  Even  if  a  specific  set  of  regulations,  laws,  and  policies  was  de- 
fined, it  would  be  virtually  impossible  to  estimate  accurately  the  costs  they  impose 
on  insurers  and  providers,  in  part  because  the  effects  would  differ  substantially 
among  the  members  of  these  groups. 

Mrs.  Johnson.  I  am  sorry  that  I  have  taken  my  time  primarily 
in  laying  before  you  some  of  my  concerns  with  your  testimony.  It  is 
frustrating  to  have  only  5  minutes  when  these  are  such  complicat- 
ed issues.  The  cost  issue,  particularly  administrative  costs,  it  seems 
to  me,  is  something  we  are  going  to  have  to  be  more  tangible  and 
concrete  about  in  order  to  get  the  responsible  kinds  of  estimates 
that  we  need  to  determine  what  money  might  be  used  more  effec- 
tively in  health  care. 

Thank  you,  Mr.  Chairman. 

Chairman  Rostenkowski.  Mr.  Cardin. 

Mr.  Cardin.  Thank  you,  Mr.  Chairman. 

I  would  like  to  spend  a  little  bit  of  time  on  effective  cost  contain- 
ment and  follow  up  on  Mrs.  Johnson  and  Mr.  Levin's  point. 

It  seems  to  me  there  are  two  approaches  you  can  take  consistent 
with  Dr.  Reischauer's  testimony.  One  is  you  can  have  a  single- 
payer  system.  And  you've  talked  about  the  single-payer  system  and 
what  impact  that  would  have  on  reducing  some  of  the  direct  costs 
as  well  as  the  administrative  costs.  But  then  you  also  mentioned  an 
all-payer  system.  And  I  want  to  clarify  that  particular  point. 

An  all-payer  system  would  not  require  having  a  single,  national 
one-payer  system  but  could  be  built  upon  our  current  system  but 
having  all  payers  play  according  to  the  same  rules.  So  it  would 
make  no  difference  whether  it's  a  Medicare  patient  or  a  Medicaid 
patient  or  a  private  pay  patient  or  Blue  Cross/Blue  Shield  patient. 
They  all  would  pay  the  same  rates. 

If  I  understand  your  testimony,  Dr.  Reischauer,  you  have  indicat- 
ed that  if  we  were  to  reduce  physicians'  fees  by  10  percent,  we  may 
not  in  fact  achieve  any  savings  because  of  the  volume  increases  as 
well  as  the  cost  shifting  to  the  other  services  that  are  not  con- 
trolled by  the  Government  caps. 

Mr.  Reischauer.  No.  I  think  that  is  an  overstatement.  We  would 
realize  some  savings,  but  they  would  not  be  10  percent.  There 
would  be  an  offsetting  response  by  providers  who  would  provide 
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more  services  up  to  a  point.  Some  of  them  obviously  have  limita- 
tions on  their  ability  to  respond. 

Mr.  Cardin.  And  I  agree  with  you.  Your  statement  said  "The  re- 
duction might  not  significantly  affect  the  level  of  national  health 
spending."  That's  from  your  own  statement  that  you  filed.  Page  13 
of  your  statement. 

Mr.  Reischauer.  Right. 

Mr.  Cardin.  You  point  out  that  with  a  10-percent  reduction  in 
fees  there  would  probably  be  an  increase  of  5  percent  on  volume, 
which  would  cut  the  savings  in  half;  and  then  you  indicate  that  by 
cost  shifting,  some  of  the  other  savings  would  be  negated  to  non- 
Medicare  type  of  charges. 

Dr.  Altman  points  out  in  his  statement  that  effective  cost  con- 
tainment systems,  "Such  a  system  may  not  have  a  single-payer, 
namely  government,  but  it  must  have  all  payers  integrated  into  a 
common  and  controlled  financing  system."  And  I  agree  with  that. 

Let  me  just  point  out  that  Maryland  has  that  today,  and  it's  not 
a  radically  different  system  than  what  other  States  have.  And  de- 
spite Mrs.  Johnson's  comments,  the  costs  in  Maryland  have  been 
increasing  slower  than  the  national  average  and,  in  fact,  is  now 
below  the  national  average.  So  it  can  produce  effective  cost  con- 
tainment, it's  not  a  radical  shift,  and  it  seems  to  me  it's  consistent 
with  what  you  have  said  as  a  way  of  trying  to  bring  effective  cost 
containment  without  the  radical  changes  that  are  brought  about  by 
a  single-payer  system. 

If  I  understand  your  testimony,  on  physician  fees,  you  indicate 
that  an  all-payer  system  in  fact  could  be  very  effective  in  reducing 
costs  because  you  would  integrate  all  payers  into  the  same  system, 
and  if  you  couple  that  with  effective  controls  over  volume,  then  in 
fact  you  can  implement  a  system  that  could  have  significant  cost 
savings  to  the  American  people. 

Any  comments  on  that? 

Mr.  Reischauer.  I  don't  disagree  with  anything  you  said,  except 
the  characterization  of  my  testimony,  which  you  took  out  of  the 
section  on  price  controls.  I  was  saying  that  savings  from  price  con- 
trols unaccompanied  by  any  volume  controls,  and  price  controls  on 
just  a  segment  of  the  market,  have  a  tendency  to  be  eroded  by 
volume  responses. 

It  is  a  lot  harder  to  have  volume  responses  in  the  hospital  sector 
than  it  is  in  the  doctor's  office.  And  so  a  plan  like  the  Maryland 
system  is  likely  to  be  more  effective  than  a  similar  kind  of  system 
imposed  on  the  doctors  in  Maryland. 

Mr.  Cardin.  I  understand.  And  let  me  apologize.  I  didn't  mean  to 
imply  that  your  statement  was  other  than  what  it  was. 

As  I  understand  it,  and  I  think  that  you've  clarified  it,  that  if 
you  put  the  cost  controls  into  a  system  where  everybody's  playing 
according  to  the  same  rules,  you  can  effect  the  type  of  results  that 
you  want  to,  particularly  if  you  are  monitoring  on  the  volume 
issue. 

Mr.  Reischauer.  Correct. 

Mr.  Cardin.  And  that  was  the  point  that  I  was  raising.  And  it 
can  be  done  in  a  less  radical  way  than  a  single-payer  system  by 
just  using  an  all-payer  system  for  medical  services. 

Thank  you. 
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Chairman  Rostenkowski.  Mr.  Downey  may  inquire. 
Mr.  Downey.  Thank  you.  Mr.  Chairman. 

Thank  you,  Mr.  Reischauer,  for  your  usually  fine  testimony.  I 
have  simple  questions.  Hopefully,  I  can  run  through  them  quickly 
for  you.  They  are  in  the  nature  of  just  corroborating  statistics  and 
facts  which  you  have  laid  out  for  this  committee. 

Often,  this  health  debate  degenerates  to  people  sometimes  claim- 
ing that  there  are  costs  that  are  not  appreciated  by  other  members 
of  the  committee  and  dispute  about  statistics,  and  I  want  to  see  if  I 
can  just  run  through  some  of  these  and  get  a  better  sense  of  what 
is  commonly  accepted  as  accurate  and  what  isn't. 

The  first  and,  I  think,  most  telling,  is  the  $662  billion  spent  on 
health  care,  or  $2,566  per  capita.  Is  that  a  community-accepted 
figure  that  is  open  to  any  controversy  or  dispute,  in  your  mind? 

Mr.  Reischauer.  No,  I  do  not  think  so.  I  think  that  is  provided 
by  the  Health  Care  Financing  Administration  each  year.  And  it 
was  just  released  a  few  weeks  ago. 

Mr.  Downey.  What  about  the  projected  cost  figures  that  we  an- 
ticipate, that  you  project,  CBO  projects,  that  health  care  will  ac- 
count for  over  20  percent  of  Federal  spending  by  1996?  Is  there 
anyone  who  disputes  that  figure? 

Mr.  Reischauer.  That  figure  is  based  on  a  number  of  assump- 
tions about  behavior  of  the  Congress'  behavior  with  respect  to  re- 
ducing the  deficit  over  the  next  few  years.  I  would  expect  that  that 
number  would  be  open  to  a  good  deal  of  uncertainty. 

Mr.  Downey.  OK.  What  about  the  figure  of  what  percentage  of 
GNP  we  would  be  spending  by  the  year  2000?  Obviously,  that's  also 
subject  to  a  number  of  assumptions.  But  could  you  give  me  some 
idea  of  the  range  of  amount  in  that  category? 

Mr.  Reischauer.  I  think  that  is  based  on  a  set  of  assumptions 
that  run  as  follows:  If  GNP  grows  at  roughly  the  potential  growth 
rate  of  the  economy  and  health  care  spending  per  person  continues 
along  the  path  that  we  have  experienced  over  the  last  decade, 
these  are  the  kinds  of  numbers  you  would  get. 

I  don't  think  there  are  any  analysts  who  would  argue  that  health 
spending  as  a  percentage  of  GNP  is  going  to  level  off.  We  all  be- 
lieve that  it  is  going  to  continue  to  increase,  and  increase  at  a 
fairly  rapid  rate. 

Mr.  Downey.  What  about  the  economists'  notion  that  you  point 
out  that  employees  really  pay  for  part  of  the  costs  of  their  health 
care  through  reduced  wages  and  salaries?  I  often  find  business 
people  who  tell  me,  with  respect  to  unemployment  compensation, 
that  this  is  patently  not  true,  that  the  employers  pay  it,  not  the 
employees.  Does  anyone  really  dispute  the  fact  that,  especially  over 
the  last  10  years,  that  rising  health  costs  to  employers  have  had  a 
downward  pressure  on  wages? 

Mr.  Reischauer.  I'm  sure  you  could  find  somebody  who  would 
dispute  that.  But  I  think  there  is  a  general  realization  that  when 
employers  decide  to  hire  an  employee,  they  look  at  how  much  they 
will  have  to  shell  out,  and  ask  whether  the  marginal  product  this 
individual  is  going  to  produce  worth  the  total  compensation,  which 
consists  of  wages,  fringe  benefits,  and  mandatory  payments  to  the 
Federal  Government. 
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Mr.  Downey.  Can  you  go  through  just  a  tentative  list  of  what 
you  consider  are  the  accurate  measures  of  a  healthy  society?  I 
mean  we  are  spending  more  money  and  it  appears  as  though  the 
infant  mortality  rate  has  not,  while  it  has  improved,  it  is  still  not 
what  in  my  mind  it  should  be  vis-a-vis  other  nations  of  the  Western 
World,  that  we  don't  appear  to  be  living  longer,  especially  men, 
that  there  are  alarming  incidences  of  communicable  diseases  that 
seem  to  be  on  the  rebound.  I  think  of  tuberculosis  and  measles  as 
examples  of  this. 

How  am  I,  if  I  were  giving  a  speech,  to  accurately  measure  or 
offer  for  people  a  standard  of  measurement  of  what  is  and  what  is 
not  a  healthy  society,  what  would  the  components  be,  in  your 
mind? 

Mr.  Reischauer.  That  is  a  question  that  is  better  directed  at  Dr. 
Lee.  This  is  an  issue  that  has  medical  dimensions  and  societal  di- 
mensions, and  it  is  very  difficult  to  separate  the  two  because  soci- 
ety's rapid  changes  are  affecting  the  health  status  of  our  popula- 
tion, and  our  medical  system  is  changing  rapidly  as  well. 

Mr.  Downey.  Thank  you,  Dr.  Reischauer. 

Chairman  Rostenkowski.  Mr.  Dorgan. 

Mr.  Dorgan.  Mr.  Chairman,  thank  you  very  much. 

Dr.  Reischauer,  thank  you  for  your  testimony. 

You  say  something  about  competition  on  page  10  that  I  want  to 
underscore.  You  point  out  that  competition  in  controlling  health 
care  costs  really  doesn't  do  the  job.  In  fact,  you  point  out  that, 
often,  increased  competition  makes  consumers  better  off  by  giving 
them  more  choices  but  generally  has  little  impact  on  spending. 

I  want  to  demonstrate  this  point  and  underline  that  for  the  com- 
mittee members.  In  North  Dakota  we  have  640,000  citizens  living 
in  our  State.  We  have  some  very  good  health  care  providers. 
They're  excellent.  But  in  a  State  of  640,000  people,  there  are  six 
places  one  can  go  to  have  open-heart  surgery.  Six  areas  of  North 
Dakota  offer  open-heart  surgery. 

Now,  I  suspect  that  means  that  programs  in  some  States,  like  in 
our  case,  a  certificate-of-need  program,  doesn't  work  very  well.  At 
least  in  these  cases,  increased  competition,  it  would  seem  to  me, 
would  generally  mean  better  choices  for  consumers  but  higher 
prices. 

Would  you  agree  with  that? 

Mr.  Reischauer.  I  am  not  sure  that  it  means  better  services,  too, 
because  facilities  must  be  operated  efficiently  so  that  doctors  per- 
form at  peak  capacity. 

Also  involved  is  a  question  of  whether  we  perform  what  is  an  ap- 
propriate amount  of  these  procedures.  And  if  you  look  at  interna- 
tional comparisons,  you  will  find,  for  example,  that  the  United 
States  has  roughly  four  times  as  much  open-heart  surgery  per  mil- 
lion people  as  the  German  population.  Is  that  reflected  in  health 
status?  I  don't  think  so. 

Mr.  Dorgan.  The  point  is,  with  respect  to  the  use  of  MRIs  or 
with  respect  to  establishing  a  cardiac  unit  in  which  you  can  do 
open-heart  surgery,  competition  means  that  my  institution,  my  hos- 
pital, which  desires  to  offer  that  service,  because  a  hospital  50  or 
100  miles  down  the  road  is  doing  it.  So  competition  means  we  need 
to  try  to  do  it  as  well.  Therefore,  competition  doesn't  mean,  at  least 
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in  most  cases  in  this  area  of  health  care,  lower  costs  or  lower 
prices;  it  generally  results  probably  in  higher  costs. 

Let  me  ask  another  question  of  you  because  you  seem  to  suggest 
in  your  testimony  that  only  with  a  single-payer  system  can  you 
impose  workable  and  meaningful  cost  controls.  Is  there  a  way  for 
Congress  to  develop  a  cost  containment  program  if  we  do  not  adopt 
a  single-payer  system  but  instead  decide  for  various  reasons  that  a 
multipayer  system  will  remain  in  effect.  Are  you  optimistic  that  we 
can,  with  a  multipayer  system,  develop  significant  and  meaningful 
and  workable  cost  containment  programs? 

Mr.  Reischauer.  As  I  tried  to  suggest  in  my  answer  to  some  of 
the  other  questions,  I  think  it  is  theoretically  possible.  It  is  a  much 
more  difficult  political  issue,  I  think,  because  in  one  case  you  will 
have  a  single  body,  the  Federal  Government,  deciding  on  the  in- 
creases in  expenditures  and  what  limits  are  placed  on  providers, 
and  in  another  case  you  will  be  dealing  with  the  intermediaries  of 
about  1,000  payers.  And  that  will  be  a  more  difficult  political  prob- 
lem for  those  who  want  to  hold  down  the  growth  of  health  care 
costs. 

Mr.  Dorgan.  Yes.  I  don't  think  any  of  us  underestimates  the 
problem  of  containing  or  controlling  what  now  appears  to  be  expo- 
nential price  increases  or  cost  increases.  And  yet,  no  matter  what 
choice  Congress  embraces,  whether  it's  single-payer,  multipayer, 
any  number  of  an  array  of  choices,  to  try  to  respond  to  the  health 
care  problem,  it  must,  it  seems  to  me,  as  part  of  the  foundation  of 
that  choice,  decide  that  containing  costs  is  a  critical  part  of  it. 

I  mean  we  can  put  together  all  kinds  of  things  that  deliver  serv- 
ices to  more  people,  do  it  in  a  different  way,  become  more  efficient 
in  certain  areas,  but  if  we  don't  have  some  mechanism  by  which  we 
control  costs,  we  are  really  only  bandaiding  a  certain  area  of 
health  care.  And  I  don't  think  any  of  us  on  this  committee  has  a 
very  good  notion  of  exactly  how  you  contain  or  control  costs.  That 
is  the  most  difficult  of  all  areas  too  deal  with. 

Dr.  Reischauer,  thank  you  very  much  for  being  here  and  contrib- 
uting to  this  discussion  on  health  care. 

Chairman  Rostenkowski.  Mr.  Stark. 

Mr.  Stark.  Thank  you,  Mr.  Chairman. 

Mr.  Reischauer,  I  am  sorry  I  was  late  for  your  testimony,  but  I 
have  had  a  chance  to  review  it. 

I  just  wanted  to  ask  if,  in  the  cost  containment  area,  there  is  any 
credible  alternative  to  a  single  or  all-payer  system?  Is  there  any 
other  way  to  control  costs  that  anybody  has  put  forward  that  em- 
pirically can  work? 

Mr.  Reischauer.  What  you're  really  asking  is:  "Is  there  any 
credible  alternative  to  some  kind  of  expenditure  limits  or  caps?" 

Mr.  Stark.  It  would  seem  to  me  it  would  be  one  

Mr.  Reischauer.  The  two  alternatives  would  be  managed  care, 
and  so  far  we  have  not  seen  much  fruit  from  that  tree.  However, 
managed  care  has  never  been  applied  uniformly  across  the  entire 
population. 

Mr.  Stark.  Then  you'd  have  to  have  one  manager,  though, 
wouldn't  you?  Because  if  this  manager  gets  an  advantage  over  that 
manager,  you  by  definition  shift  some  costs. 
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Mr.  Reischauer.  If  you  had  utilization  review  and  the  people 
providing  it  would  then  discuss  the  issue  with  the  managers,  I 
think  you  could  get  around  that.  It  would  be  a  very  complex 
system.  The  other  possibility  is  competition,  and  while  Mrs.  John- 
son has  held  out  the  possibility  of  a  new  form  of  competition  that 
will  lead  to  lower  costs,  we  have  no  evidence  of  that  to  date. 

Mr.  Stark.  Well,  let's  take  the  small  community  where  there's 
one  hospital  actually  available,  then  aren't  you  pretty  much  trying 
to  build  "competition"  into  the  utility  industry?  It  wouldn't  make  a 
whole  lot  of  sense  in  this  country  to  have  two  electric  companies  in 
every  town.  And  although  the  hospital  industry  doesn't  always 
hear  this,  it  doesn't  make  a  lot  of  sense  to  have  two  half-empty  hos- 
pitals in  each  town. 

But  is  there  competition  in  the  medical  delivery  system,  in  the 
economists'  sense  of  the  word,  relative  to  the  people  who  end  up 
getting  the  service? 

Mr.  Reischauer.  The  answer  is  no,  I  think. 

Mr.  Stark.  Thank  you. 

Mr.  Pickle  [presiding].  Mr.  Andrews  may  inquire. 

Mr.  Andrews.  I  have  no  questions,  Mr.  Chairman. 

Mr.  Pickle.  Mr.  Andrews,  have  you  concluded  your  inquiry? 

Mr.  Andrews.  I  have  no  questions,  Mr.  Chairman. 

Mr.  Pickle.  All  right.  Thank  you. 

Thank  you,  Dr.  Reischauer,  very  much  for  your  testimony. 

Mr.  Pickle.  Now  the  Chair  will  ask  the  next  panel  to  please 
come  forward.  That  includes  Dr.  Stuart  Altman,  chairman  of  the 
Prospective  Payment  Assessment  Commission,  and  Dr.  Philip  Lee, 
chairman  of  the  Physician  Payment  Review  Commission. 

Dr.  Altman,  your  statement  will  be  included  in  the  record  in  its 
entirety,  and  if  you'll  summarize  and  proceed,  we  would  be  glad  to 
have  your  testimony. 

STATEMENT  OF  STUART  H.  ALTMAN,  PH.D.,  CHAIRMAN, 
PROSPECTIVE  PAYMENT  ASSESSMENT  COMMISSION 

Mr.  Altman.  Thank  you,  Mr.  Chairman.  I  will  do  that  very 
quickly. 

First  let  me  put  two  caveats  out.  The  Prospective  Payment  As- 
sessment Commission  has  been  looking  at  the  overall  cost  problem 
for  several  years  but  has  not  directly  focused  on  making  recom- 
mendations on  how  to  change  the  overall  system  nor,  in  fact,  pin 
either  blame  or  credit  on  any  particular  unit.  And  so  I  am  going  to 
be  speaking  here  on  my  own  and  giving  my  own  views,  not  that  of 
the  commission. 

Second,  even  though  I  am  going  to  be  focusing  on  cost  contain- 
ment as  you've  requested,  I  want  to  be  on  record  as  saying  I  believe 
cost  containment  needs  to  be  linked  very  carefully  and  systemati- 
cally with  a  redo  of  our  financing  system  so  that  every  American 
does  have  overall  financial  protection.  And  I  ultimately  support  a 
system  that  includes  private  insurance  with  a  combination  of  man- 
dates for  firms  to  either  offer  an  acceptable  level  of  health  insur- 
ance or  pay  a  fee  to  provide  coverage  for  its  workers  as  well  as  a 
payment  system  for  those  without  private  coverage. 
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Now,  let  me  now  focus  on  what  you  asked  me  to  talk  about, 
which  is  what  has  been  the  subject  of  the  discussion  thus  far.  I 
think  it  has  been  very  clear  from  Dr.  Reischauer's  testimony  and 
from  many  of  the  questions  that  the  last  20  years  have  clearly 
demonstrated  to  us,  Mr.  Chairman,  that  there  is  no  way  of  control- 
ling costs  under  our  current  system.  It  is  just  impossible.  A  multi- 
payer  system,  freedom  of  choice,  much  as  we  enjoy  it,  and  we  do 
enjoy  the  benefits,  results  in  inflation,  which  is  increasing  at  5  per- 
cent higher  than  any  increase  in  overall  cost  of  living. 

So  ultimately,  Mr.  Chairman,  we  have  really,  when  all  gets  said 
and  done — I  think  Mr.  Stark  laid  it  out  very  clearly  in  his  ques- 
tion— we  really  only  have  one  choice,  and  that  is:  Are  we  going  to 
put  together  an  effective  cost  containment  system,  or  are  we  going 
to  allow  costs  to  continue  to  grow  as  fast  as  they've  been  growing 
and  eating  up  15  to  20  percent  of  our  GNP? 

Unfortunately,  I  think  the  history  of  other  countries  and  analy- 
sis suggests  that  when  all  gets  said  and  done,  there  is  really  only 
one  or  two  ways  to  control  spending. 

Again,  it's  what  Mr.  Stark  said:  If  we're  going  to  control  spend- 
ing— because  that's  what  we're  talking  about:  spending — we  have 
to  do  it  in  an  integrated  way.  As  was  pointed  out,  either  we  can 
have  a  single-payer  or,  as  I  recommend  in  my  testimony,  we  can  go 
to  some  integrated  form  of  all-payer  system,  like  Mr.  Cardin  sug- 
gested, where  we  continue  to  have  private  insurance  companies, 
multiple  payers,  but  they  are  linked  together  in  a  coordinated  way. 

By  the  way,  this  is  a  system  similar  to  that  used  in  Germany.  It's 
similar  to  that  used  in  Japan.  Many  other  countries  have  what  is 
called  an  all-payer  system.  They  allow  alternative  financing  sys- 
tems. They  allow  freedom  of  choice  of  physicians.  Physicians  con- 
tinue to  bill  independently.  But  it's  an  integrated  payment  system. 

As  I  indicated  in  my  testimony,  I  believe  the  way  to  do  this  is  to 
create  at  the  Federal  level  a  national  expenditure  board  similar  to 
the  Federal  Reserve  Board. 

I  would  suggest  that  it  would  work  better  if  it  were  not  a  direct 
arm  of  the  Government  but  rather  a  set  of  independent  providers, 
payers,  and  the  Government  participating  in  this,  because  after  all 
we're  talking  about  upward  of  15  to  18  percent  of  our  gross  nation- 
al product.  And  as  long  as  we're  going  to  maintain  control  over 
both  public  and  private  spending,  it  would  work  much  better,  I  be- 
lieve, and  be  much  fairer  and  be  accepted  by  all  if  it  was  outside 
the  purview  of  Government  but  ultimately  under  its  responsibility. 

I  am  not  suggesting  that  this  private  group  could  simply  go  off 
and  create  any  rate  it  wants,  because  ultimately  the  Congress 
would  have  to  decide  what  it  was  willing  to  pay  for  Medicare  and 
Medicaid. 

Critical  to  this  payment  system  is  that  once  the  payment  rate 
has  been  established,  it  is  paid  for  by  all,  that  we  stop  this  passing 
of  the  hot  potato  which  exists  today  where  every  payer  tries  to 
figure  out  a  way  to  pay  a  little  less  and  then  get  somebody  else  to 
pay  more.  We  have  to  go  to  some  form  of  comprehensive  system 
where  everyone  pays  the  same  amount.  We  should  limit  the 
amount  of  extra  billing  that  physicians  charge  above  the  estab- 
lished rates.  Hospitals,  I  believe,  should  be  all  included  under  a 
DRG  system. 
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Yes,  this  will  cause  problems.  There  is  no  way  of  slowing  down 
this  $700  billion  industry  without  causing  dislocations.  Maybe  I  am 
wrong,  but  I  have  to  believe  that  as  we  begin  to  approach  15  to  18 
percent  of  GNP,  the  dislocation  in  our  economic  system  is  going  to 
be  quite  severe.  And  so  if  we  don't  deal  with  it  today,  there's  every 
indication  you're  going  to  have  to  deal  with  this  under  much  more 
emergency  conditions  5  to  10  years  from  now. 

So,  therefore,  I  recommend  that  we  move  ahead  with  the  estab- 
lishment of  such  a  national  expenditure  board  and  construct  a 
comprehensive  all-payer  system. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  follows:] 
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STATEMENT  OF  STUART  H.  ALTMAN,  PH.D.,  CHAIRMAN, 
PROSPECTIVE  PAYMENT  ASSESSMENT  COMMISSION 

Good  morning,  Mr.  Chairman,  I  am  Stuart  Altman,  Dean  of  the  Heller  Graduate  School 
of  Social  Policy  at  Brandeis  University  and  Chairman  of  the  Prospective  Payment 
Assessment  Commission. 

I  am  pleased  to  appear  before  the  Committee  this  morning  to  discuss  the  important 
subject  of  national  health  care  reform.  This  is  a  subject  of  utmost  national  importance 
because,  in  my  view  Mr.  Chairman,  unless  we  substantially  change  the  way  we  finance 
health  care  services  and  restructure  the  payment  system  for  these  services,  the  United 
States  faces  the  very  real  possibility  of  a  breakdown  in  its  health  care  system.  Such 
national  health  care  reform  must  have  two  components:  a  system  to  provide  financial 
protection  for  all  Americans  against  the  high  costs  of  health  care,  and  effective 
mechanisms  to  control  the  growth  of  the  cost  of  the  health  care  services  we  use. 

In  my  testimony  this  morning,  I  will  focus  on  the  rising  costs  of  health  care  and  the 
strategies  to  control  these  costs.  But  I  want  to  be  on  the  record  as  strongly 
supporting  the  need  for  comprehensive  reform  in  our  financing  system  which  must 
include  the  requirement  that  all  firms  either  offer  an  acceptable  level  of  health 
insurance  or  pay  a  fee  into  a  system  to  provide  such  coverage  to  its  workers. 

Although  ProPAC  staff  has  devoted  substantial  time  to  the  subject  of  rising  health  care 
costs,  and  the  Commission  has  discussed  the  issue  at  several  meetings,  ProPAC  has 
not  developed  an  official  position  on  the  major  factors  causing  the  rapid  growth  in 
spending  or,  more  importantly,  the  type  of  strategies  that  should  be  undertaken  to 
curtail  them.  Therefore,  I  am  testifying  this  morning  as  an  individual  and  not  as  the 
Chairman  of  the  Prospective  Payment  Assessment  Commission. 


Strategies  to  Control  Costs 

Numerous  approaches  to  control  increases  in  health  care  spending  have  been 
implemented  by  government  and  private  payers  in  the  past  decade.  While  these 
strategies  have  helped  control  the  expenditures  for  specific  types  of  services  or  for 
specific  groups  of  payers,  they  appear  to  have  had  little  impact  on  the  overall  growth 
in  spending. 

The  government  and  private  third  party  payers  have  attempted  to  control  both  the 
price  of  individual  units  of  service  and  the  overall  volume  of  services.  One  frequently 
used  strategy  is  to  move  from  cost  or  charge  based  payment  to  systems  where 
payment  amounts  are  set  in  advance.  Many  of  these  systems,  such  as  physician  and 
laboratory  fee  schedules,  focus  entirely  on  the  price  of  an  individual  service.  While 
some  have  been  successful  in  slowing  the  rate  of  price  inflation,  they  appear  to  have 
pushed  the  volume  of  services  provided  to  even  higher  growth. 

A  second  strategy  attempts  to  control  price  and  volume  by  bundling  related  services 
together  and  setting  a  prospective  price  for  a  group  of  services.  Examples  of  such 
approaches  include  an  annual  capitation  payment  for  all  the  services  furnished  by  an 
HMO  over  a  year  and  bundled  payments  such  as  DRGs  for  all  inpatient  hospital 
services  during  an  admission. 

Prospective  payment  strategies  that  rely  on  bundling  generally  have  two  objectives. 
One  is  to  reduce  the  immediate  costs  to  the  specific  payer  such  as  Medicare  or  an 
insurance  company.  The  second  is  to  provide  financial  incentives  to  providers  to 
reduce  their  costs  of  furnishing  services  and  therefore  to  reduce  overall  health  care 
system  costs. 

A  third  strategy,  referred  to  as  managed  care,  uses  a  combination  of  financial 
incentives  and  utilization  controls  for  individual  services  or  groups  of  services. 
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A  fourth  strategy  attempts  to  control  spending  by  requiring  a  higher  level  of  beneficiary 
cost  sharing.  Their  strategy  may  be  in  the  form  of  higher  deductibles  and  copayments 
for  all  services  or  for  selected  services  or  selected  locations. 


The  Success  of  these  Strategies 

Despite  the  cost  control  strategies  that  have  been  employed  over  the  years,  health 
care  spending  continues  to  increase  about  5  percent  each  year  above  the  increases 
to  be  expected  from  population  growth  and  inflation  in  the  general  economy.  While 
government  and  private  payers  generally  have  been  able  to  control  the  price  they  pay 
for  individual  services  and  packages  of  services,  such  as  an  inpatient  hospital 
admission,  they  have  been  less  able  to  control  their  total  spending.  Frequently, 
savings  on  the  price  of  services  has  been  offset  by  increases  in  the  overall  volume  of 
services  provided. 

In  some  inpatient  instances  even  when  a  particular  payer,  such  as  Medicare,  has  been 
able  to  reduce  its  total  spending  for  a  service,  providers  have  shifted  added  costs  onto 
other  payers  and  as  a  result  there  have  been  little  savings  in  overall  health  care 
system  spending. 

The  inability  to  effectively  control  the  continuing  increase  in  health  care  costs  for  the 
nation  is  related  to  two  aspects  of  the  American  health  care  system.  First,  no  single 
payer,  including  Medicare,  has  sufficient  market  power  to  force  substantial  reductions 
in  hospital  and  other  provider  expenses.  Second,  controlling  spending  for  one  payer 
or  one  type  of  provider  frequently  does  not  result  in  system-wide  cost  containment 
because  of  the  way  in  which  expenses  can  be  shifted  to  other  payers. 

The  experience  of  the  Medicare  prospective  payment  system  illustrates  the  difficulties 
in  achieving  system-wide  cost  containment.  ProPAC,  the  Congressional  Budget 
Office,  and  others  have  clearly  shown  that  the  rate  of  increase  in  Medicare  program 
spending  for  acute  hospital  care  as  well  as  spending  for  each  admission  has  slowed 
substantially  since  PPS  was  implemented.  Most  analysts  believe  that  Medicare  now 
pays  substantially  less  than  it  would  have  under  the  previous  cost-based  system  and 
in  fact  less  than  what  it  actually  costs  to  furnish  inpatient  services  to  Medicare  patients. 

Despite  the  financial  pressure  of  Medicare  PPS  to  control  hospital  expenses,  the 
effects  are  limited  because  hospitals  are  able  to  offset  Medicare  shortfalls  by 
increasing  revenue  from  other  services  and  from  other  payers.  Consequently,  even  a 
major  payer,  such  as  Medicare,  has  not  been  able  to  control  the  annual  increase  in 
hospital  costs  per  admission. 

In  addition,  while  Medicare  controlled  its  program  costs  for  acute  inpatient  hospital 
care,  Medicare  spending  for  hospital  outpatient,  rehabilitation,  and  other  ambulatory 
services  has  grown  rapidly.  Thus,  Medicare  savings  on  the  inpatient  side  are  offset  by 
the  growth  in  spending  for  other  services. 

This  occurs  because  the  American  health  care  delivery  system  can  quickly  develop  the 
capacity  to  furnish  additional  services  if  financing  is  available.  And  our  health  care 
financing  and  insurance  system  continues  to  pay  for  the  increasing  number  of  services 
furnished.  Our  insurance  system,  for  those  who  are  covered,  has  accomplished  its 
goal  of  protecting  individuals  from  the  high  cost  of  illness.  It  has  also  insulated 
individuals  and  providers  from  most  of  the  financial  implications  of  their  decisions. 

In  addition,  our  financial  incentives  frequently  work  at  cross  purposes.  While  hospitals 
face  financial  incentives  to  decrease  the  number  of  services  furnished  to  an  individual 
during  an  admission,  physicians  generally  have  incentives  to  increase  individual 
services. 
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Up  to  now,  the  pluralistic  nature  of  our  health  care  delivery  and  financing  system  has 
been  highly  valued  by  the  American  public.  No  single  governmental  or  private  payer, 
provider,  or  physician  can  control  our  total  spending  nor  can  any  one  provider  or 
provider  group  control  the  total  services  furnished  to  an  individual.  Further,  there  are 
countless  examples  that  the  American  public,  insulated  from  many  of  the  financial 
implications,  wants  the  newest  and  most  advanced  services  and  has  placed  high  value 
on  the  freedom  to  choose  among  available  payment  systems  and  providers  to  obtain 
care  when  they  feel  it  is  necessary. 

Clearly  something  has  to  give.  Pluralism,  individual  freedom  to  choose  a  provider,  and 
effective  health  care  cost  containment  are,  in  my  view,  ultimately  incompatible.  Every 
other  Western  country  has  chosen  to  limit  either  the  number  of  payer  units  or  to 
control  the  use  of  services.  The  debate  that  is  taking  place  in  this  country  today  on 
the  most  effective  method  for  controlling  health  spending  centers  around  whether 
through  regulation  we  should  limit  our  pluralistic  payment  system  to  some  version  of  a 
single  payer  approach  or  whether  we  should  restrict  individual  freedom  of  choice  of 
patients  to  choose  their  health  care  provider  in  such  a  way  that  competition  would 
take  place  between  a  limited  number  of  provider  units  and  where  major  payers  such 
as  corporations  and  the  government  would  contract  with  these  limited  number  of 
provider  groups  based  on  the  quality  of  the  care  they  provide  and  the  cost  effective 
way  they  produce  it. 

In  my  view,  truly  effective  competition  among  provider  units  would  require  such  a 
change  in  the  way  most  Americans  receive  their  health  care  that  total  reliance  on  this 
approach  will  ultimately  lead  to  what  I  have  called  "halfway  competitive  markets."  Such 
halfway  competitive  markets  often  generate  the  worst  of  both  worlds.  They  do  force 
individuals  to  change  their  way  of  receiving  medical  care  somewhat,  but  they  do  not 
generate  the  expected  savings.  The  decade  of  the  80s  has  demonstrated  all  too 
many  examples  whereby  the  savings  resulting  from  reduced  utilization  have  been 
more  than  offset  by  added  expenses  for  advertising,  administrative  costs,  and  added 
payments  to  entrepreneurs  who  have  put  such  systems  together.  Proponents  of 
competitive  delivery  systems  recognize  the  limitations  of  the  approaches  of  the  80s, 
but  argue  that  substantial  savings  could  happen  in  the  future  if  we  truly  implemented 
fully  competitive  systems.  Perhaps  they  are  correct  that  truly  competitive  systems 
would  generate  the  desired  savings.  But  there  is  no  indication  that  the  American 
public  would  accept  that  much  of  a  change  in  the  way  they  receive  medical  care. 

I  therefore  believe  that  an  effective  cost  containment  system  in  the  United  States  must 
include  limitations  on  the  pluralistic  nature  of  our  health  care  financing  system.  Such  a 
system  need  not  have  a  single  payer,  namely  government,  but  it  must  have  all  payers 
integrated  into  a  common  and  controlled  financing  system.  Such  a  controlled  all  payer 
system  can  be  organized  at  a  state  level,  but  I  believe  there  should  also  be  an  overall 
national  structure  which  assures  some  degree  of  equality  between  regional  systems. 
This  controlled  all  payer  system  should  allow  sufficient  flexibility  for  a  limited  form  of 
competition  among  organized  delivery  systems.  But  such  competition  needs  to  be 
placed  in  a  context  of  an  overall  control  in  our  financing  units. 

Included  in  this  system  should  be  a  set  of  restrictions  on  how  capital  is  generated  and 
used  in  upgrading  and  expanding  our  health  care  system.  One  of  the  aspects  of  the 
American  health  care  system  which  separates  us  from  other  countries  is  the  degree  to 
which  we  have  allowed  new  and  expensive  technology  and  delivery  systems  to 
proliferate  throughout  the  country  with  very  few  economic  restraints.  No  other  country 
allows  such  uncontrolled  growth. 

I  also  believe  such  a  capital  control  system  must  integrate  the  knowledge  that  is  being 
generated  about  the  types  of  medical  interventions  that  have  proven  to  be  effective  or 
conversely  the  types  of  interventions  that  have  been  shown  to  be  either  useless  or  in 
some  cases  even  harmful.  Linked  to  the  use  of  these  appropriate  medical  strategies 
should  also  be  a  limitation  on  the  degree  to  which  individual  patients  can  sue  health 
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care  providers  for  failure  to  use  every  possible  intervention.  Malpractice  rates  have 
directly  and  indirectly  been  an  important  component  of  the  rise  in  medical  care  costs 
over  the  last  20  years.  While  providers  should  not  be  shielded  from  negligent 
practices,  they  should  be  protected  against  suits  which  hold  them  accountable  for 
providing  services  that  are  considered  to  be  in  excess  of  what  is  believed  to  be 
acceptable  medical  practice. 


Limits  on  Spending 

I  am  normally  not  a  strong  supporter  of  central  controls  or  any  form  of  national 
expenditure  limits.  But,  as  I  indicated  previously,  the  1980's  have  taught  us  that 
attempts  to  limit  one  sector  of  the  health  system  leads  to  a  shifting  of  the  expenses  to 
other  sectors.  This  is  dramatically  illustrated  by  the  fact  that  almost  30  percent  of  the 
increase  in  private  sector  health  insurance  premiums  for  1990  were  estimated  to  be  a 
direct  result  of  providers  shifting  the  expenses  of  uncollected  bills  onto  this  sector  of 
the  system.  Therefore,  Mr.  Chairman,  I  strongly  support  the  inclusion  of  a  national 
health  expenditure  limit  and  a  single  payment  system  for  ail  payers  in  any  form  of  a 
health  care  reform. 

I  would  suggest,  however,  that  such  a  national  health  expenditure  limit  not  be  a  rigid 
formula  tied  to  our  growth  in  GNP  after  the  first  few  years.  Rather,  I  would  advocate 
that  the  target  limit  be  established  by  a  "National  Health  Expenditure  Board."  Because 
these  expenditure  limits  would  be  all  inclusive  and  include  limits  on  both  public 
spending  and  private  spending,  membership  on  the  Board  should  include 
representatives  from  both  the  public  and  private  sectors.  I  believe  such  a  system 
would  work  much  better  if  it  was  outside  the  day-to-day  purview  of  the  Administration 
and  therefore  would  suggest  that  it  be  set  up  as  an  independent  agency  of  the 
government,  perhaps  similar  to  the  Federal  Reserve  Board.  Membership  on  the  Board 
would  come  from  the  Administration,  Congress,  and  organizations  designated  in  the 
legislation  to  represent  providers,  private  insurers,  business,  and  labor. 

Congress  would  ultimately  be  a  major  determiner  of  the  total  budget  because  it  would 
need  to  approve  the  federal  component  of  the  spending  limit.  Similar  to  the  Federal 
Reserve  System,  there  could  be  regional  or  state  level  units  which  would  create 
budgets  for  their  regions. 

A  critical  component  of  such  national  or  state  budgets  would  be  the  establishment  of 
payment  rates  which  must  be  used  by  all  payer  groups  so  as  to  eliminate  the  current 
practice  of  cost-shifting  against  those  groups  with  "deeper  pockets"  and/or  weaker 
market  power.  These  rates  should  be  set  so  as  to  constitute  payment  in  full  for  all 
services  covered  under  either  the  mandated  plan  or  through  the  government 
programs.  I  would  not  go  as  far  as  in  Canada  and  make  extra  billing  by  physicians 
illegal,  but  I  would  create  strict  limits  on  extra  billings  and  not  permit  any  private 
insurance  coverage  for  such  extra  billings.  This  is  the  approach  used  in  Australia, 
which  has  a  comprehensive  government  supported  health  financing  system  with 
extensive  extra  private  insurance.  Such  private  insurance,  however,  cannot  be  used  to 
pay  for  the  extra  billing  by  physicians. 

While  I  would  not  create  through  legislation  a  strict  link  between  the  national 
expenditure  budget  and  the  U.S.  GNP  because  of  the  changing  demographics  of  our 
population  as  well  as  the  potential  medical  value  of  new  high  cost  technologies,  I  do 
believe  the  long-term  goal  should  be  to  have  national  health  expenditures  grow  in 
relationship  to  our  ability  to  pay  for  it  from  growth  in  national  income.  Because  of  the 
need  to  establish  limits  immediately,  however,  I  would  support  the  restrictions  in 
expenditure  growth  outlined  in  your  bill,  Mr.  Chairman,  H.R.3205,  for  the  first  four 
years.  I  also  support  for  the  short-term  the  use  of  the  Prospective  Payment  System 
methodologies  for  hospital  payments  and  the  Resource-Based  Relative  Scale  as 
outlined  in  H.R.3205.  In  the  long-term,  the  National  Health  Expenditure  Board  and/or 
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the  states  should  have  flexibility  to  adopt  alternative  approaches  to  paying  providers. 
The  alternative  systems,  however,  should  be  subject  to  approval  by  the  National 
Health  Expenditure  Board  to  insure  that  they  are  not  designed  to  give  a  competitive 
advantage  to  one  group  of  payers  over  another. 

Implementing  health  care  system  reform  such  as  I  have  described  will  not  be  easy. 
Opposition  to  change  is  likely  from  one  part  of  the  health  care  system  or  another.  A 
strategy  that  effectively  controls  the  overall  rate  of  growth  in  health  spending  will 
reduce  the  price  and/or  amount  of  labor,  supplies,  and  services  used  to  produce 
health  care  services  as  well  as  the  administrative  and  overhead  costs  and  the  incomes 
and  profits  associated  with  our  health  care  system. 

Fears  that  effective  cost  containment  strategies  will  threaten  access  to  high  quality 
care  will  be  raised.  Concerns  will  be  voiced  regarding  the  availability  of  technologically 
intensive  services  such  as  transplantation,  advanced  cancer  treatment,  and  trauma 
care.  We  will  also  hear  that  innovation  and  the  development  of  potentially  curative  or 
cost-effective  drugs  and  technologies  will  be  stifled  and  that  cost  containment  may 
reduce  the  incomes  of  nurses,  technologists,  and  other  personnel  and  staff  shortages 
will  occur  as  workers  choose  other  higher  paying  careers. 

But  these  concerns  must  not  dissuade  you  from  moving  forward  to  design  a  truly 
comprehensive  national  health  plan  this  country  can  afford.  To  do  that  it  is  imperative 
that  any  all-encompassing  financing  system  be  linked  with  an  effective  cost 
containment  strategy  such  as  those  I  have  outlined.  I  realize  that  big  numbers  come 
easily  here  in  Washington  and  we  have  become  used  to  talking  about  billions  of 
dollars  when  we  speak  about  the  amount  this  nation  spends  for  health  care.  But,  Mr. 
Chairman,  even  conservative  estimates  indicate  that  by  the  year  2000  this  nation  win 
be  spending  at  least  $1.5  trillion  for  its  health  care  which  will  consume  15%  of  our 
GNP.  If  present  trends  continue  this  number  could  reach  $1 .8  trillion.  What  this  will 
mean  is  that  fewer  companies  will  be  able  to  afford  comprehensive  protection  for  their 
workers  and  families.  We  will  almost  surely  witness  the  number  of  uninsured 
exceeding  40  million  and  it  could  even  reach  50  million.  For  those  insured,  benefits 
will  be  cut  back  and  patient  cost  sharing  will  grow  substantially.  For  taxpayers,  the 
cost  of  Medicare  and  Medicaid  programs  will  continue  to  grow  much  faster  than  the 
current  tax  base,  requiring  further  increases  in  the  Medicare  payroll  tax  pius  added 
stale  taxes  or  further  cutbacks  in  other  state  services.  And  the  litany  goes  on. 

While  I  can't  tell  you  at  what  point  the  entire  structuring  of  our  existing  health  financing 
system  will  crack  under  constant  double  digit  inflation,  15  to  20  percent  of  our  total 
national  income  for  one  service-important  as  it  may  be,  is  an  incredible  amount 
Every  other  western  democracy  has  kept  the  percentage  of  its  national  health 
spending  for  health  care  under  9%.  rf  others  can  do  rt,  so  can  we.  While  Tm  not 
suggesting  we  should  or  can  roll  the  clock  back  to  9%  of  our  GNP,  we  can  try  to 
stabilize  growth  over  time  in  relationship  to  growth  in  national  income. 

In  conclusion,  Mr.  Chairman,  Congress  must  not  let  those  who  glibly  recite  all  the 
negatives  of  health  care  cost  containment  stop  you  from  moving  forward.  Because,  I 
am  afraid,  "rf  you  don't  do  anything,  just  those  negative  consequences  they  suggest 
will  befall  our  current  system. 
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Mr.  Pickle.  Dr.  Lee,  why  don't  you  go  ahead  and  make  your 
statement,  and  your  entire  statement  will  be  made  a  part  of  the 
record,  and  then  we  will  open  it  up  to  questions  from  the  commit- 
tee. 

STATEMENT  OF  PHILIP  R.  LEE,  M.D.,  CHAIRMAN,  PHYSICIAN 
PAYMENT  REVIEW  COMMISSION,  ACCOMPANIED  BY  PAUL 
GINSBURG,  ECONOMIST  AND  EXECUTIVE  DIRECTOR 

Dr.  Lee.  Thank  you,  Mr.  Chairman.  Well,  I  am  delighted  to  testi- 
fy on  behalf  of  the  Physician  Payment  Review  Commission  and  to 
specifically  discuss  the  issues  of  rising  health  care  costs  and  par- 
ticularly payment  for  physician  services. 

I  am,  incidentally,  accompanied  by  Dr.  Paul  Ginsburg,  who  is  an 
economist  and  executive  director  of  the  commission,  who  may  also 
respond  to  questions  if  you  wish. 

Since  its  inception,  actually,  the  commission  has  dealt  with  in- 
creasing expenditures  for  physician  services.  Starting  in  1987,  the 
commission  recommended  price  reductions  designed  to  alter  rela- 
tive values  in  the  direction  that  would  eventually  become  the  re- 
source-based Medicare  fee  schedule.  These  were  called  overvalued 
procedures. 

In  1989  the  commission  recommended  a  resource-based  Medicare 
fee  schedule,  limits  on  balance  billing,  and  expenditure  targets. 

Congress  adopted  these  recommendations,  modifying  expenditure 
target  as  the  basis  for  volume  performance  standard. 

The  commission  has  continuing  responsibility  to  make  annual 
recommendations  to  the  Congress  on  both  standards  for  rate  of  ex- 
penditure increases  and  fee  updates.  In  making  its  recommenda- 
tions in  1990  and  1991,  the  commission  was  guided  by  the  long- 
term  objective  of  reducing  the  rate  of  growth  of  physician  expendi- 
tures in  the  Medicare  program  to  GNP  growth  within  a  5-year 
period  of  time. 

The  approach  in  the  Health  Insurance  Coverage  and  Cost  Con- 
tainment Act  of  1991,  H.R.  3205,  is  similar  to  the  one  taken  by  the 
commission  with  respect  to  physician  payment.  In  OBRA  1990  the 
Congress  broadened  the  commission's  mandate  in  cost  containment 
to  include  constraints  of  costs  of  health  care  to  employers. 

With  respect  to  the  experience  with  cost  containment,  Dr.  Reis- 
chauer  has  detailed  this  in  his  testimony,  and  I  will  not  repeat  it.  I 
would  just  like  to  stress  that  there  are  two  factors  that  can  be  ame- 
nable to  policy  intervention.  One  is  price,  and  the  other  is  volume 
of  services.  And  those  were  discussed,  obviously,  in  the  question- 
and-answer  period  in  some  detail. 

It's  important,  I  think,  to  note  that  physician  fees  have  long  in- 
creased far  more  rapidly  than  general  inflation.  So  there  is  an  op- 
portunity for  constraint  in  expenditure  growth  there.  But  it's 
changes  in  medical  practice,  in  short,  volume  and  intensity,  that 
are  probably  the  most  important  source  of  expenditure  increases  at 
the  present  time. 

Medicare  has  moved  on  both  price  and  volume,  particularly  since 
1984.  It's  clear  that  Medicare  has  constrained  physician  expendi- 
tures or  fees  in  relation  to  the  private  sector.  But  this  can  be  car- 
ried too  far.  We  see,  in  Medicaid,  where  the  physician  fees  are  too 
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low  in  a  number  of  States,  patients  have  been  denied  access  to  the 
full  range  of  services  and,  perhaps,  costs  have  increased — as  a 
result  of  driving  patients  to  hospital  outpatient  clinics  and  emer- 
gency rooms. 

It's  too  early  to  determine  the  effectiveness  of  Medicare's  volume 
performance  standards.  In  both  the  public  and  private  sectors,  cost 
containment  policies  have  been  successful  at  the  individual  but  not 
at  the  system  level.  We've  seen  no  reduction  in  the  overall  rate  of 
increase. 

The  legislation  currently  before  this  committee — and  there  are  a 
number  of  bills — provides  the  opportunity  to  pursue  cost  contain- 
ment more  effectively  by  coordinating  the  activities  of  different 
payers. 

There  has  been  considerable  discussion  of  single-payer  in  this 
hearing  today.  But  I  would  say  that  the  approach  that  the  commis- 
sion has  taken — an  all-payer  mechanism  to  coordinate  the  activi- 
ties of  different  payers — is  a  policy  that  needs  to  be  very  seriously 
considered.  A  number  of  the  proposals  before  this  committee  pro- 
pose such  all-payer  regulation.  Dr.  Altman  has  just,  I  think,  force- 
fully stated  the  case  for  such  an  all-payer  approach. 

All-payer  mechanisms  provide  the  opportunity  to  produce  cost 
containment,  not  only  on  the  price  side  but  also  on  the  volume 
side.  As  we  generate  the  data  necessary  for  all-payer  regulation,  we 
create  information  that  would  permit,  for  example,  profiling  of 
physicians,  a  far  less  intrusive  method  of  utilization  monitoring 
than  the  current  service-by-service  monitoring  that's  used  today. 

I  think  it's  apparent  that  H.R.  3205  addresses  many  of  the  issues 
that  have  been  raised  and  proposes  mechanisms  and  processes  to 
deal  with  them. 

The  commission  is  pleased  to  testify  today,  and  we  are  pleased,  of 
course,  to  continue  to  work  with  the  committee  as  you  address 
these  complex  issues  of  cost  containment. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  follows:] 
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STATEMENT  OF  PHILIP  R.  LEE,  M.D.,  CHAIRMAN, 
PHYSICIAN  PAYMENT  REVIEW  COMMISSION 

Consideration  of  proposals  for  health  care  reform  has  increasingly  begun  to  focus  on  options 
to  contain  costs.  Cost  containment  is  important  because  existing  programs  are  straining  the 
ability  of  taxpayers,  employers,  employees,  and  individuals  to  pay  for  care.  Expansion  of 
coverage  to  those  currently  uninsured  will  likely  add  to  this  strain.  Fortunately,  health  care  reform 
provides  the  opportunity  to  consider  cost  containment  options  that  have  not  been  feasible  under 
current  financing  mechanisms. 

My  statement  begins  with  a  description  of  the  work  that  the  Physician  Payment  Review 
Commission  has  completed  or  has  underway  that  is  related  to  cost  containment.  Then,  from 
a  health  system  perspective,  I  outline  the  various  approaches  to  cost  containment  and  what  the 
experience  has  been.  I  will  draw  on  both  my  personal  understanding  of  the  evaluation  literature 
on  cost  containment,  which  has  been  aided  immeasurably  by  the  excellent  reports  prepared  for 
the  Congress  by  the  Congressional  Budget  Office  and  the  Congressional  Research  Service,  and 
on  the  Commission's  experience  with  Medicare  cost  containment  and  with  physician  payment 
policies  in  state  Medicaid  programs.  Finally,  I  briefly  consider  the  potential  for  health  care  reform 
to  enhance  cost  containment  efforts. 

WORK  OF  THE  COMMISSION 

Almost  from  its  inception  in  1986,  the  Physician  Payment  Review  Commission  has  been 
concerned  with  approaches  to  slow  the  rate  of  increase  in  expenditures  for  physicians'  services 
in  the  Medicare  program.  In  1987,  the  Congress  asked  for  advice  on  how  to  cut  outlays  for 
physician  services  and  the  Commission  recommended  a  series  of  price  reductions  designed  to 
alter  relative  values  in  the  direction  of  what  would  eventually  become  the  resource-based 
Medicare  Fee  Schedule.  In  response  to  a  subsequent  mandate  to  advise  Congress  on  methods 
to  slow  growth  in  the  volume  of  services  paid  for  by  Medicare,  the  Commission  in  1989 
proposed  that  fee  updates  be  based  on  an  expenditure  target  mechanism.  Later  that  year,  as 
part  of  Medicare  physician  payment  reform  legislation,  the  Congress  enacted  a  version  of  this 
mechanism  called  Volume  Performance  Standards. 

The  Commission  has  continuing  responsibilities  to  make  annual  recommendations  to  the 
Congress  on  both  standards  for  rates  of  expenditure  increase  and  fee  updates.  It  made  such 
recommendations  in  1990  and  1991,  guided  by  a  long  term  objective  to  reduce  the  rate  of 
growth  to  that  of  GNP  over  a  five-year  period.  Indeed,  the  approach  to  spending  limits  taken  in 
the  Health  Insurance  Coverage  and  Cost  Containment  Act  of  1991  (H.R.  3205)  is  very  similar  to 
the  one  taken  by  the  Commission  to  guide  its  annual  recommendations. 

The  Commission  also  recommended  federal  initiatives  to  work  with  the  medical  profession  and 
researchers  to  develop  practice  guidelines.  When  it  created  the  Agency  for  Health  Care  Policy 
and  Research  (AHCPR),  the  Congress  directed  it  to  undertake  such  a  program.  This  year,  the 
Commission  plans  to  assess  the  Agency's  progress  to  date  in  developing  practice  guidelines 
and  advise  the  Congress  on  changes  in  direction  if  called  for. 

When  the  Omnibus  Budget  Reconciliation  Act  of  1990  broadened  the  Commission's  mandate, 
it  expanded  its  responsibilities  in  cost  containment  beyond  the  Medicare  program.  Specifically, 
the  Commission  is  to  consider  options  to  constrain  the  costs  of  health  care  to  employers, 
including  incentives  under  Medicare.  In  its  1991  Annual  Report  to  Congress,  the  Commission 
described  how  Medicare's  resource-based  fee  schedule  could  be  employed  by  private  payers, 
both  voluntarily  and  under  an  all-payer  rate  setting  mechanism.  It  also  reported  on  how 
Germany  uses  an  all-payer  mechanism  to  set  payment  rates  and  review  the  quality  and 
appropriateness  of  care.  The  Commission  plans  to  continue  to  explore  the  potential  of  all-payer 
mechanisms  and  is  currently  analyzing  what  data  would  be  needed  to  initiate  and  update  them. 

EXPERIENCE  WITH  COST  CONTAINMENT 

The  debate  over  alternative  approaches  to  cost  containment  often  pits  competitive  strategies 
against  regulatory  approaches.  I  have  found  it  more  useful  to  approach  this  question  by 
considering  the  various  components  of  expenditure  increases.  Basically,  expenditure  increases 
are  the  product  of  price  increases,  demographic  change,  and  increases  in  services  per  capita. 
Policies  can  be  directed  at  two  of  these  components:  prices  and  volume  of  services  per  capita. 


53-020  O  -  92  —  16 


474 


Components  of  Expenditure  Increases 

Physician  fees  have  long  increased  far  more  rapidly  than  general  inflation.  This  has  continued 
despite  substantial  increases  in  physician  supply  and  success  by  large  payers  in  obtaining 
discounts.  Economists  have  been  hard  pressed  to  explain  the  phenomenon  as  the  outcome  of 
normal  market  forces. 

Demographic  change  tends  to  play  a  smaller  role  than  many  imagine.  Population  increases  at 
about  1  percent  per  year  in  the  United  States.  One  economist  has  estimated  that  aging  of  the 
population  will  contribute  0.5  percent  per  year  growth  in  the  quantity  of  health  care  services.1 

Changes  in  medical  practice  are  probably  the  most  important  source  of  expenditure  increases. 
In  the  Medicare  program,  for  example,  physicians'  services  per  age-adjusted  enrollee  increased 
at  an  average  annual  rate  of  7.4  percent  over  the  1986-1989  period.  Changes  in  medical  practice 
reflect  developments  in  technology,  increases  in  physician  supply  and  specialization,  defensive 
medicine,  and  other  factors. 

Policies  to  Limit  Prices 

Price  can  be  constrained  by  more  aggressive  purchasing  on  the  part  of  payers  or  government 
regulation  of  prices.  The  research  literature  provides  little  support  for  the  notion  that  prices  can 
be  constrained  if  individual  patients  have  greater  incentives  to  shop  for  lower  prices. 

Some  large  private  purchasers  have  obtained  discounts  from  providers  by  offering  financial 
incentives  to  plan  members  to  use  those  providers  agreeing  to  the  discount.  Such  mechanisms 
range  from  the  health  maintenance  organization  (HMO),  where  care  outside  of  the  network  of 
providers  is  not  covered,  to  the  preferred  provider  organization  (PPO),  where  services  are 
covered  but  at  higher  cost  sharing. 

While  some  purchasers  have  saved  money  in  this  way,  the  potential  saving  is  limited  for  a 
number  of  reasons.  First,  significant  administrative  costs  are  involved  in  setting  up  these 
networks.  Second,  the  financial  inducements  to  patients  (lower  cost  sharing  when  the  preferred 
providers  are  used)  are  often  costly  to  payers.  Third,  providers  may  often  be  able  to  offset  a 
portion  of  the  discounts  by  raising  fees  to  other  purchasers  and/or  increasing  service  volume. 
Finally,  the  impact  on  trends  in  price  growth,  as  opposed  to  levels,  is  uncertain. 

Medicare  has  saved  money  by  purchasing  physicians'  services  aggressively.  Since  1984, 
Medicare  has  substantially  constrained  its  rates  in  relation  to  what  physicians  charge  private 
patients.  With  accompanying  limits  on  what  physicians  can  charge  Medicare  patients,  the 
program  has  precluded  recoupment  of  these  cuts  by  charging  patients  more.  While  some  of 
these  cuts  may  have  been  offset  by  changes  in  volume  of  services,  volume  did  not  grow  more 
rapidly  during  this  period  than  in  the  preceding  period. 

What  is  not  clear  is  how  much  additional  constraint  can  be  applied  by  Medicare  without  a 
resulting  reduction  in  access  to  care  by  beneficiaries.  Physicians  speak  increasingly  of  the 
incentives  they  face  to  favor  privately  insured  patients.  In  Medicaid,  a  program  that  accounts  for 
a  smaller  proportion  of  physician  services  and  has  much  lower  payment  rates  than  Medicare, 
low  rates  clearly  have  limited  access  to  mainstream  care.  In  a  recent  study,  the  Commission 
found  Medicaid  rates  to  average  64  percent  of  Medicare  rates  and  physician  participation  to  be 
a  substantial  problem  in  many  states.2  The  Medicaid  experience  points  out  the  limitations  of 
policies  to  constrain  prices  that  are  conducted  by  individual  payers. 

Containing  costs  by  limiting  prices  could  be  pursued  more  vigorously  through  an  all-payer  rate 
setting  mechanism,  such  as  the  one  specified  in  H.R.  3205.  Many  foreign  health  systems  have 


1  Fuchs,  Victor  R.,  The  Health  Sector's  Share  of  the  Gross  National  Product,"  Science  247:534-538,  February  2, 
1990. 

2  Physician  Payment  Review  Commission,  Physician  Payment  under  Medicaid,  Report  to  Congress  No.  91-4,  July 
1991. 
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contained  physician  service  costs  through  constraint  on  prices  by  either  a  single  payer  (for 
example,  Canada)  or  for  multiple  payers  acting  in  a  coordinated  fashion,  as  in  Germany.  In  the 
Commission's  1991  Annual  Report  to  Congress,  a  chapter  is  devoted  illustrating  how  the 
Medicare  Fee  Schedule  could  be  applied  more  broadly  in  the  United  States  and  identifying  the 
design  issues  that  would  have  to  be  addressed. 

Policies  to  Limit  Volume  of  Services 

Containing  costs  by  limiting  the  volume  of  services  can  be  approached  through  a  wide  range 
of  options.  Financial  incentives  can  be  directed  to  patients  (cost  sharing)  and/or  providers  (units 
of  payment  other  than  fee  for  service).  Administrative  controls  can  be  used  to  limit  the  use  of 
certain  services.  Physicians  can  be  provided  with  additional  information  on  appropriateness. 
Constraints  can  be  placed  on  the  proliferation  of  new  technology.  Tort  liability  can  be  revised. 

While  increased  use  of  cost  sharing  can  reduce  the  volume  of  services,  few  are  eager  to  make 
much  more  extensive  use  of  it.  Research  has  shown  that  consumers  have  difficulty  in 
distinguishing  between  important  and  unimportant  services  when  reducing  volume  in  response 
to  cost  sharing.3.  Despite  cost  sharing's  theoretical  virtue  of  having  prices  reflect  the  resources 
involved,  consumers  would  rather  not  face  stiff  financial  barriers  to  the  use  of  care  when  it  is 
needed.  Medicare  beneficiaries  pay  substantial  premiums  for  Medigap  coverage  to  reduce  the 
degree  of  cost  sharing  faced  when  care  is  needed. 

Health  Maintenance  Organizations  (HMOs)  have  experimented  with  various  financial  incentives 
for  physicians,  such  as  capitation  for  primary  care  and  placing  physicians  at  partial  risk  for  the 
costs  of  hospital  admissions  and  specialist  referrals.  Little  research  is  available  on  the  effects 
of  such  incentives.  Many  believe,  however,  that  the  absence  of  fee-for-service  incentives  to 
provide  additional  services  in  traditional  group  and  staff  model  HMOs  plays  a  significant  role  in 
the  documented  savings  in  those  organizations.  Some  have  concerns  that  in  less  structured 
settings,  strong  provider  incentives  to  reduce  service  use  could  limit  appropriate  as  well  as 
inappropriate  services. 

Use  of  administrative  controls  on  utilization  has  increased  substantially  during  the  1980s.  Most 
private  payers  require  prior  approval  of  hospital  admissions  and  major  outpatient  procedures  and 
make  advance  determinations  of  appropriate  lengths  of  stay.  Research  suggests  that  some  of 
these  efforts  have  been  effective,  though  the  costs  of  administration  offset  some  of  the  gains  and 
some  of  the  reductions  in  service  use  become  additional  responsibilities  of  the  patient's  family. 
The  effects  on  rates  of  service  use  by  patients  covered  by  other  payers  has  not  been  examined. 
With  improvements  in  data  and  more  consensus  on  appropriate  patterns  of  practice, 
administrative  controls  may  become  more  effective  over  time. 

A  significant  cost  of  administrative  controls  is  physician  loss  of  clinical  autonomy.  When 
compared  to  their  counterparts  in  other  advanced  nations,  American  physicians  face  a 
substantial  degree  of  review  of  their  clinical  decision  making.  Physicians  have  complained  loudly 
to  Congress  and  to  state  legislatures  about  the  "hassle  factor".  They  must  consider  whether  to 
seek  to  follow  their  foreign  counterparts  in  sacrificing  some  economic  freedom  to  protect  their 
clinical  autonomy. 

Interest  in  practice  guidelines  and  effectiveness  research  is  based  on  the  premise  that  physicians 
can  practice  in  a  more  cost-effective  manner  if  they  have  better  information.  The  leadership  of 
the  medical  profession  has  embraced  efforts  to  work  with  the  federal  government  to  develop  and 
disseminate  this  information.  It  will  be  some  time  before  an  assessment  can  be  made  of  the 
impact  of  these  efforts  on  aggregate  costs. 

Notions  that  better  information  can  improve  medical  practice  lie  behind  some  of  the  newest 
experiments  in  managed  care.  Rather  than  service-by-service  utilization  review  and  financial 
incentives  to  individual  physicians,  some  physician  networks  emphasize  profiling  of  physicians 


3  M.F.  Shapiro,  J.E.  Ware,  and  CD.  Sherboume,  "Effects  of  Cost  Sharing  on  Seeking  Care  for  Serious  and  Minor 
Symptoms:  Results  from  a  Randomized  Controlled  Trial,"  Annals  of  Internal  Medicine,  104  (1986),  pp.  246-251. 
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and  feedback  of  information  to  motivate  more  effective  practice  patterns.  While  evaluative 
research  is  not  available,  some  major  employers  are  highly  enthusiastic  about  the  potential  of 
this  approach. 

A  consideration  in  the  Commission's  development  of  its  proposal  that  led  to  the  Volume 
Performance  Standard  mechanism  is  that  broad  economic  incentives  to  the  profession  could 
help  stimulate  activities  on  the  part  of  the  profession  to  increase  the  appropriateness  of  medical 
practice.  Under  VPS,  a  goal  for  an  acceptable  rate  of  increase  in  expenditures  is  set  and  future 
fee  updates  are  based  on  the  degree  of  success  in  meeting  that  goal.  This  linkage  between 
expenditure  growth  and  fee  increases  provides  the  incentive  to  physicians  collectively.  The 
activities  that  VPS  could  stimulate  include  both  the  development  of  meaningful  practice 
guidelines  and  education  of  practitioners  whose  practice  patterns  deviate  from  patterns  of 
appropriate  practice. 

Many  believe  that  rapid  adoption  and  dissemination  of  new  technologies  for  which  effectiveness 
has  not  been  assessed  contributes  to  rising  costs.  While  foreign  health  systems  have  relied 
heavily  on  control  over  the  dissemination  of  new  technologies,  attempts  to  do  this  in  the  United 
States  through  certificate-of-need  regulation  have  not  achieved  substantial  success.  Some 
question  whether  the  American  political  system  can  effectively  perform  this  particular  type  of 
regulation  without  capital  budgeting  by  government.  The  provisions  in  H.R.  3205  to  establish 
such  a  capital  budget  warrant  serious  attention. 

Some  assert  that  reform  of  the  malpractice  system  is  critical  to  physicians  being  able  to  practice 
cost-effective  medicine.  It  has  been  very  difficult  to  quantify  the  magnitude  of  defensive 
medicine,  though  the  Congress  has  recently  asked  the  Office  of  Technology  Assessment  to 
conduct  a  major  study.  Many  physicians  have  asserted  that  malpractice  risks  could  limit  the 
effectiveness  of  many  policy  initiatives  to  constrain  the  volume  of  services.  While  a  number  of 
states  have  implemented  tort  reforms,  such  as  limitations  on  the  size  of  awards,  additional 
options,  such  as  use  of  administrative  mechanisms  in  place  of  judicial  proceedings  and  various 
types  of  "no-fault"  mechanisms  need  to  be  considered. 

COST  CONTAINMENT  UNDER  HEALTH  CARE  REFORM 

While  some  cost  containment  policies  have  been  successful,  at  least  at  the  level  of  the  individual 
payer,  little  effect  is  seen  at  the  system  level.  Despite  the  introduction  or  intensification  of  many 
cost  containment  activities  during  the  latter  half  of  the  1980s,  no  slowdown  in  national  health 
spending  has  been  perceived.  Analysis  by  the  CBO  shows  the  rate  of  increase  in  real  national 
health  expenditures  per  capita  to  have  been  4.3  percent  per  year  between  1980  and  1985  but 
4.6  percent  per  year  between  1985  and  1989.4  It  is  possible  that  the  fragmented  nature  of 
attempts  to  contain  costs  has  led  to  gains  in  some  areas  being  offset  by  losses  elsewhere. 
Alternatively,  achievements  of  cost  containment  policies  could  have  been  offset  by  unrelated 
factors,  such  as  an  acceleration  of  the  cost-increasing  effects  of  technological  change. 

Health  care  reform  legislation  provides  the  opportunity  to  pursue  cost  containment  more 
effectively  by  coordinating  the  activities  of  different  payers.  In  particular,  policies  to  contain  costs 
through  the  price  side  can  be  pursued  much  more  effectively  when  a  mechanism  is  in  place  to 
determine  payment  rates  for  all  payers  in  a  coordinated  fashion.  This  would  preclude  the  ability 
on  the  part  of  providers  to  shift  reductions  in  payments  from  one  payer  to  another  and  remove 
the  risks  of  beneficiaries  in  one  program  having  limited  access  because  that  program's  payment 
rates  are  far  lower  than  those  of  other  programs. 

An  all-payer  mechanism  plays  a  prominent  role  in  a  number  of  the  major  pieces  of  health  care 
reform  legislation  that  continue  private  insurance.  Given  the  potential  of  this  mechanism  to  limit 
price  increases  more  effectively  than  past  efforts  by  individual  payers,  these  proposals  have 
made  an  important  contribution  to  the  coming  debate  on  cost  containment. 


4  Congressional  Budget  Office,  Rising  Health  Care  Costs:  Causes,  Implications,  and  Strategies  (April  1991),  p.  55. 
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All-payer  mechanisms  may  also  provide  opportunities  to  pursue  cost  containment  on  the  volume 
side.  For  example,  the  database  needed  to  administer  such  a  system  would  provide  payers  with 
the  ability  to  profile  medical  practices,  thus  permitting  them  to  substitute  this  less-intrusive 
manner  of  utilization  review  for  service-by-service  examination. 

When  I  reflect  on  the  design  issues  that  the  Commission  identified  in  its  discussion  of  the  use 
of  '.he  Medicare  Fee  Schedule  as  a  basis  for  an  all-payer  mechanism,  it  is  apparent  that  the 
Chairman  has  addressed  most  of  them  in  H.R.  3205.  The  bill  sets  out  a  structure  for  decision 
making,  provides  broad  guidance  on  the  magnitude  of  cost  containment  to  be  accomplished, 
and  does  not  preclude  private  payers  from  paying  less  than  the  maximum  rates.  States  would 
have  the  option  to  run  their  own  programs  so  long  as  the  aggregate  degree  of  cost  containment 
is  not  reduced. 

By  establishing  the  rates  as  maximums,  H.R.  3205  goes  far  toward  permitting  competition 
among  managed  health  plans  to  continue  and  to  become  a  more  important  or  less  important 
part  of  the  health  care  system  according  to  their  success  in  containing  costs  and  satisfying 
patients.  In  this  regard,  you  may  at  some  point  want  to  clarify  how  maximums  on  payment  rates 
would  apply  to  HMOs  that  pay  providers  on  a  basis  other  than  DRGs  or  resource-based  fee  for 
service,  for  example  when  physicians  are  paid  on  a  capitation  basis  for  primary  care. 

CONCLUSION 

The  Commission  is  just  beginning  its  work  on  the  relationship  between  Medicare  policies  and 
employer  attempts  to  contain  costs.  Its  initial  efforts  have  focused  on  the  use  of  elements  of  the 
Medicare  Fee  Schedule  by  private  purchasers,  both  on  a  voluntary  basis  and  as  part  of  an  all- 
payer  system.  To  build  on  last  year's  work  of  identifying  design  issues  for  an  all-payer  system, 
the  Commission  has  begun  to  delve  into  the  data  requirements  to  administer  such  a  system. 
This  has  proved  to  be  a  fruitful  area  to  date,  since  such  a  database  would  have  many  additional 
applications  dealing  with  cost  containment  and  quality  of  care.  The  Commission  will  be 
discussing  further  activities  in  this  area  and  has  been  holding  discussions  with  Congressional 
staff  concerning  priorities. 

Mr.  Pickle.  Well,  thank  you,  Dr.  Lee. 

I  think  the  chairman  would  have  posed  a  question  to  you,  be- 
cause this  has  been  common  throughout  the  hearing  today,  that 
many  have  said  that  we  can't  control  costs  without  interfering  with 
access  and  quality.  That  is  a  common  concern  we  have:  If  you  set 
national  limits  on  expenditures,  you're  going  to  affect  quality;  you 
can't  deliver  quality  medicine  or  you  can't  even  have  access  to  it. 

Do  you  agree  with  that,  either  one  of  you,  or  disagree? 

Mr.  Altman.  Well,  I  think  if  you  make  the  extreme  statement 
that  everything  we're  now  doing  is  high  quality  and  all  the  access 
that  we're  now  getting  is  good  access  and  you  begin  to  reduce  ex- 
penditures, you're  going  to  reduce  them. 

I  think  there  are  a  lot  of  arguments  on  the  other  side  that  says  a 
lot  of  the  access  we  have  and  don't  need  and  some  of  the  quality  we 
get,  by  getting  more,  actually  hurts  us.  And  I  think  Dr.  Lee  can 
talk  about  that. 

Some  reductions  in  both  access  and  availability  of  services  need 
not  hurt  us  medically.  There  have  been  all  kinds  of  examples  to 
demonstrate  that  a  lot  of  the  medical  care  we  get  is  unnecessary 
and  some  of  it's  actually  harmful. 

Other  countries  have  demonstrated  that  they  have  been  able  to 
cut  back  services  or  not  provide  them  in  the  first  place,  with  very 
limited  impact  on  the  overall  quality  of  their  health  care  system. 

Nevertheless,  we  could  go  too  far.  I  think  it's  quite  possible  that 
if  we  got  so  caught  up  in  cost  containment,  we  could  cut  back 
beyond  what  is  a  reasonable  amount  of  money.  Right  now  I  think 
we're  totally  on  the  other  side  of  the  spectrum.  We're  spending  so 
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much  money  that  it's  really  negatively  affecting  our  health  care 
system  and  it's  clearly  negatively  affecting  our  overall  economy. 

The  approach  that  I  am  suggesting,  and  it's  the  reason  why  I 
want  this  expenditure  board  to  have  both  consumers  and  providers 
on  it,  is  that  this  should  be  the  nature  of  a  debate.  Our  society 
should  decide  the  balance  between  what  we  spend  and  what  we  get. 
Right  now  we  don't  have  that  debate.  Basically,  the  decisions  are 
made  by  hundreds  of  thousands  of  providers  and  thousands  of 
payers  and  no  one  decides  what  we're  spending. 

So  I  don't  accept  the  premise  that  necessarily  we  have  to  pay  in 
reductions  in  quality  and  access  by  controlling  costs.  I  think  we 
could  do  a  better  job. 

Dr.  Lee.  I  would  agree  with  that,  Mr.  Chairman.  And  I  would 
even  go  farther  than  Dr.  Altman.  I  think  that  if  we  provided  uni- 
versal coverage  and  cost  containment,  we  would  improve  quality  as 
well  as  access  to  care. 

Prenatal  care  is  a  good  example  of  that.  If  you  compare  prenatal 
care  in  France  to  that  in  the  United  States  and  the  outcomes  of 
that  care,  France  has  a  vastly  better  system  of  health  care  than 
the  United  States. 

If  you  take  an  area  at  the  high-tech  end,  coronary  artery  bypass 
graft  surgery,  with  effective  cost  containment,  with  some  rules  that 
would  govern  all  the  providers,  we  would  not  have  the  proliferation 
of  bypass  graft  units  in  the  United  States.  And  the  result  of  that 
proliferation  has  been  increased  mortality  from  surgery  in  those 
units  that  do  low  volume.  We  need  units  that  are  high  quality  and 
higher  volume,  and  we  thus  need  some  overall  regulation,  both  of 
which  would  accompany  the  kind  of  proposals  that  have  been  dis- 
cussed earlier  today. 

Mr.  Pickle.  Well,  Dr.  Lee  or  Dr.  Altman,  if  setting  limits  would 
not  affect  either  access  or  quality,  or  at  least  you  question  it  seri- 
ously, and  you  say  that  if  you  did  put  in  these  limitations  you 
could  go  ahead  and  properly  take  care  of  our  health  needs  if  you 
had  a  single-payer  system,  wouldn't  the  same  results  be  possible  if 
you  had  an  all-payer  system,  on  both  access  and  quality,  assuming 
we  put  into  force  the  applications  of  both  our  PPS  and  the  relative 
value  approach? 

Dr.  Lee.  No,  I  agree  with  it  completely. 

Mr.  Pickle.  Couldn't  the  same  thing  be  accomplished? 

Dr.  Lee.  I  agree  with  that.  You  can  have,  with  an  all-payer 
system  of  regulation  and  universal  coverage,  you  could  certainly 
achieve  the  same  outcome  objectives  in  terms  of  health  status  and 
cost  containment  as  you  can  achieve  with  a  single-payer. 

Mr.  Pickle.  Dr.  Altman,  would  you  agree  with  that? 

Mr.  Altman.  Yes.  I  think  both  Dr.  Lee  and  I  support  the  same 
system,  which  is  an  all-payer  system  which  allows  multiple  payers. 
It  will  be  more  complicated,  but  I  think  it's  much  more  consistent 
with  what  this  country  is  all  about. 

Mr.  Pickle.  Yes. 

Mr.  Altman.  I  think  the  complications,  and  the  higher  adminis- 
trative costs  which  will  result — it  would  be  more  expensive — will 
provide  us  with  better  access  and  will  provide  us  with  a  fairer  pay- 
ment system. 
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Mr.  Pickle.  Dr.  Reischauer  earlier  had  said  that  it  would  be 
more  difficult  than  a  multipayer. 

Mr.  Altman.  It  would  be  more  difficult,  and  people  have  pointed 
that  out.  But  I  don't  think  we  ought  to  shirk  difficulty  if  we  can 
get  benefit. 

Mr.  Pickle.  All  right. 

Mr.  Altman.  I  see  Mr.  Cardin  coming  in,  and  I  think  what  he 
said  is  what  I  believe.  I  think  that  we  should  go  to  an  all-payer 
type  approach  even  though  it's  more  complicated,  because  I  think 
it  will  give  us  more  in  the  end. 

Mr.  Pickle.  Well,  now,  Dr.  Lee,  you  had  said  that  we  need  more 
database  and  your  commission  has  just  begun  to  look  at  it,  and 
now  you're  taking  another  approach.  That  doesn't  give  me  any  feel- 
ing that  you  know  when  you're  going  to  be  able  to  report  some- 
thing. 

How  long  a  time  would  it  take  you  to  put  that  database  together? 

Dr.  Lee.  I  think  if  the  Congress  made  a  decision  this  year  or  next 
year  to  move  ahead  with  one  of  several  of  the  options  that  have 
been  proposed  to  this  committee,  that  we  could  move  fairly  quickly 
to  generate  the  kind  of  databases  needed  for  effective  cost  contain- 
ment. We  could  have  standard  forms  that  are  used  by  all  the  carri- 
ers, public  and  private.  We  would  have  a  fee  schedule  that  would 
be  used  by  all  the  payers.  We  could  have  electronic  billing  systems. 

If  you  put  some  incentives  in  the  system  and  say  that  by  a  cer- 
tain date  we  need  it,  it  can  happen.  We  have  a  very  inventive 
Nation;  we  have  industries  in  the  computer  industry  perfectly  ca- 
pable of  developing  these  databases.  And  I  think  if  Congress  sets 
out  the  timeline,  that  that  could  be  achieved  within  a  very  reasona- 
ble period  of  time. 

Mr.  Pickle.  Suppose,  whether  we  went  the  single  route  or  the 
multiple  system,  and  you  set  up  a  national  board. 

Mr.  Altman.  Expenditure  board;  right. 

Mr.  Pickle.  Expenditure  board,  as  Dr.  Altman  said.  Tell  me  how 
would  it  work?  They  have  limitations,  as  I  understand  your  propos- 
al. You  spend  so  much  on  these  type  of  services,  so  much  for 
health,  and  I  presume  you'd  let  the  States  control  their  expendi- 
tures. Now,  that  is  done  in  Canada,  but  that  control  is  through  the 
Provinces,  and  you've  got  a  half  a  dozen  or  more,  eight  Provinces 
up  there.  We've  got  50  States.  Will  the  same  system  be  applicable 
to  us?  Wouldn't  it  be  much  more  difficult  for  our  States? 

In  Canada,  and  I  don't  say  this  critically,  but  in  Canada  the  med- 
ical profession  is  not  near  as  strong  or  well  established  or  as  active 
as  here  in  this  country.  And  with  that  as  a  strong  incentive,  by  just 
the  doctor's  individual  opinion,  and  the  States  having  the  decision, 
won't  that  kind  of  a  limitation  be  more  difficult  to  administer  in 
this  country? 

Mr.  Altman.  The  answer  is  yes.  The  proposal  I  am  suggesting 
really  looks  much  closer  to  what  exists  in  Germany  than  it  does  in 
Canada.  I  am  not  suggesting  a  single-payer  approach.  Rather,  it 
would  be  State  by  State,  or  you  could  divide  the  country  into  re- 
gions. You  know,  the  Federal  Reserve  System  has  12  regions,  even 
though  we  have  50  States. 

Mr.  Pickle.  If  that  could  be  done. 
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Mr.  Altman.  It's  not  necessary  to  have  it  State  by  State.  This  is 
not  necessarily  a  State  issue.  We  could  have  it  nationally.  I  think 
there  is  value  in  regionalizing  it. 

And  I  would  not  make  it  so  strict  that  we  would  clearly  articu- 
late that  we  are  going  to  spend  so  much  on  hospital  care  and  so 
much  on  physician  care.  One  of  the  things  that  we've  learned  over 
the  last  several  years  is  that  over  time  we  have  changed  the  distri- 
bution between  inpatient  and  outpatient,  between  outpatient  and 
clinics,  and  clinics  and  others.  I  think  it's  a  very  strong  part  of  our 
system.  We  should  not  make  this  rigid.  That's  why  I  am  fearful  of 
tying  it  directly  to  the  GNP,  even  though  I  think  that's  a  goal. 

Mr.  Pickle.  Yes. 

Mr.  Altman.  And  second,  I  think  you  need  a  group  of  careful 
people  who  year  in  and  year  out  look  at  the  trends  and  make  ad- 
justments. 

Mr.  Pickle.  Well,  I  think  I  would  agree  with  that. 

Assuming  we  went  this  approach,  and  I  don't  know  that  I  agree 
with  it,  but  assuming  we  did,  I  think  perhaps  rather  than  tying  it 
to  GNP  you'd  want  it  connected  in  some  way  to  a  board. 

Suppose  we  did  have  the  board.  Would  the  board  be  able  to  say 
we'll  spend  so  much?  Suppose  you'd  reach  that  limitation.  Could 
the  board  have  the  authority  to  then  go  beyond  it  on  hospital  ex- 
penditures or  physician  expenditures? 

Mr.  Altman.  I  think  it  can  and  should,  be  subject  to  review  by 
the  Congress,  because  ultimately  Congress  has  to  approve  what  it's 
going  to  pay  under  Medicare  and  under  this  bigger  Government 
system  for  the  uninsured,  which  I  hope  will  be  passed.  The  board 
would  not  have  total  independence,  but  I  would  hope  that  wise 
counsel  by  the  board  could  override  a  fixed  rate  if  it  thought  it  was 
desirable,  similar  to  the  way  you  operate  the  Congress  today,  or  a 
corporation. 

Mr.  Pickle.  Well,  if  we  had  a  board,  you'd  have  to  empower 
them. 
Mr.  Altman.  Yes. 

Mr.  Pickle.  With  the  ability  to  make  exceptions.  Otherwise,  it's 
just  another  bureaucracy  that's  making  analysis  and  we  get  no- 
where. 

Mr.  Altman.  The  way  the  Germans  operate,  and  it's  a  very  in- 
teresting system,  and  several  of  us  were  there  with  several  mem- 
bers of  your  committee,  the  Government  itself  does  not  establish 
the  rates  that  pay  the  physicians  or  the  hospitals,  but  it  sits  back 
and  watches  this  board,  and  ultimately  the  groups  have  to  come 
back  to  the  Government  to  get  approval  for  rate  increases.  And 
that's  where  the  Government  steps  in  and  says,  "You  know,  we're 
not  going  to  give  you  these  rate  increases.  Therefore,  go  back  and 
renegotiate." 

So  you  have  checks  and  balances  that  get  developed  between  the 
semi-independent,  private  board  and  the  ultimate  payer,  the  Gov- 
ernment, and  the  corporations. 

Mr.  Pickle.  Well,  I  don't  want  to  continue  with  the  discussion  be- 
cause I  want  to  recognize  other  members.  But  it  would  seem  to  me 
that  what  I  think  this  committee  has  determined  is  we're  trying  to 
move  something  forward  as  soon  as  we  can,  and  that's  desirable. 
But  whether  we  went  to  a  single-payer  or  a  multiple  system,  the 
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j     biggest  problem  we  still  face  is  cost  containment.  Is  that  not  gener- 
ally correct? 

Mr.  Altman.  Yes.  Health  care  is  expensive,  and  it's  going  to  get 
more  expensive,  and  we  need  to  put  some  limits  on  it. 

Mr.  Pickle.  All  right.  If  that's  the  problem,  and  it  is  the  basic 
problem  because  we're  spending  so  much  now,  and  both  of  you  just 
attested  to  that,  we've  got  to  have  some  way  to  control  it. 

Dr.  Lee.  I  would  also  suggest,  Mr.  Chairman,  that  it's  an  issue 
for  the  worker  and  the  middle  class.  It  isn't  just  that  we  have  to 
cover  the  uninsured.  It's  those  average  workers  in  America  who 
are  being  increasingly  asked  to  share  more  of  the  costs;  they're 
afraid  to  move  from  one  job  to  another  because  they  may  lose  their 
health  insurance.  And  it  is  a  major  issue  in  terms  of  the  middle 
class  in  America. 

Mr.  Pickle.  Yes.  But  we're  going  to  be  running  head-on  to  the 
question,  no  matter  which  we  go,  which  direction,  into  the  business 
of  cost.  How  do  you  control  the  cost  of  the  system?  And  when  you 
go  to  control  costs  through  expenditure  limitations,  the  question 
then  constantly  is  going  to  arise:  Are  we  affecting  quality,  and  are 
we  affecting  access,  and  can  we  control  it;  is  it  worthwhile? 

Mr.  Altman.  I  think  you're  absolutely  right. 

Mr.  Pickle.  I  take  the  personal  physician,  I  think  cost  is  prob- 
ably a  bigger  problem  than  quality.  I  do  not  think  personally  that 
our  quality  of  Medicare,  our  practice  in  this  country,  has  been  that 
deficient.  I  think  we  have  the  best  medical  delivery  in  the  world, 
and  I  do  not  say  that  nobody  can  get  help  and  so  forth.  They  do. 
The  medical  profession  and  the  Congress,  the  program  we  have 
does  give  health  care,  but  at  a  considerable  cost.  So,  whichever  way 
we  go,  we've  got  to  wrestle  with  that  question  about  cost  contain- 
ment. 

Mr.  Altman.  Absolutely. 

Mr.  Pickle.  So  I  guess  that's  our  challenge,  isn't  it? 
Mr.  Altman.  Yes,  sir. 
Dr.  Lee.  Correct. 

Mr.  Pickle.  I  thank  you  very  much. 
Mr.  Stark. 

Mr.  Stark  [presiding].  Thank  you,  Mr.  Chairman,  and  I  just 
want  to  thank  the  witnesses  for  their  excellent  testimony. 

I  want  to  see  if  you  can  go  through  this  with  me  for  a  moment, 
both  of  you,  Stu  and  Phil.  I  have  no  quarrel  with  all-payer  as  an 
extension  of  single-payer,  but  I  want  to  put  it  into  the  context  of  a 
system  that  we  may  end  up  with.  Take  all-payer  as  something  to 
do  by  itself,  it  doesn't  get  us  very  far. 

So  let's  suggest  for  a  minute  that  all  the  systems  being  discussed 
require,  at  least  as  an  end  point,  universal  access.  I  think  every- 
|     body  agrees  that  that's  what  we're  pushing  toward  so  no  resident 
in  America  goes  without  access  to  the  system.  And  probably  as  a 
society  and  as  a  government  we  will  reach  agreement  on  a  mini- 
mum benefit  standard,  with  everybody  entitled  to  get  at  least  sur- 
gical care  and  hospital  care.  We  might  argue  about  whether  they 
I     get  primary  care — but  certainly  not  for  children.  But  I  think  we 
j     can  all  agree  there  will  be  some  minimum  standard  of  benefits  that 
we  are  going  to  recommend. 
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So,  if  you  agree  to  that,  then  you  have  to  agree  that  there's  going 
to  be  some  Government  program,  for  even  the  insurance  companies 
are  saying  let  the  Government  run  the  price-setting  operation  or 
set  it  up.  Also,  there's  talk  that  the  reinsurance  pool  has  to  be  uni- 
form. 

Now,  if  you  agree  that  those  things  have  to  be  in  a  system,  then 
for  the  all-payer  system  to  not  create  problems  or,  in  fact,  to  work, 
you  can  no  longer  have  medical  underwriting.  Because  if  you  allow 
medical  underwriting  and  you  presume  that  there  is  going  to  be  a 
Government  system  left,  you  are  going  to  shove  all  of  the  high-cost 
cases  onto  the  Government  system. 

Am  I  making  sense?  Basically,  if  you've  got  an  all-payer  system 
and  you're  going  to  contain  costs  and  have  access,  you  can  no 
longer  allow  any  medical  underwriting  for  anybody. 

Mr.  Altman.  I  don't  think  that's  necessary,  if  you  have  large 
groups.  When  we  define  medical  underwriting,  you  and  I  know 
what  we're  talking  about,  we're  talking  about  experience  rating 
and  allowing  different  rates  for  different  groups,  depending  upon 
how  much  they  use. 

Mr.  Stark.  Or  excludes  people.  Even  worse,  that  excludes  people 
with  preexisting  conditions. 

Mr.  Altman.  Well,  I  surely  would  eliminate  that. 

Mr.  Stark.  All  right. 

Mr.  Altman.  But  you  could  allow  large  groups — I  am  talking 
about  large  groups — to  have  slightly  different  premiums  based  on 
their  experience  and  still  have  

Mr.  Stark.  Would  you  then  not  have  to  have  open  enrollment? 

Mr.  Altman.  Yes. 

Mr.  Stark.  All  right.  What  I  am  suggesting  is  that  you  are  going 
to  have  to  change  the  private  insurance  market  dramatically. 

Mr.  Altman.  I  think  you'll  have  to  change  it  somewhat  to  sub- 
stantially. You're  right.  But  it  doesn't  have  to  put  you  in  a  strait- 
jacket. 

Mr.  Stark.  All  right.  You're  further  going  to  have  to  have  uni- 
form utilization  standards,  aren't  you,  because  otherwise  you  allow 
selectivity  by  the  more  generous  plans.  What  we're  doing  is  setting 
rates.  We  have  not  talked  about  volume  limits  in  an  all-payer 
system.  So  if  I  have  a  choice,  I  am  going  to  join  the  system  that  lets 
me  have  my  cholesterol  tested  most  often  or  that  lets  me  have  an 
annual  physical  rather  than  once  every  3  years. 

In  other  words,  you  can't  let  people  compete  on  volume.  Is  that 
not  so? 

Mr.  Altman.  Now,  I  think  you're  going  the  other  way.  It's  possi- 
ble to  allow  5  or  10  percent  excess  expenditure  for  particular 
groups  that  for  some  reason  just  like  all  the  medical  care  and 
they're  prepared  to  pay  for  it. 

Mr.  Stark.  Oh.  Well,  wait,  wait,  wait,  wait.  They'd  pay  for  it. 
But  I  am  talking  about  the  standard  minimum  rate.  Once  you  get 
into  a  box,  you  want  to  move  the  system  on  me  all  the  time. 

Mr.  Altman.  Yes. 

Mr.  Stark.  Now,  wait  a  minute.  We  just  agreed  back  here  that 
we've  got  a  uniform  minimum  standard. 

Mr.  Altman.  But  I  think  that  there  are  going  to  be  many  people 
that  are  going  to  be  substantially  above  that. 
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Mr.  Stark.  No  question.  But  all  we're  talking  about  is  this  all- 
payer  rate  for  the  uniform  minimum  standard.  You  can't  have  a 
uniform  minimum  standard  and  cost  containment  unless  you  basi- 
cally have  no  medical  underwriting  and  a  uniform  utilization  rate. 

Mr.  Altman.  Yes,  but  what  are  you  

Mr.  Stark.  I  am  getting  to  a  point,  so  don't  ruin  my  fine  ques- 
tion before  I  get  to  it.  [Laughter.] 

We've  got  minimum  benefit  standards.  We've  got  to  have  uni- 
form utilization  rates.  We  can't  allow  medical  underwriting.  We're 
going  to  have  an  all-payer  system.  Haven't  we  really  just  designed 
the  system  that  we  have  now  for  Medicare?  We  have  all-payers 
through  80  different  intermediaries.  We  set  one  rate  for  the  coun- 
try; we  adjust  it.  I  mean,  aren't  you  really  just  talking,  when  you 
talk  all-payer,  about  a  rather  complicated  single-payer  system  that 
allows  the  least  efficient  groups — the  private  insurance  compa- 
nies— to  stay  in  the  system,  to  toss  them  a  bone  so  they  won't  mess 
around  with  getting  the  job  done? 

Mr.  Altman.  I  was  afraid  you  were  going  to  put  the  lock  in  after 
I  said,  "Yes,  yes,  yes,"  on  it  before  we  closed. 

Mr.  Stark.  That's  exactly  it.  [Laughter.] 

I  probably  did  a  bad  job,  which  is  why  I  could  never  get  into  law 
school,  so  I  am  going  to  have  to  let  Mr.  Cardin  defeat  all  of  this  in 
a  minute. 

Mr.  Altman.  First  of  all,  I  wouldn't  do  it  that  way.  I  think  first, 
the  minimum  benefit  may  be  common  to  all.  I  think  most  Ameri- 
cans would  be  signed  up  with  plans  that  are  not  part  of  the  mini- 
mum benefit. 

Mr.  Stark.  Arguably. 

Mr.  Altman.  And  I  do  think  there  is  value  in  having  private  in- 
surance for  people  that  could  afford  it.  I  think  it  distributes  the 
way  we  pay  differently.  It  doesn't  force  it  all  through  the  funnel  of 
the  Federal  Government. 

Mr.  Stark.  No  question. 

Mr.  Altman.  I  think  there's  value  to  that.  And  even  if  it  turned 
out  to  be  slightly  more  expensive,  which  I  think  it  would  be  

Mr.  Stark.  As  an  option.  You  want  to  pay  more,  be  my  guest. 
But  I  don't  want  you  to  shove  your  needy  and  your  lame  and  your 
sick  onto  the  Government  system,  and  then  tell  me  that  you're 
making  

Mr.  Altman.  What's  wrong  with  that? 

Mr.  Stark.  Because  Aetna  is  going  to  make  all  the  profit. 

Mr.  Altman.  Now,  wait  a  minute. 

Mr.  Stark.  Why  should  I  take  on  the  taxpayers,  back  all  of  the 
expensive  stuff,  and  have  my  colleagues  over  here,  and  have  free 
enterprise  make  all  the  profit?  Southern  Cal  Edison  and  Aetna, 
their  preferred  provider,  pays  very  little,  because  I  have  got  every 
diabetic  and  every  high  blood  pressure  patient  on  my  Medicare 
system. 

Mr.  Altman.  The  single  biggest  difference  is  whether  people 
work  or  not.  Clearly,  the  people  that  are  very  sick,  that  don't  work, 
are  outside  the  system.  And  I  think  that  is  the  appropriate  role  of 
Government  to  provide  a  system  for  them. 

But  if  you're  a  sick  person  and  you're  working  for  a  large  corpo- 
ration and  you're  insured  by  Aetna,  then  they  have  the  responsibil- 
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ity  to  provide  those  services  and  they  shouldn't  be  able  to  sort  of 
underwrite  you  out  of  their  bill.  I  agree  with  that. 

Mr.  Stark.  Well,  let  me  give  you  an  example  that  came  up  at 
dinner  the  night  before  last  with  two  local  attorneys,  who  shall 
remain  nameless,  but  they  are  partners  and  often  represent  insur- 
ance companies,  and  they  re  both,  let's  say,  50,  give  or  take  5  years, 
both  in  good  health,  good  habits. 

One  is  married,  one's  spouse  has  been  an  employee  of  the  United 
States  Senate  for  a  number  of  years,  and  therefore  his  insurance, 
Blue  Cross  low-option  costs  their  family  about  $70  a  month.  He's 
riding  on  his  wife's  Government  insurance,  which  happens  to  be 
Blue  Cross. 

The  other  pays  for  him  and  his  wife — they  have  no  children;  both 
in  good  health;  no  prior  conditions — $750  a  month.  And  that's  the 
best — these  are  not  illiterate  or  economically  unsophisticated  indi- 
viduals— that's  the  best  buy  he  can  find  in  Washington,  D.C.,  in 
1991. 

Now,  does  that  make  any  sense?  You  see,  what's  eventually 
going  to  happen,  if  there  is  an  open  system,  that  person  is  going  to 
hop  into  a  Government  system  so  quickly  it  will  make  your  head 
spin.  They  happen  to  be  healthy  and  not  likely  to  cause  an  undue 
burden  on  the  system. 

The  minute  you  do  away  and  say  that  Medicare  and/or  whatever 
the  Government  system  is  has  the  same  rules  that  Aetna  and  Blue 
Cross  have,  all-payer  is  fine  with  me.  But  then  all-payer  is  single- 
payer,  is  it  not? 

Dr.  Lee.  Yes,  I  think  if  you  compare  the  single-payer — and  I  have 
a  personal,  not  commission,  inclination  toward  the  Medicare  cover- 
age for  everybody  

Mr.  Stark.  It  doesn't  have  to  be.  I  don't  care,  really. 

Dr.  Lee.  But  look  at  the  all-payer  option  and  we  compare  it  to 
other  countries,  let's  say  France  or  Canada.  There's  very  little  in- 
novation in  health  care  in  either  Canada — they  have  solo  practice, 
fee-for-service,  same  thing  in  France.  We've  developed  group  prac- 
tice. We've  developed  HMOs  like  a  Kaiser  Permanente.  These  were 
innovations  that  lead  to  quality  care,  access,  and  cost  containment. 

Mr.  Stark.  Phil,  that's  got  to  be  available.  Even  if  you  did,  and  I 
don't  think  as  a  practical  matter,  we  will  ever  have  Medicare  for 
everybody.  You  might  have  it  as  the  basis  because  even  now  with 
Medicare  something  like  80  percent  of  the  people  under  Medicare 
have  a  supplemental  policy. 

Dr.  Lee.  Right. 

Mr.  Stark.  And  they  have  Kaiser  available  to  them,  and  a  lot  of 
Medicare  people  join  Kaiser  because  they  like  the  supplements 
better.  So  there  is  no  question  that  innovations  must  continue  to  be 
encouraged. 

I  would  presume  that  we  would  not  get  much  lower  in  minimum 
benefits  than  what  Medicare  now  offers.  That's  a  pretty  low  mini- 
mum benefit,  quite  frankly.  But  that  still  gives  you  all  the  competi- 
tion in  the  world  and  all  the  chance  to  be  creative  for  the  supple- 
mental portion,  the  extras.  Germany  does  it  a  little  differently. 

I  would  think  that  politically  we  will  never  in  this  country  be 
able  to  provide  a  complete  enough  package  of  benefits  to  satisfy 
half  of  the  American  public  because  it  would  cost  too  much.  So 
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we're  going  to  have  to  turn — you  know,  the  cosmetic  surgery,  the 
extra  time  for  teenage  kids  and  in-hospital  mental  health  care,  a 
whole  lot  of  the  fringes — the  public  is  not  going  to  sit  still  for 
paying. 

So,  whatever  system  comes  out,  there  is  going  to  be  a  great 
market  for  the  supplements,  as  I  said.  But  even  there,  to  keep  the 
system  simpler,  a  single  method  of  payment,  a  single  form,  and 
then  I  get  the  hassle  factor  out.  As  long  as  the  utilization  rates  are 
the  same,  I  get  the  hassle  factor  out.  It  would  still  leave  plenty  of 
room  for  people  to  market  creatively.  For  HMOs,  if  we  can  figure 
out  how  to  regulate  them,  to  bid  into  the  process  and  offer  conven- 
ience, as  Kaiser  does,  house  calls,  as  Kaiser  does;  a  whole  host  of 
things  that  the  fee-for-service  system  just  doesn't  have. 

So  I  don't  see  ' 'competition"  going  out  and  I  don't  see  all-payer, 
which  my  distinguished  colleague  from  Maryland  has  in  his  State, 
being  much  different  from  single-payer  if  in  fact  we  don't  design 
the  system  to  just  basically  give  the  Government  all  of  the  nega- 
tives and  just  build  in  excess  profits  for  the  private  insurance  com- 
pany. 

So  I  am  going  back  to  saying  that  if  the  system  is  going  to  in- 
clude everybody  and  have  a  mechanism  for  cost  containment,  that 
basically  you've  got  to  have  a  lot  more  uniformity  than  just  the 
rate? 

Mr.  Altman.  Yes.  You  do  have  to  have  more  uniformity.  But 

again,  I  think  if  we  had  the  time  

Mr.  Stark.  That  was  hard  to  get  out  of  you. 

Mr.  Altman.  — you  could  design  a  system  that  would  equalize 
the  payment  much  more  than  your  example.  First  of  all,  I  think  if 
you  look  at  the  total  that  the  Senate  person  was  paying,  including 
what  the  Government  is  paying,  the  amount  is  much  closer  togeth- 
er. 

Mr.  Stark.  No,  no,  no,  no.  The  Government  is  paying  about  two- 
thirds  of  that.  So  he  is  only  paying  for  his  family,  say,  $300  at  the 
most.  So  he's  buying  for  $300  a  month  what  his  partner  is  buying 
for  $750. 

Mr.  Altman.  It  gets  closer.  It  probably  isn't  the  same. 

There  are  ways  of  designing  the  system  which  would  bring  about 
much  more  quality  without  necessarily  forcing  them  all  into  the 
same  mold. 

But  you're  absolutely  right,  you  do  have  to  standardize  much 
more  than  exists  today.  But  I  am  where  Phil  is.  I  believe  that  al- 
lowing diversity  out  there  and  allowing  some  degree  of  inventive- 
ness on  the  part  of  both  payers  and  providers  is  helpful  to  the 
system,  and  we  do  have  

Mr.  Stark.  All  right.  But  why  should  you  allow  any  diversity 
above — let's  assume  that  we  use  the  DRG  payment  as  the  hospital 
standard — what  diversity  is  there?  I  mean  you  could  get  more  days, 
you  could  get  a  single  room,  you  can  get  all  those  other  things  that 
people  could  pay  for  out  of  their  pocket  now  but  

Mr.  Altman.  But  it's  not  so  much  the  payment  rate  as  are  you 
going  to  go  through  an  organized  delivery  system  such  as  Kaiser? 

Mr.  Stark.  But  we  would  leave  it  open.  They  get  a  choice.  That's 
what  we  do  under  Medicare  now. 
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Mr.  Altman.  If  Medicare  was  by  itself  and  all  we  had  was  Medi- 
care, many  of  the  choices  we  now  have  would  not  have  existed. 
Mr.  Stark.  Why  not? 

Mr.  Altman.  Because  Medicare  has  not  been  a  leader  in  develop- 
ing alternative  delivery  systems. 

Mr.  Stark.  Well,  who  has?  Certainly  Aetna  hasn't.  I  mean  the 
leadership  came  from  Henry  Kaiser  because  he  was  looking  for  a 
way  to  avoid  the  responsibility  of  providing  reasonable  health  care 
to  his  employees.  So  he  figured  out  how  to  do  it  under  the  tax 
system  by  making  it  charitable.  Don't  ever  ascribe  any  eleemosy- 
nary instincts  to  this  dude.  I  mean  he  was  stealing  from  Uncle  Sam 
during  the  war,  and  it  just  happened  to  be  it  could  be  a  way  to  pro- 
vide medical  care,  which  he  had  to  do  anyway.  That's  just  to  set 
history  straight. 

Mr.  Altman.  That's  fair.  [Laughter.] 

Mr.  Stark.  Nonetheless,  these  HMOs,  the  DAGIs  in  Marshfield, 
Wis.,  had  an  HMO-type  group  practice  before  there  was  even  Blue 
Cross  and  Blue  Shield.  I  mean  I  don't  think  that  the  insurance 
system  creates  any  creativity.  The  doctors  usually  do.  Indeed,  the 
medical  schools. 

Mr.  Cardin.  Would  my  colleague  yield? 

Mr.  Stark.  I  will  yield. 

Mr.  Cardin.  I  really  have  enjoyed  the  interchange  between  our 
chairman  of  the  health  committee  and  two  of  our  great  experts,  Dr. 
Altman  and  Dr.  Lee. 

I  think  the  testimony  that  I  hear  from  both  of  our  witnesses  is 
that  we  have  developed  some  creativity  in  our  system  due  to  the 
fact  that  we  have  used  federalism  and  we've  had  differences  of  ap- 
proach. 

You  mentioned  the  DRG  system  in  hospital  reimbursement. 
Maryland,  which  is  now  being  cited  more  and  more  for  its  all-payer 
system  for  hospital  care,  does  not  use  the  DRG  system.  We  have  a 
waiver;  we  use  a  different  system.  It  may  be  right,  it  may  be 
wrong,  but  we  get  some  experimentation  in  the  health  care  deliv- 
ery system.  This  diversity  is  beyond  just  different  health  insurance 
companies  or  Medicare  and  Medicaid.  The  way  that  we  have  set  up 
our  structure  with  each  State  having  different  systems  of  health 
care  may  not  be  the  best  but  we  try  to  take  the  best,  we  hope,  and 
use  it  to  develop  a  national  model. 

So  I  was  very  much  impressed  by  your  testimonies  that  if  we 
take  a  look  at  access  and  cost,  the  two  major  problems  that  we 
have,  looking  at  cost  first,  we  can  build  upon  our  current  system  by 
using  an  all-payer  system,  which  doesn't  prejudge  what  delivery 
system  we're  going  to  develop.  Maybe  we  will  have  the  Stark  bill  as 
the  delivery  system  or  the  Gibbons  bill  or  the  Russo  bill.  But  under 
any  approach,  if  you  use  an  all-payer  system,  as  I  understand  your 
testimony,  you  can  develop  it  under  our  current  system  and  devel- 
op the  same  cost  savings  that  the  Russo  bill  or  the  Stark  bill  or  the 
Gibbons  bill  claims  that  they  will  be  able  to  obtain  because  of  the 
same  rules  applying  to  all  payers.  At  least  that's  how  I  interpret 
your  testimony. 

I  wanted  to  rescue  a  little  bit  from  our  chairman. 

Dr.  Lee.  Well,  I  would  agree  with  that,  and  also  that  in  either 
case,  it's  not  going  to  be  simple  in  terms  of  implementation.  But 


487 


because  the  costs  are  such  a  significant  factor  now,  it  just  seems  to 
me  that  action  is  really  necessary. 

Mr.  Cardin.  I  would  just  add  one  additional  point.  I  know  that 
the  public  wants  to  see  a  change  in  our  health  care  system,  and  I 
know  that  our  health  care  providers  want  to  see  a  change  in  our 
health  care  system.  But  I  would  suggest  that  one  of  the  concerns  of 
a  single-payer  system  is  that  our  health  care  providers  do  not  have 
a  great  deal  of  confidence  that  the  Federal  Government  will  devel- 
op a  fair  reimbursement  system  if  they're  the  only  payers.  So  they 
want  the  protection  of  having  private  insurance  in  order  to  com- 
pensate for  what  they  see  to  be  the  weakness  in  a  single-payer  na- 
tional system. 

I  would  also  suggest  that  the  public  that  wants  change  also  has  a 
great  deal  of  concern  as  to  whether  the  Federal  Government  will 
develop  an  efficient  health  care  system. 

I  haven't  run  into  too  many  people  who  believe  that  the  Govern- 
ment is  the  best  entity  to  run  the  most  efficient,  cost-effective 
system.  They  would  like  to  see  a  little  bit  better  protection  as  far 
as  the  private  sector  is  involved. 

So  I  think  that  is  the  reason  why  many  of  us  promote  an  all- 
payer  system.  I  understand  it  could  lead  to,  and  very  well  may  lead 
to,  the  suggestions  that  Mr.  Stark  is  referring  to.  But  it  seems  to 
me  that  an  all-payer  system  gives  some  of  the  advantages  that 
many  of  the  reformers  would  like  to  see,  without  the  fears  that  it 
generates  among  the  public  and  health  care  providers. 

Mr.  Altman.  That  is  exactly  my  feeling.  As  you  know,  I  have 
been  part  of  the  Federal  system  and  take  pride  in  a  lot  of  what 
we've  done.  But  I  do  believe  it  should  be  part  of  it  and  not  totally 
dominating.  I  think  if  we  were  running  the  DRG  system  and  had 
everybody  under  it,  we  would  have  had  a  much  more  difficult  prob- 
lem much  earlier  on.  And  we've  learned  from  the  private,  and  I 
think  the  private's  learned  from  the  Government.  I  think  it's  been 
a  two-way  street. 

So  even  if  it  turns  out  to  be  more  complicated,  and  I  think  it 
would  be  and  probably  somewhat  more  expensive,  I,  and  I  think 
many  others  that  I  have  talked  to,  believe  that  that  small  extra 
price  is  worth  it.  What  we  have  to  do  is  get  on  with  doing  some- 
thing. 

And  the  fear  I  have  is  not  the  discussion  between  Mr.  Stark  and 
yourself  and  me,  I  think  we're  close  to  agreeing.  It's  the  other 
people  that  find  all  the  reasons  why  we  should  do  nothing.  And  at 
one  point  we're  going  to  hit  20  percent  of  GNP,  and  all  of  a  sudden 
we're  going  to  have  a  brownout  in  our  health  care  system  because 
the  people  you're  counting  on  to  pay  the  bills,  the  corporations  and 
the  unions  and  the  individuals,  they're  not  going  to  be  there. 

And  I  agree  with  you,  when  I  talk  to  providers,  hospitals  and 
doctors,  and  I  say,  "You  don't  understand  how  we  finance  our 
system.  You  just  are  takers.  You're  going  to  wake  up  one  day  and 
there's  not  going  to  be  any  money  there  to  pay  your  bills.  And  you, 
the  providers,  have  to  be  willing  to  buy  into  some  effective  cost-con- 
tainment system  if  you're  going  to  maintain  our  delivery  system."  I 
don't  know  if  I  am  making  any  sense  to  them,  but  I  see  them  shak- 
ing their  hands  and  they  haven't  killed  me  yet. 
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So  this  business  of  us  fighting  among  whether  it's  an  all-payer  or 
single-payer  or  something  like  that  I  think  masks  the  idea  that  col- 
lectively we're  closer  together  than  these  other  people  that  tell  you 
why  the  elasticity  is  this  and  that,  economists  come  up  with  this. 
And  the  truth  of  the  matter  is  we've  spent  20  years  trying  to  con- 
trol costs  without  putting  anything  in  place  and  the  net  impact  has 
been  zero. 

Dr.  Lee.  The  other  thing  we  have  to  do  is  relook  at  the  regula- 
tion of  price  and  volume.  We  have  to  look  at  the  supply  side  and 
constrain  the  capital  investment  and  the  physician  supply.  Unless 
we  do  that,  the  pressures  are  going  to  be  enormous  to  the  system, 
and  there  is  going  to  be  plenty  of  resistance — even  though  we  all 
agree  that  some  approach  of  this  kind  makes  sense — from  the  pro- 
viders, who  are  going  to  resist  the  notion  of  all-payer  regulation. 
Don't  expect  it  to  be  a  smooth  journey. 

Mr.  Cardin.  I  thank  both  of  you  for  your  replies,  and  I  thank  my 
chairman  for  yielding  the  time. 

Mr.  Stark.  That's  fine. 

I  was  just  going  to  ask  one  final  question  of  the  panel  to  see  if 
they  could  identify  this  famous  American  economist  who  suggested 
taking  Dr.  Altman's  comments  to  heart,  that  we  are  very  close  to- 
gether and  eventually  we  must  do  this  reform.  His  statement  was 
that,  "The  way  to  accomplish  this  is  to  pray  to  the  Lord,  don't  get 
between  a  dog  and  his  tree,  and  exploit  the  inevitab1^."  [Laughter.] 

Mr.  Altman.  It  was  probably  one  of  my  professors.  I  just  can't 
remember  his  name. 

Mr.  Stark.  I  thank  the  witness  panel  very  much. 

The  committee,  I  am  informed,  will  recess  until  1  p.m. 

[Whereupon,  at  12:42  p.m.,  the  committee  recessed,  to  reconvene 
at  1  p.m.,  the  same  day.] 

Mr.  Downey  [presiding].  The  committee  will  continue  this  after- 
noon's testimony  from  representatives  of  the  Nation's  insurers  and 
from  private  sector  groups  with  an  interest  in  health  care  reform 
proposals.  Our  first  panel  this  afternoon  includes  two  witnesses, 
Barney  Tresnowski,  president  of  the  Blue  Cross  and  Blue  Shield 
Association,  and  Carl  Schramm,  president  of  the  Health  Insurance 
Association  of  America. 

Mr.  Tresnowski,  your  written  statement  will  be  included  in  the 
record,  if  you  would  please  proceed  to  summarize;  and  that  is  also 
true  of  yours,  Mr.  Schramm,  as  well. 

STATEMENT  OF  BERNARD  R.  TRESNOWSKI,  PRESIDENT  AND 
CHIEF  EXECUTIVE  OFFICER,  BLUE  CROSS  AND  BLUE  SHIELD 
ASSOCIATION 

Mr.  Tresnowski.  Thank  you  very  much,  Mr.  Downey. 

I  want  to  commend  the  committee  for  making  health  care  reform 
their  priority.  The  task  is  difficult,  and  I  know  you  recognize  that 
we  are  at  a  critical  point  in  health  policy.  We  must  decide  whether 
to  perform  radical  surgery  on  our  pluralistic  system  or  to  pursue  a 
more  moderate  approach  that  builds  on  what  we  have. 

A  more  measured  course  of  restructuring  may  seem  less  dramat- 
ic to  policymakers  and  consumers,  but  it  holds  greater  promise.  It 
can  help  us  preserve  the  strengths  of  our  system,  harness  its  ere- 
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ative  energy  and  innovation,  preserve  its  quality  and  freedom  of 
choice,  and  increase  the  coverage  of  millions  of  Americans  to  all  it 
has  to  offer. 

However,  the  measured  approach  is  difficult.  It  requires  us  to 
evaluate  carefully  the  complexities  of  the  health  insurance  and 
health  delivery  systems  before  we  act.  I  understand  the  difficulties 
you  are  facing.  Like  you,  I  represent  many  constituencies  from 
many  parts  of  the  Nation.  Each  has  its  own  vision  of  future  goals, 
present  realities,  business  practices,  social  obligations,  and  essen- 
tial values. 

But,  notwithstanding  that,  last  week  the  board  of  directors  of  the 
Blue  Cross  and  Blue  Shield  Association  unanimously  approved  the 
broad  outlines  of  a  comprehensive  reform  strategy,  and  in  our  testi- 
mony we  share  that  vision  with  you.  The  plan  is  based  on  the 
belief  that  if  we  are  to  retain  the  employer-based  pluralistic  health 
care  system,  we  must  improve  the  way  it  works  and  alter  the  in- 
centives that  lead  to  high  costs  and  excessive  use  of  services. 

To  do  this  will  require  a  sea  change  in  the  way  we  approach  in- 
surance. We  must  create  a  new  insurance  environment  patterned 
on  the  Blue  Cross  and  Blue  Shield  organization's  historic  practices. 
In  this  new  system,  carriers  will  manage  risks  instead  of  avoiding 
them.  Insurers  will  be  rewarded  for  increasing  the  value  of  health 
care  purchased  rather  than  simply  processing  claims. 

Our  program  would  assure  Americans  that  health  care  and 
health  care  coverage  is  universal,  is  affordable,  and  is  portable.  Be- 
cause most  of  the  uninsured  are  connected  to  the  work  place,  we 
believe  that  initiatives  to  increase  coverage  should  be  based  on  that 
system.  But  within  that  system  we  should  balance  responsibilities: 
that  is,  expect  employers,  employees,  and  the  Government  to  bear 
some  share  of  the  burden,  but  expect  no  single  group  to  assume  a 
greater  burden  than  it  can  manage. 

Our  plan  relies  on  the  dynamics  of  the  competitive  marketplace 
to  contain  costs,  and  it  asks  insurers  to  change  business  practices 
that  have  contributed  to  the  high  cost  of  coverage.  We  would 
reward  insurers  who  are  qualified  carriers,  that  is,  carriers  who 
have  demonstrated  their  abilities  to  contract  for  high  quality  and 
efficiently  provided  services  through  managed  care,  selective  con- 
tracting techniques,  and  reliance  on  outcome  measures  that  evalu- 
ate services  according  to  the  improvements  they  make  in  patients' 
lives.  We  would  implement  reforms  to  assure  that  coverage  is  con- 
tinued as  individuals  move  from  job  to  job  or  between  public  and 
private  programs,  eliminating  such  practices  as  preexisting  condi- 
tion exclusions  and  waiting  periods. 

We  commend  the  chairman  of  this  committee  and  the  cosponsors 
of  his  legislation  for  providing  political  leadership  on  health  care 
reform,  and  we  applaud  the  chairman  for  making  it  clear  that 
those  reforms  will  carry  a  substantial  cost.  We  do  strongly  support 
the  legislation's  main  intent:  to  build  on  the  current  pluralistic 
system  of  financing  health  benefits.  We  also  support  the  bill's  em- 
phasis on  cost  containment,  its  preemption  of  State  mandate  re- 
quirements, and  its  inclusion  of  self-funded  entities. 

However,  there  are  some  areas  in  which  we  would  like  to  work 
with  the  chairman  to  develop  alternative  approaches.  One  is  the 
pay-or-play  structure  that  requires  employers  either  to  provide  a 
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specified  level  of  service  or  pay  a  payroll  tax.  We  are  also  con- 
cerned about  all-payer  programs.  They  would  lock  in  the  system's 
current  problems  and  cast  in  concrete  today's  inefficiencies,  excess 
capacities,  and  arrangements  for  paying  for  technologies  and  serv- 
ices. 

We  also  strongly  believe  that  insurance  should  continue  to  be 
regulated  at  the  State  level.  We  strongly  support  reform  of  rating 
practices  in  the  small  group  market.  However,  we  believe  the 
changes  proposed  in  the  legislation  would  cause  severe  disruption. 
The  strict  limits  proposed  would  dramatically  increase  the  rates 
charged  to  many  small  groups,  especially  younger  groups,  thereby 
diminishing  rather  than  increasing  access  to  insurance  for  employ- 
ees who  work  for  small  businesses. 

In  conclusion,  I  would  like  to  offer  our  assistance  as  this  commit- 
tee continues  to  seek  solutions  to  our  Nation's  health  care  prob- 
lems, and  I  urge  that  the  committee  resist  the  temptation  to  listen 
to  the  loudest  voices,  those  urging  dramatic  solutions  whose  impact 
cannot  be  predicted.  The  careful  application  of  less  dramatic  solu- 
tions can  help  us  retain  the  best  of  our  health  care  system  while 
improving  those  aspects  which  are  preventing  us  from  sharing  its 
bounty  with  all  of  our  citizens. 

Thank  you  very  much. 

[The  prepared  statement  follows:] 
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STATEMENT  OF  BERNARD  R.  TRESNOWSKI,  PRESIDENT  AND  CHffiF 
EXECUTIVE  OFFICER,  BLUE  CROSS  AND  BLUE  SHffiLD  ASSOCIATION 


Mr.  Chairman,  Members  of  the  Committee. 

The  American  health  care  system  is  on  the  examining  table.  Never 
before  has  it  been  examined  so  closely  and  in  such  detail  by  so  many 
people.    And  never  before  has  that  examination  been  so  important. 

Although  policymakers  have  had  problems  reaching  consensus  on  the 
final  diagnosis,  everyone  seems  to  agree  that  one  symptom  must  be 
addressed  immediately.    And  that  is  the  rising  health  care  costs  that 
threaten  every  sector  of  the  economy. 

I  commend  you  for  making  health  care  reform  your  personal  priority  and 
for  assuming  a  leadership  role  in  the  search  for  ways  to  contain 
escalating  health  care  costs.    These  costs  threaten  the  stability  of 
our  pluralistic  health  care  system  and  deny  millions  of  Americans 
access  to  the  innovation,  quality  of  care,  and  technological 
breakthroughs  that  our  system  has  fostered. 

Your  task  is  difficult.    The  decisions  you  make  will  have  a  major 
impact  on  the  health  and  well-being  of  future  generations  of  Americans 
and  on  the  future  of  a  health  care  system  that  —  despite  its  flaws  — 
has  served  us  well . 

I  share  your  view  that  we  are  at  a  critical  point  in  health  policy. 
If  we  choose  the  correct  course  of  treatment,  we  can  preserve  the 
strengths  of  our  system,  continue  to  harness  its  creative  energy  and 
innovation,  preserve  its  quality  and  freedom  of  choice,  and  increase 
the  coverage  of  millions  of  Americans  to  all  it  has  to  offer. 

But  if  we  make  the  wrong  decision,  we  run  the  risk  of  weakening  the 
system,  eroding  its  roots,  and  robbing  it  of  the  core  elements 
Americans  have  come  to  expect  —  such  as  high  quality  care,  advanced 
technology,  choice  of  providers,  and  innovation  in  health  care 
delivery,  services,  and  financing.    Ironically,  in  the  hope  of 
improving  it,  we  may  destroy  all  that  we  have  taken  so  long  to  create. 

Which  is  the  right  course?    Radical  surgery  or  a  more  moderate 
approach  that  builds  on  what  we  have  worked  so  hard  to  develop? 

A  more  measured  course  of  restructuring  may  seem  less  dramatic  to 
policymakers  and  consumers,  but  we  believe  it  holds  greater  promise. 

Unfortunately,  the  measured  approach  is  difficult.    It  requires  us  to 
evaluate  carefully  the  complexities  of  the  health  insurance  and  health 
delivery  systems  before  we  act.    It  requires  us  to  assess  the  complex 
balance  of  forces  and  business  arrangements  that  have  been  constructed 
in  accord  with  our  national  norms  and  local  preferences.    For  example, 
seemingly  simple  changes  in  insurance  practices,  rating  structures, 
and  regulations  can  ripple  throughout  the  health  care  system  and  cause 
unexpected  disruptions,  dislocations,  and  major  surprises. 

As  president  of  the  Association  representing  the  nation's  largest  and 
oldest  health  insurer,  I  understand  the  difficulties  you  are  facing. 

Together  with  the  officers  of  our  73  Plans  across  the  country,  the 
leadership  of  the  Blue  Cross  and  Blue  Shield  Association  has  been 
working  to  develop  solutions  to  the  complex  problems  in. our  nation's 
health  system.    We  have  been  crafting  a  plan  that  will  permit  us  to 
retain  the  basic  framework  of  the  pluralistic  system  while  we 
restructure  the  incentives  that  are  driving  health  care  cost  inflation 
and  preventing  us  from  expanding  access  to  all  Americans. 

For  the  past  two  years,  the  Association's  member  Plans  and  its  Board 
of  Directors  have  been  evaluating  the  arguments  and  counterarguments, 
the  myths  and  realities,  the  business  and  social  obligations  that  we 
deal  with  each  day  in  providing  health  insurance  to  70  million 
Americans  in  towns,  cities,  and  rural  areas  across  the  country. 
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Like  you,  I  represent  many  constituencies  from  many  parts  of  the 
nation.    Each  has  its  own  view  of  future  goals  and  present  realities. 
Each  has  its  own  vision  of  what  practices  are  essential  to  the  conduct 
of  business,  the  obligations  we  have  to  our  clients,  and  the  values  we 
hold  as  Americans. 

The  answers  do  not  come  quickly.    But  they  do  come.    Last  week  our 
Board  of  Directors  approved  the  broad  outlines  of  a  comprehensive 
reform  strategy,  and  we  want  to  share  our  vision  with  you. 

Our  plan  is  designed  to  reduce  costs  and  expand  access.    It  calls  for 
major  changes  but  retains  the  basic  structure  of  the  employer-based 
insurance  system  and  the  public-private  financing  partnership.  Those 
mechanisms  created  the  foundation  of  a  system  that  has  served  us  well 
for  over  half  a  century  and  continues  to  provide  quality  health  care 
to  86  percent  of  the  American  public. 

However,  if  we  are  to  retain  that  system,  we  must  improve  the  way  it 
works,  and  we  must  alter  the  incentives  leading  to  high  costs  and 
excessive  use  of  services.    And,  we  believe  that  the  time  has  come  to 
restructure  the  health  insurance  industry,  focusing  on  affordability 
of  health  care  and  laying  the  foundation  for  a  major  effort  to 
increase  coverage. 

To  do  this,  we  need  a  sea  change  in  the  way  we  approach  insurance  in 
this  country.    We  must  alter  the  traditional  insurance  vehicle,  which 
is  geared  to  risk  selection,  and  promote  a  new  model  designed  to  work 
through  the  competitive  marketplace  to  manage  health  care  costs  and 
promote  the  efficient  delivery  of  high  quality  services. 

We  must  create  a  new  insurance  environment  —  patterned  on  the  Blue 
Cross  and  Blue  Shield  organization's  historic  practices.    In  this  new 
system,  carriers  will  manage  risks  instead  of  avoiding  them;  insurers 
will  be  rewarded  for  managing  costs  rather  than  simply  processing 
claims. 

Our  program's  three  main  elements  would  assure  Americans  that  health 
care  and  health  coverage  is: 

o  Universal, 
o  Affordable, 
o  Portable. 

By  this  we  mean  that: 

o      All  Americans  should  be  covered  under  either  a  private  health 
plan  or  a  public  program,  and  all  should  have  access  to  at  least 
a  basic  set  of  benefits. 

o      Access  cannot  be  achieved  unless  we  also  assure  affordability. 
We  must  find  ways  to  moderate  health  care  cost  increases  to 
assure  the  promise  of  universal  access. 

o  We  must  safeguard  the  insured  by  eliminating  concern  that  they 
will  have  gaps  in  coverage  if  they  change  jobs  or  move  between 
public  and  private  programs. 

UNIVERSAL  COVERAGE 

The  employer-based  health  care  system  has  served  us  well  for  more  than 
60  years.    Because  most  of  the  uninsured  are  connected  to  the 
workplace,  we  believe  that  initiatives  to  increase  coverage  should  be 
based  on  that  system. 

The  big  question  is  where  the  burden  of  financing  health  care  benefits 
for  the  uninsured  should  fall.    On  employers?    Employees?  The 
government? 

We  believe  the  solution  lies  in  balancing  responsibilities  -  that  is, 
in  asking  all  to  bear  some  share  of  the  burden,  but  expecting  no 
single  group  to  assume  a  greater  burden  than  it  can  manage. 
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Under  our  proposal,  large  employers  would  continue  the  practices  most 
already  follow  --  offering  health  insurance  and  making  a  financial 
contribution  to  the  costs  of  coverage  for  their  employees.  Today, 
more  than  90  percent  of  the  firms  with  at  least  25  employees  offer 
coverage;  nearly  all  firms  of  more  than  500  employees  offer  coverage 
and  contribute  to  employee  premiums. 

Present  tax  policies  that  permit  employers  to  deduct  the  costs  of 
health  benefits  would  be  continued.    In  addition,  the  self-employed, 
who  now  account  for  10  percent  of  the  work  force  —  and  their 
dependents,  would  receive  tax  benefits  equivalent  to  those  already 
granted  to  businesses  that  offer  insurance. 

Small  employers  require  special  treatment  that  reflects  their  unique 
needs.    Many  small  employers  are  new  companies,  employing  very  low 
wage  workers  and  operating  at  the  margins  of  profitability.  Asking 
them  to  move  from  contributing  nothing  to  contributing  the  full  cost 
of  their  employees'  coverage  could  force  those  firms  to  reduce 
employment  levels  or  even  to  close  their  doors.    Most  small  firms  that 
do  not  provide  insurance  say  that  their  decisions  are  based  on  the 
high  cost  of  coverage;  today  nearly  half  of  all  small  employers  do  not 
provide  coverage. 

Thus,  at  a  bare  minimum,  we  would  ask  small  employers  to  offer 
coverage  but  we  would  not  require  them  to  contribute  to  employee  and 
dependent  premiums.    We  would,  however,  develop  subsidies  and  tax 
incentives  that  would  encourage  the  employer  to  make  those 
contributions.    Those  employers  that  did  not  fund  their  employees' 
coverage  would  be  subject  to  an  assessment,  which  would  be 
significantly  less  than  the  cost  of  contributing  to  coverage.  These 
funds  would  be  used  to  assist  their  employees'  purchase  of  private 
coverage. 

In  developing  subsidies  and  incentives,  we  would  pay  particular 
attention  to  firms  with  fewer  than  10  employees;  today  54  percent  of 
them  do  not  offer  coverage. 

The  role  of  the  individual  employee  is  critical  in  this  equation. 
Again  we  face  a  question  of  balancing  responsibilities  -  in  this  case 
between  the  small  employer  and  the  employee.    The  small  employer  must 
offer  coverage  and  the  individual  would  have  to  accept  it.  Most 
employees  would  continue  to  have  the  major  share  of  their  premium  paid 
by  their  employer.    All  employees  working  for  small  employers  who  only 
offer  coverage  would  have  a  significant  share  of  their  premium 
subsidized.    Funding  for  this  subsidy  would  come  primarily  from  the 
assessment  paid  by  their  employer.    In  addition,  substantial  tax 
subsidies  would  be  provided  to  low-income  employees  to  assist  them  in 
purchasing  coverage  for  themselves  and  their  families. 

Individuals  not  connected  to  the  work  force  should  have  incentives  to 
purchase  private  insurance,  and  government  subsidies  should  be 
available  to  those  who  cannot  afford  the  cost  of  private  coverage. 

Those  who  cannot  afford  private  insurance,  even  with  this  assistance, 
should  be  covered  under  an  expanded  Medicaid  program.  Medicaid 
eligibility  should  include  all  individuals  and  families  below  the 
federal  poverty  level,  regardless  of  age  or  family  structure. 

AFFORDABLE  COVERAGE 

This  country  has  been  searching  for  strategies  to  hold  down  heath  care 
expenses  for  years  without  lasting  results. 

There  are  several  reasons  for  this: 

For  one,  the  measures  we  have  applied  have  been  targeted  too  narrowly 
at  individual  components  of  the  health  delivery  system.    When  pressure 
is  applied  to  one  point  of  the  inflationary  balloon,  costs  simply  pop 
out  somewhere  else.    For  example,  DRG's  held  down  inpatient  hospital 
costs,  but  outpatient  charges  mushroomed. 
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Regulatory  attempts  similarly  failed  because  they  tried  to  put  a  cap 
on  prices  without  attempting  to  influence  the  practice  patterns  of 
providers  and  the  purchasing  habits  of  individuals. 

The  insurance  industry's  long  tradition  of  fee-for-service  payment  and 
cost  reimbursement  has  contributed  to  health  care  cost  inflation 
because  it  provides  few  incentives  for  individuals  and  providers  to 
hold  down  service  use. 

The  threat  of  malpractice  suits  also  has  fueled  the  inflationary 
engine  because  it  forces  providers  to  protect  themselves  by  ordering 
costly  and  sometimes  unnecessary  tests. 

The  only  way  we  will  control  health  care  costs  in  this  country  is  to 
replace  the  present  incentives  that  promote  the  excessive  use  of  care 
with  new  incentives  that  encourage  buyers  to  become  prudent  purchasers. 

Assuring  affordabi 1 ity  means  more  than  controlling  the  absolute  level 
of  health  care  expenditures.    It  also  means  getting  the  most  possible 
value  from  health  expenditures  by  (1)  focusing  on  the  outcomes  of  care 
rather  than  the  numbers  of  services  provided,  (2)  seeking  to  cover  the 
most  appropriate  service  in  the  most  appropriate  setting,  (3)  setting 
benefit  packages  with  an  eye  towards  balancing  comprehensiveness  of 
coverage  with  affordabi 1 ity,  and  (4)  using  government  subsidies  both 
to  enhance  the  capacity  of  the  private  sector  to  serve  the  uninsured 
and  to  cover  individuals  whose  needs  exceed  those  the  private  sector 
can  meet. 

Our  plan  relies  on  the  dynamics  of  the  competitive  marketplace.  Under 
our  approach,  we  would  stop  rewarding  insurance  companies  that  are 
principally  claims  processors  and  medical  underwriters  and  start 
rewarding  "qualified  carriers"  who  have  demonstrated  their  ability  to 
contract  for  high  quality  and  efficiently  provided  services  through 
managed  care  and  selective  contracting  techniques. 

These  carriers  would  negotiate  with  providers  for  favorable  prices, 
manage  the  cost  and  quality  of  care  provided,  and  measure  the 
appropriateness  of  care  through  reliance  on  outcomes  measures  that 
evaluate  services  according  to  the  improvements  they  make  in  patients' 
lives.    Outmoded  and  unnecessary  services  would  not  be  covered. 

The  concept  of  managed  care  is  nothing  new,  but  many  who  purport  to 
offer  it  have  not  made  full  use  of  its  potential.    The  development  of 
cost-effectiveness  and  outcomes  measures  is  still  in  its  early 
stages.    Today,  insurers  have  access  to  incredible  amounts  of  data  to 
help  them  evaluate  the  effectiveness  not  only  of  individual  procedures 
but  also  of  the  practice  patterns  of  individual  providers. 

Carriers  who  add  these  new  tools  to  the  traditional  managed  care 
arsenal  will  make  dramatic  changes  in  the  way  we  spend  health  care 
dollars.    They  will  increase  the  value  of  care  purchased  and  improve 
the  quality  of  care  provided  to  patients. 

To  be  recognized  as  qualified  carriers  under  our  plan,  insurers  must 
demonstrate  proven  records  of  managing  health  care  costs  effectively, 
including  a  capacity  to  perform  utilization  management,  selective 
provider  contracting,  and  uniform  billing  and  data  collection. 
Corporate  and  individual  purchasers  of  care  would  be  offered 
incentives  to  choose  such  qualified  carriers.    Active  competition 
among  carriers  would  help  control  the  current  rate  of  cost  growth, 
reduce  administrative  costs,  and  make  health  care  coverage  more 
affordable. 

We  also  would  work  for  reform  of  the  medical  liability  system. 

In  addition,  we  would  remove  incentives  that  encourage  insurers  to 
avoid  assuming  the  risk  of  older,  sicker  groups.    The  current 
incentives  to  avoid  serving  high-risk  groups  would  be  replaced  with 
incentives  to  improve  the  management  of  the  costs  of  their  care. 
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Other  small  group  market  reforms  supported  by  the  Blue  Cross  and  Blue 
Shield  System  include  steps  that  assure: 

o      That  states  have  a  range  of  options  to  choose  from  in  making 
private  insurance  available  to  small  employers; 

o      That  small  group  coverage  is  provided  at  fairly  established  rates; 

o      That  no  small  employer  is  dropped  from  coverage  because  of  poor 
claims  experience; 

o      That  all  carrier  requirements  are  enforced  effectively,  and 

0  That  lower-cost  health  insurance  products  are  available. 

We  believe  that  states  must  have  the  flexibility  to  develop  approaches 
to  increase  access  to  coverage  in  the  small  group  market  because  each 
state  has  unique  access  problems,  insurer  practices,  and  possible 
solutions. 

PORTABLE  COVERAGE 

We  believe  that  reforms  are  needed  to  assure  that  coverage  is 
continued  as  individuals  move  from  job  to  job  or  between  public  and 
private  programs.    "Job  lock"  has  become  a  serious  problem  in 
America.    More  and  more  Americans  are  afraid  to  change  jobs  because 
they  will  lose  coverage  of  preexisting  conditions  for  a  period  that 
can  range  from  months  to  a  year. 

As  employers  and  employees  take  responsibility  for  offering  and 
accepting  health  care  coverage,  there  will  be  no  need  for  such 
practices  as  preexisting  condition  exclusions  and  waiting  periods. 
Insurers  need  these  only  to  prevent  people  from  buying  coverage  only 
when  they  need  it. 

The  Blue  Cross  and  Blue  Shield  system  also  is  exploring  private  market 
alternatives  to  reduce  the  administrative  burden  on  employers 
resulting  from  the  current  COBRA  continuation  of  coverage  requirements. 

1  also  would  like  to  make  a  comment  about  insurers'  administrative 
costs.    Many  people  point  to  the  administrative  costs  of  insurers  as 
an  unnecessary  expense;  they  use  the  existence  of  these  costs  as  the 
basis  for  questioning  the  value  of  the  private  health  insurance 
system.    Blue  Cross  and  Blue  Shield  Plans  are  proud  of  their  record; 
they  offer  an  average  of  90  cents  in  benefits  for  every  dollar  in 
health  benefits  premiums.    We,  however,  will  continue  to  work  for  ways 
to  reduce  other  administrative  costs  of  our  coverage  --  and  health 
insurance  overall  —  and  to  reduce  administrative  costs  for  providers. 

COMMENTS  ON  H.R.  3205:    THE  HEALTH  INSURANCE  COVERAGE  AND  COST 
CONTAINMENT  ACT  OF  1991 

We  commend  you,  Mr.  Chairman,  and  the  co-sponsors  of  this  legislation 
for  providing  political  leadership  on  health  care  reform.    And  we 
applaud  you  for  making  it  clear  that  those  reforms  will  carry  a 
substantial  cost. 

We  strongly  support  the  intent  of  the  legislation  —  to  build  on  the 
current  pluralistic  system  of  financing  health  benefits. 

We  also  support  the  bill's  emphasis  on  cost  containment,  its  pre- 
emption of  state  mandate  requirements,  and  its  inclusion  of  self- 
funded  entities,  such  as  Multiple  Employer  Welfare  Arrangements 
(MEWAS) ,  in  the  scope  of  the  insurance  market  reforms. 

However,  there  are  some  areas  where  we  would  like  to  work  with  you  to 
develop  alternative  approaches. 

We  are  primarily  concerned  with  the  "pay  or  play  structure"  that 
requires  employers  either  to  provide  a  specified  level  of  services  to 
their  employees  or  pay  a  payroll  tax  to  finance  their  coverage  through 
a  public  pool . 
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The  measure  is  intended  to  keep  the  private  system  viable  for 
employees,  but  we  believe  its  structure,  over  time,  will  do  just  the 
opposite.    We  believe  that  a  "pay  or  play  approach"  provides 
incentives  for  employers  to  abandon  their  historic  practices  of 
providing  benefits  directly  in  favor  of  sending  employees  and  their 
families  to  the  public  pool  for  coverage. 

We  recognize  that  the  intent  may  be  to  set  the  "pay"  part  of  the 
program  at  a  level  that  encourages  employers  to  provide  coverage 
directly,  through  private  insurance,  to  their  employees.  However, 
there  will  be  enormous  pressure  to  set  the  tax  on  employers  who  do  not 
provide  benefits  at  a  very  low  level  —  a  level  below  the  actual  cost 
of  coverage.    In  that  case,  employers  may  prefer  to  pay  rather  than 
play. 

In  short,  because  of  the  perverse  incentives  inherent  in  the 

pay  or  play  structure,  the  mechanism  designed  to  support  the  private 

insurance  system  may  ultimately  be  the  source  of  its  replacement. 

Also,  we  do  not  believe  the  public  pool  would  be  responsive  to  the 
needs  of  employees.    The  link  between  employers  and  employees  in  the 
current  system  provides  for  a  degree  of  accountability  and  attention 
to  individual  employee  needs  that  could  not  be  sustained  under  a 
public  program,  for  example,  through  the  design  of  employees'  benefit 
packages. 

Our  second  concern  focuses  on  the  bill's  heavy  emphasis  on  all-payer 
programs  that  set  uniform  payment  rates. 

Uniform,  government-established  rates  would  inhibit  insurers'  efforts 
to  establish  the  most  efficient  contract  and  payment  arrangements  with 
providers.    They  also  would,  we  believe,  lock  in  the  system's  current 
problems  and  cast  in  concrete  today's  inefficiencies,  excess 
capacities,  and  arrangements  for  paying  for  technologies  and  services. 

Finally,  because  they  must  rely  on  "rough  justice"  1n  establishing 
their  rates,  all-payer  systems  are  not  capable  of  addressing  the 
unique  needs  of  individual  communities  and  institutions.    In  some 
localities,  the  wrong  rate  could  severely  reduce  the  availability  of 
services. 

We  believe  our  proposal  for  qualified  carriers  offers  an  alternative 
by  giving  employers  incentives  to  use  carriers  with  proven  track 
records  for  managing  the  cost  and  quality  of  services.    We  believe 
that  costs  are  managed  best  when  the  parties  at  economic  interest  are 
free  to  negotiate  the  price  and  assure  the  quality  of  services  in  the 
competitive  marketplace. 

I  also  would  like  to  address  the  insurance  reform  provisions.  Your 
bill  prescribes  federal  requirements  for  insurers  and  establishes 
federal  oversight  for  those  standards.    This  approach  would  completely 
bypass  the  current  state  regulatory  structure.    We  strongly  believe 
that  insurance  should  continue  to  be  regulated  at  the  state  level. 

Our  major  concern  is  the  proposed  rating  reform.    While  we  firmly 
support  reform  of  rating  practices  in  the  small  group  market,  we 
believe  the  changes  proposed  in  the  legislation  would  cause  severe 
disruptions  in  the  market. 

It  is  important  to  recognize  that  most  small  groups  are  healthy.  In 
the  small  group  market,  4  percent  of  enrol  lees  generate  50  percent  of 
all  claims,  while  20  percent  of  enrollees  generate  80  percent  of 
claims.  In  simple  terms,  this  means  that  reducing  the  premiums  for  the 
20  percent  of  the  highest-risk  enrollees  --  by  redistributing  their 
costs  —  will  raise  the  rates  for  the  remaining  80  percent. 

Thus,  these  strict  limits  could  dramatically  increase  the  rates 
charged  to  many  small  groups  —  especially  younger  groups  —  thereby 
diminishing  rather  than  increasing  access  to  insurance  for  employees 
who  work  for  small  businesses. 
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We  also  are  concerned  that  an  immediate  move  to  community  rating 
requirements  would  produce  a  competitive  disadvantage  for  insurers 
such  as  Blue  Cross  and  Blue  Shield  Plans,  even  though  we  traditionally 
have  offered  coverage  on  an  open  enrollment,  community  rated  basis. 
Because  of  these  practices,  many  of  our  Plans  now  serve  the 
highest-risk,  employers.    Thus,  if  all  insurers  were  required  to  offer 
coverage  on  a  community-rated  basis,  the  rates  charged  by  many  Blue 
Cross  and  Blue  Shield  Plans  would  be  higher  than  those  of  carriers 
with  better  risks  in  the  same  geographical  area.    This  would  penalize 
insurers  that  have  been  meeting  their  commitments  to  the  public 
despite  competitive  pressures  from  insurers  who  pick  off  the  best 
risks  and  offer  them  lower  rates. 

We  also  believe  that  other  options  for  assuring  availability  of 
private  insurance  should  be  considered  in  addition  to  guaranteed  issue 
—  the  requirement  that  all  insurers  accept  all  groups.    While  we 
support  the  goal  of  wider  access  in  the  small  group  market,  this 
approach  may  not  be  the  most  appropriate  in  all  states. 

CONCLUSION 

In  conclusion,  Mr.  Chairman,  I  would  like  to  offer  our  assistance  as 
you  and  your  Committee  continue  to  seek  solutions  to  our  nation's 
health  care  problems. 

I  urge  you  to  resist  the  temptation  to  listen  to  the  loudest  voices  — 
those  urging  dramatic  solutions  whose  impact  cannot  be  predicted. 

We  all  want  to  save  money,  improve  health,  and  expand  access.    Just  as 
in  medicine,  many  disagree  about  what  procedures  are  necessary,  how 
quickly  to  move,  and  how  radical  a  solution  to  recommend. 

In  the  insurance  industry,  we  rely  on  a  concept  called  "second 
opinions"  in  cases  like  these.    Second  opinions  save  money  by  steering 
patients  and  physicians  away  from  radical  courses  of  treatment  that 
are  unnecessary  or  premature. 

We  would  be  wise  to  apply  this  approach  to  health  care  reform. 
Radical  surgery  can  destroy  much  of  what  we  value  in  the  present 
system.    The  careful  application  of  less  dramatic  solutions  can  help 
us  retain  the  best  of  our  health  care  system  while  improving  those 
aspects  which  are  preventing  us  from  sharing  its  bounty  with  all  of 
our  citizens. 

Mr.  Downey.  Thank  you,  Mr.  Tresnowski. 
Mr.  Schramm. 

STATEMENT  OF  CARL  J.  SCHRAMM,  PRESIDENT,  HEALTH 
INSURANCE  ASSOCIATION  OF  AMERICA 

Mr.  Schramm.  Thank  you,  Mr.  Downey.  I  will  try  and  be  very 
brief  today,  to  afford  the  opportunity  for  questions. 

Perhaps  it  would  be  most  efficient,  as  you  consider  the  testimony 
we  have  to  offer  on  behalf  of  the  Nation's  commercial  insurers,  to 
know  that  for  which  we  stand  by  way  of  change,  as  it  applies  to  the 
many  bills  under  active  consideration  before  the  committee. 
I  should  say  that,  as  I  hope  is  well-known  to  the  committee,  the 
I    private  insurance  industry,  the  commercial  insurers  as  well  as  the 
i    Blue  Cross  plans,  as  Mr.  Tresnowski  has  just  pointed  out,  have 
!    been  committed  to  fundamental  considerations  of  how  our  business 
|    should  be  reformed.  Several  of  the  pieces  of  legislation  before  you 
I    today  in  fact  embrace  and  repeat  the  precepts  established  by  our 
board  for  the  fundamental  reforms  that  must  take  place  in  the  pri- 
!    vate  health  insurance  industry. 
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It  is  our  sense  that  several  steps  need  to  be  taken,  both  at  the 
Federal  level  and  at  the  State  level,  as  premises  for  fundamental 
reform  of  the  health  finance  system. 

At  the  Federal  level  we  believe  it  is  important  to  extend  to  all 
insured  plans  the  same  exceptions  from  State-mandated  benefits 
enjoyed  by  large  self-insured  employers  under  ERISA. 

Second,  we  believe  it  is  important  to  help  small  businesses  as 
they  struggle  with  the  cost  of  health  insurance  by  extending  to  the 
self-employed  the  100  percent  tax  deduction  enjoyed  by  larger  in- 
corporated businesses. 

Third,  we  believe  it  is  important  to  target  new  subsidies  to  finan- 
cially vulnerable  groups. 

Fourth,  we  believe  it  is  important  to  restore  the  promise  of  Med- 
icaid for  the  poor  and  the  near-poor  by  expanding  Medicaid  to 
cover  all  those  below  the  Federal  poverty  line. 

Fifth,  we  believe  it  is  important  to  extend  the  Medicaid  spend- 
down  program  to  all  States  and  to  set  eligibility  thresholds  so  that 
no  one  is  impoverished  by  medical  expenses. 

And,  finally,  at  the  Federal  level  we  believe  it  is  important  to 
allow  low-income  individuals  above  the  poverty  level  to  buy  into  an 
income-related  package  of  primary  and  preventive  health  care 
services. 

At  the  State  level,  where  we  join  Blue  Cross  in  believing  that 
this  is  the  proper  venue  for  these  statutory  requirements  to  be  en- 
acted for  the  fundamental  reform  of  our  market,  we  believe  that 
the  enactment  of  HIAA's  small  employer  market  reforms,  which 
are  contemplated  in  the  legislation  H.R.  3410  by  Mrs.  Kennelly  at 
pages  65,  66,  and  67,  ought  to  be  advanced.  These  contemplate 
guaranteed  access  to  coverage,  coverage  of  whole  groups,  renew- 
ability  of  coverage,  continuity  of  coverage  after  the  termination  of 
employment  or  the  change  of  employment,  premium  pricing  limits, 
and  market  viability  through  the  establishment  of  reinsurance  sys- 
tems. 

Second,  we  believe  that  at  the  State  level  we  should  establish 
State  risk  pools  to  guarantee  the  availability  of  coverage  to  persons 
who  are  not  otherwise  covered  because  of  extraordinary  medical 
situations  that  make  them  otherwise  uninsurable. 

Third,  we  believe  that  we  must  repeal  State  statutes  that  stand 
as  obstacles  to  managed-care  arrangements,  and  work  to  prevent 
enactment  of  such  pending  bills. 

I  would  conclude  with  two  other  comments:  The  first  is  that  if  we 
set  out  for  comprehensive  reform,  the  area  I  think  is  of  singlemost 
efficacy  in  the  various  legislative  proposals  before  you  relates  to 
the  question  of  containing  health  care  costs.  The  price  of  health  in- 
surance is  directly  related  to  the  cost  of  the  risk  that  is  insured. 
That  observation  obtains  both  for  the  private  market  and,  as  you 
well  know,  both  the  public  programs,  both  Medicaid  and  Medicare, 
as  well.  The  erosion  of  those  program  is  directly  related  to  their 
high  cost 

Finally^  I  think  it  is  important  to  move  this  debate,  as  Mr.  Tres- 
nowski  has  said,  into  the  realm  of  the  real.  Considerations  of 
Canada  and  foreign  systems,  replete  with  overblown  expectations 
that  cannot  really  be  met  within  the  context  of  American  medicine 
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or  American  society,  must  be  dismissed  as  we  march  to  a  pragmat- 
ic solution. 

Thank  you  very  much. 

[The  prepared  statement  follows:] 
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STATEMENT  OF  CARL  J.  SCHRAMM,  PRESIDENT,  HEALTH 
INSURANCE  ASSOCIATION  OF  AMERICA 

I  am  Carl  Schramm,   President  of  the  Health  Insurance 
Association  of  America   (HIAA) .     The  HIAA  is  a  trade  association 
of  3  00  private  health  insurance  companies  which  provide  health 
insurance  to  over  95  million  Americans.     Over  the  past  few  years 
the  HIAA  has  dedicated  a  considerable  amount  of  time  analyzing 
the  health  care  access  and  cost  problems  in  order  to  develop 
practical  solutions.     We  have  shared  our  views  at  numerous 
Congressional  forums,   including  my  testimony  before  this 
Committee  last  year  at  a  hearing  on  long-term  strategies  for 
health  care  reform  and  this  spring.     I  am  pleased  to  appear 
before  you  again  today  as  the  Committee  begins  active 
consideration  of  specific  health  care  reform  bills. 

The  vastly  different  approaches  to  reform  taken  by  these 
bills  illustrate  the  complexity  of  our  system  and  the  variety  of 
views  on  how  to  improve  it,   and  I  commend  the  chairman  for  his 
leadership  in  tackling  this  difficult  issue.     I  particularly 
applaud  the  chairman's  integrity  in  setting  out,  through  the 
introduction  of  his  own  bill,   the  realities  of  cost  containment 
and  financing  needed  for  a  national  plan.     I  am  happy  to  offer  my 
assistance  and  that  of  HIAA  and  its  member  companies  as  the 
Committee  moves  forward  in  its  deliberations. 

HIAA  believes  that  the  federal  government  must  play  a  role 
in  comprehensive  health  care  reform,  particularly  with  regards  to 
providing  a  safety  net  for  the  poor  and  the  elderly  whom  it 
promised  in  1965  to  cover.     In  1965,  Medicaid's  first  year,  the 
government  covered  75  percent  of  the  poor.     In  1990,  Medicaid 
covered  only  3  8  percent.     Because  of  cost  inflation  fueled  by 
providers,   Congress  has  reduced  the  scope  of  Medicaid  and 
Medicare  in  every  Congress  since  1972.     By  voting  to  cut  these 
government  programs,   Congress  is  also  responsible  for  increasing 
the  number  of  people  without  access  to  health  care  financing.  It 
seems  ironic  in  light  of  the  government's  record  as  an  insurance 
company  that  many  of  the  bills  before  you  seek  to  embrace  a 
public  financing  system  for  all. 

It  is  not  my  intent  to  try  to  diminish  the  shortcomings  in 
the  private  insurance  market  by  shedding  light  on  the  failure  of 
the  government  to  keep  faith  with  its  beneficiaries.     Rather,  I 
hope  the  message  is  that  all  parties  in  our  health  care  system 
need  to  take  constructive  measures  to  repair  the  system.  Our 
goal  should  be  to  develop  a  sound  public/private  system  that  is 
responsive  to  the  needs  of  all  Americans  —  a  system  under  which 
government  can  keep  its  promises  and  private  insurance  companies 
can  continue  their  worthwhile  and  substantive  contributions  to 
the  American  way  of  life. 

The  following  is  a  summary  of  the  legislative  steps  which  we 
believe  need  to  be  taken  at  the  federal  level  and  those  which 
need  to  be  taken  at  the  state  level  in  order  to  achieve  effective 
comprehensive  reform: 

Federal  Legislative  Steps 

— Extend  to  all  insured  plans  the  same  exemption  from  state 
mandated  benefits  enjoyed  by  large  self-insured  employers. 

— Help  small  business  by  extending  to  the  self-employed  the 
100  percent  tax  deduction  for  health  insurance. 

— Target  new  subsidies  to  financially  vulnerable  groups. 

— Restore  the  promise  of  Medicaid  for  the  poor  and  near  poor 
by  expanding  Medicaid  to  cover  all  those  below  the  federal 
poverty  line. 

— Extend  the  Medicaid  "spend-down"  program  to  all  states  and 
set  eligibility  thresholds  so  that  no  one  is  impoverished  by 
medical  expenses. 

— Allow  low-income  individuals  above  the  poverty  level  to 
"buy  into"  an  income  related  package  of  primary  and  preventive 
health  care  services. 

State  Legislative  Steps 

— Enact  HIAA's  small  employer  market  reforms  based  on  the 
following  precepts:     Guaranteed  access  to  coverage,  coverage  of 
whole  groups,   renewability  of  coverage,   continuity  of  coverage, 
premium  pricing  limits,  market  viability. 

— Establish  a  reinsurance  entity  in  each  state  to  permit 
carriers  to  reinsure  those  covered  employees. 

— Establish  state  risks  pools  to  guarantee  availability  of 
coverage  to  persons  not  otherwise  covered. 
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— Repeal  state  statutes  that  stand  as  obstacles  to  managed 
care  arrangements  and  work  to  prevent  enactment  of  such  pending 
bills. 

Some  of  the  legislative  proposals  before  you  today  encompass 
aspects  of  the  HIAA  recommendations  and  I  am  encouraged  by  those 
actions.     However,  many  of  the  bills  take  much  more  radical 
approaches  that  HIAA  believes  would  do  greater  harm  than  good  in 
the  reform  effort.     The  following  is  our  assessment  of  some  of 
those  approaches: 

A  CANADIAN  STYLE  SYSTEM 

Several  of  the  proposals  call  for  the  adoption  of  Canadian- 
style  public  health  insurance  based  on  the  claim  that  Canada  has 
controlled  health  care  costs  more  effectively  than  the  United 
States  since  Canada  spends  only  9  percent  of  its  gross  national 
product  (GNP)   on  health  care,  as  compared  to  11  percent  of  GNP 
spent  in  the  United  States. 

o        Despite  these  claims,  Canada  has  not  controlled  health  care 

cost  escalation. 
If  trends  in  health  care  costs  per  capita  are  analyzed,  it 
becomes  clear  that  Canada  has  not  fared  better  than  the  United 
States  at  controlling  cost  escalation.     Over  the  past  10  years 
(1977  to  1987) ,  real  health  care  costs  per  capita  grew  at  an 
average  rate  of  4.3  percent  per  year  in  Canada,  compared  to  3.9 
percent  per  year  in  the  United  States.     The  percent  of  GNP 
devoted  to  health  care  grew  more  slowly  in  Canada  than  in  the 
United  States  not  because  Canada  controlled  health  care  spending, 
but  because  Canada's  economy  grew  faster  than  ours.     Between  1977 
and  1987,   Canada's  GNP  per  capita  grew  an  average  of  2.1  percent 
per  year  in  real  terms,  compared  to  the  1.6  percent  per  year 
growth  in  the  United  States, 
o        Government  is  bigger  in  Canada. 

Canadians  pay  a  high  price  for  their  public  health  insurance 
system  and  other  government- funded  services.     Excluding  defense, 
the  public  sector  consumes  a  30  percent  larger  share  of  the  total 
economy  in  Canada  than  in  the  United  States   (36.7  percent  of  GNP 
compared  to  28.3  percent  of  GNP).     The  net  government  deficit 
(across  all  levels  of  government)   is  almost  50  percent  larger  in 
Canada  when  compared  to  total  economic  output  (Canada's  is  3.6 
percent  of  GNP,  while  the  United  States'   is  2.4  percent  of  GNP). 
These  statistics  are  from  1987  figures. 

o        Canadians  endure  long  waits  for  major  surgery,   and  the 

standard  of  care  is  beginning  to  fall  behind  current 

available  technologies. 
More  importantly,   Canadians  have  to  put  up  with  the  health  care 
consequences  of  government  attempts  to  control  costs.  Because 
there  are  no  charges  to  patients,   access  to  care  for  "sniffles, 
sneezes,  and  splinters"  is  no  problem  in  Canada,  but  some 
patients  in  need  of  serious  surgery  have  to  wait  many  months  for 
their  operations,  due  to  lack  of  facilities.     Modern  diagnostic 
equipment  is  also  in  short  supply  in  some  provinces,  which  leads 
to  long  waits  for  such  tests  as  computerized  tomography  scans  and 
mammograms.     Provincial  authorities  tacitly  have  admitted  that 
waiting  lines  for  heart  surgery  are  too  long,  since  they  agree  to 
pay  for  Canadians  to  have  surgery  in  U.S.  hospitals. 
This  "rationing  by  queue"  is  the  inevitable  result  of  government 
attempts  to  control  costs  by  restricting  health  care  budgets 
while  publicly  espousing  a  commitment  to  universal  access. 
Because  anything  new  represents  an  additional  cost,  bureaucratic 
budget  control  discourages  innovation,  perpetuates  existing 
inefficiencies,  and  leads  to  obsolescence. 

The  strength  of  the  American  health  care  system  is  its 
ability  to  adapt  quickly  to  changing  needs  and  to  develop  and 
rapidly  employ  new  and  better  ways  of  treating  illness.  Such 
responsiveness  is  clearly  not  possible  when  all  major  resource 
allocation  decisions  are  made  by  government,  particularly  a 
government  concerned  primarily  with  cost  control, 
o        Controlling  health  care  budgets  does  not  eliminate 

unnecessary  care  and  waste  in  the  health  care  system. 
While  arbitrarily  restricting  access  to  expensive  high-technology 
procedures,  Canada's  provincial  health  plans  make  no  attempt  to 
determine  whether  care  ordered  by  physicians  is  really  necessary, 
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despite  the  large  volume  of  evidence  (in  the  U.S.  and  elsewhere) 
that  a  significant  proportion  of  services  ordered  by  physicians 
are  unnecessary,   ineffective,  or  actually  counter-indicated. 
Inappropriate  care,  which  may  constitute  as  much  as  25-30  percent 
of  all  care  rendered  according  to  some  estimates,   is  the  real 
cause  of  waste  and  excess  expense  in  the  health  care  system, 
o        Canadians  are  stuck  with  a  "one  size  fits  all"  system. 
Canadians  lack  choices  —  not  of  specific  doctors  and  hospitals, 
but  of  the  overall  delivery  system  and  the  extent  of  coverage. 
In  the  United  States,   if  an  employment-based  group  chooses  to 
reduce  its  current  outlays  for  insurance  premiums  and  protect 
themselves  only  against  very  major  medical  bills,   for  example, 
they  can  buy  lower-cost  insurance. 

These  choices  are  not  available  to  Canadian  citizens.  All 
must  belong  to  the  same  system  and  accept  its  deficiencies  as 
well  as  its  benefits,  unless  they  choose  to  be  restricted  to  the 
very  few  private  hospitals  and  physicians  or  to  seek  care  outside 
the  country.     Thus,   if  the  government  seeks  to  control  costs  by 
restricting  the  availability  of  hospital  beds  or  new  equipment, 
citizens  who  need  care  must  either  wait  for  service  or  pay 
privately  to  go  outside  the  system. 

o        The  Canadian  system  would  be  in  worse  shape  if  it  did  not 

have  the  U.S.  health  care  system  right  next  door. 
First,   Canadians  need  not  spend  large  sums  developing  new  medical 
technology  -  they  can  wait  for  the  United  States  to  develop  it 
and  reap  the  benefits  when  it  is  ready. 

Second,   the  United  States  relieves  the  pressures  that  would 
otherwise  build  requiring  expansion  of  the  Canadian  system  and 
additional  spending.     For  example,  with  few  exceptions  (e.g., 
cataract  surgery) ,   it  is  almost  impossible  for  individuals  to 
shorten  their  waiting-  periods  for  surgery  within  Canada  because 
there  are  virtually  no  private  hospitals;  but  Canadians  who  are 
willing  and  able  to  pay  privately  to  obtain  care  sooner  can  come 
to  U.S.  hospitals  and  clinics.     The  provinces  had  no  other  short- 
term  alternative  for  reducing  surgical  waiting  lists.     If  the 
United  States  were  to  adopt  the  Canadian  system,   this  safety 
valve  for  Canadians  would  no  longer  exist,   nor  would  there  exist 
one  for  Americans, 
o  Administrative  Costs 

One  of  the  major  rationales  national  health  insurance 
advocates  give  for  their  claim  that  government-run  health 
insurance  would  be  cheaper  than  our  current  system  is  that 
administrative  costs  are  lower  in  government-run  systems.  Canada 
and  Medicare  are  the  examples  usually  cited.     There  is  a  long 
list  of  reasons  why  the  magnitude  of  the  difference  is  nowhere 
near  as  large  as  usually  claimed  by  NHI  advocates.     A  major  one 
is  the  difference  between  how  government  accounts  for  and  how 
private  industry  accounts  for  indirect  costs  such  as  space, 
depreciation,   cost  of  capital  and  reserves,   etc.     Government  has 
those  costs;   it  just  doesn't  attribute  them  to  particular 
government  programs  on  its  books.     Similarly,  one  of  the  major 
"administrative  costs"  incurred  by  insurers  is  the  premium  tax 
they  pay  to  state  governments,   and  other  taxes  and  fees, 
amounting  to  about  3  percent  of  total  premium.     These  tax 
revenues  would  be  lost  if  a  government-run  system  were  to  be  put 
in  place. 

But  let's  put  this  administrative  cost  issue  in  proper 
perspective.     Clearly,   it  costs  us  more  to  administer  our 
pluralistic  health  care  system  than  it  costs  the  Canadians  to  run 
their  unitary  system.     The  issue  is  not  so  much  what  it  costs  but 
whether  we  get  something  of  value  in  return.     For  example,  in 
this  country  you  can  mail  a  first  class  letter  for  29  cents,  if 
you  want  to.     But  if  it  absolutely,  positively  has  to  get  there 
the  next  day,  many  people  willingly  pay  much,  much  more.     I  think 
there  are  two  main  areas  where  private  insurance  is  out- 
performing government  insurance  in  this  country.     First  is 
service  and  second  is  the  commitment  to  managing  care  for  cost- 
effectiveness  and  quality.     It's  pretty  clear  to  me  that  one  of 
the  reasons  Medicare  is  so  cheap  to  run  is  that  it  provides  no 
customer  service.     Both  patients  and  providers  say  that  it's 
impossible  to  reach  Medicare  on  the  phone  to  deal  with  a  payment 
problem.     I'm  sure  you  get  those  complaints  in  your  offices  every 
day  from  irate  constituents.     In  the  private  market,  on  the  other 
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hand,  providing  good  service  is  one  of  the  ways  insurers  compete 
for  business. 

More  importantly,  over  the  past  10  years,  private  insurers 
have  invested  literally  billions  of  dollars  to  establish  managed 
care  networks  because  they  believe  that  managed  care  is  the  only 
rational  way  to  make  our  health  care  financing  system  more 
efficient  while  preserving  high  quality  care.     When  experts  agree 
that  25  to  perhaps  40  percent  of  medical  services  provided  yield 
no  significant  medical  benefit,  and  in  some  cases  are  downright 
harmful,  it  is  clear  that  we  need  to  focus  administrative 
resources  on  making  sure  that  the  medical  care  our  insureds 
receive  is  appropriate  and  of  good  quality. 

Government-run  systems  are  notoriously  poor  at  this  kind  of 
individual  judgment.     The  PROs  and  their  predecessors  have  been 
at  best  marginally  effective;  and  legal  requirements  make  it 
impossible,   for  all  practical  purposes,   for  government  to  develop 
effective  managed  care  systems  based  on  selection  of  efficient 
physicians  and  hospitals,  as  private  insurers  are  aggressively 
undertaking  to  do.     Thus,  government  health  insurance  programs  in 
most  other  countries,  such  as  Canada,  typically  address  cost 
control  by  simply  limiting  physician  fees  and  putting  a  cap  on 
hospital  expenditures  without  changing  the  way  medical  services 
are  rendered.     Moreover,  Canadians  may  claim  that  their  system  is 
not  "socialized  medicine,"  because  providers  are  not  directly 
employed  by  the  government,  but  there  is  little  doubt  that  the 
allocation  of  health  care  resources  is  centrally  planned,  just  as 
it  would  be  in  a  socialist  state:     In  Canada,  all  major  hospital 
decisions  to  invest  in  new  technology  or  services  must  be 
approved  by  the  provincial  governments. 

The  consequences  of  this  kind  of  approach  are  clear  from  the 
Canadian  example.     Appended  to  my  remarks  today  are  examples  of 
inadequate  access  taken  from  recent  Canadian  press  reports.  It 
is  quite  clear  that  new,  high-tech  services  simply  are  not 
adequately  available  in  Canada,   and  therefore,  patients  who  need 
them  have  to  wait  in  line.     This  "rationing  by  queue"  is  the 
inevitable  result  of  government  attempts  to  control  costs  by 
restricting  health  care  budgets  while  publicly  espousing  a 
commitment  to  universal  access.     Because  anything  new  represents 
an  additional  cost,  a  bureaucratic  budgetary  approach  to  cost 
control  discourages  innovation,  perpetuates  existing 
inefficiencies,  and  leads  to  creeping  obsolescence.     This  is  an 
outcome  that  we  must  strive  to  avoid  as  we  seek  a  uniquely 
American  solution  to  our  cost  and  access  problems. 

Let's  see  what  Canadians  say: 


Exhibit  1 

Health  Care  Headlines  in  the  Canadian  Press 

"Sick  to  Death:  Caught  between  Rising  Costs  and  More 
Restraints,  Hospitals  are  Cutting  Services." 

—  MacLean's   (Canada's  national  news  magazine),   February  13, 

1989   (cover  story) 
"Soaring  health  costs  a  provincial  headache." 

—  The  Ottawa  Citizen ,  May  29,  1989 

"Bed  closings  blasted:  91  left  on  backlog  for  urgent 
surgery. " 

—  The  Winnipeg  Free  Press.  July  5,  1989 

"CO$T  of  LIVING:  Clogged  heart  programs  are  just  a  symptom 
of  a  system  needing  adjustment." 

—  The  London  (Ontario)  Free  Press.  June  10,  1989 
"Ontario's  Health  Care  is  in  Critical  Condition." 

—  The  London  Free  Press.  May  27,  1989 
"Health  system  ill  in  Quebec,  says  founder." 

—  The  Ottawa  Citizen,  January  25,  1990 

"Need  surgery,  medical  tests?  Go  to  the  end  of  the  line." 

—  The  Globe  and  Mail,  Toronto,  Ontario,  May  28,  1988 
"Budget  limit  on  MDs '  services  urged  by  major  Ontario 
report. " 

—  The  Globe  and  Mail,  May  24,  1989 

"HSC  staff  denounce  deplorable  conditions  in  emergency 
ward. " 

—  The  Winnipeg  Free  Press,  November  24,  1989 
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There  is  growing  evidence  of  access  problems  in  the  Canadian 
health  care  system,   at  least  for  high-technology  specialty  care, 
and  growing  concern  over  the  continuing  escalation  of  costs.  The 
debate  is  raging  in  the  popular  press,  as  the  headlines  in 
Exhibit  1  suggest,  making  it  clear  that  the  Canadian  health  care 
system  indeed  suffers  access  problems  and  waiting  lists  at  least 
for  certain  kinds  of  care  in  some  parts  of  the  country.  Specific 
complaints  about  lack  of  access  include  the  following: 
o        Long  waits  for  certain  surgical  and  diagnostic  procedures. 
Examples  cited  include  not  only  surgeries  such  as  coronary 
artery  bypass  grafts,  hip  replacements  and  lens  extraction 
(cataract  surgery) ,  but  also  preventive  tests  such  as 
mammograms.     Deaths  have  been  reported  among  patients  on 
waiting  lists  for  heart  surgery. 

In  an  effort  to  cut  costs,  most  provincial  governments 
have  clamped  down  on  hospital  budgets  at  a  time  when 
many  nurses  are  quitting  their  jobs  to  protest  poor  pay 
and  working  conditions.     The  result  has  been 
lengthening  waiting  lists  and  a  toll  of  deaths  among 
patients  who  cannot  survive  long  enough  to  receive  the 
surgery  they  need.     In  Manitoba,   six  heart  patients 
died  last  year  before  they  reached  the  operating  room 
at  Winnipeg's  Health  Sciences  Centre.     In  Toronto — 
where  an  estimated  1,000  people  are  facing  waits  of  as 
long  as  a  year  for  bypass  operations  at  three 
hospitals--two  people  have  died  since  December.  Last 
month,   long  waiting  lists  forced  the  city's  highly 
regarded  Hospital  for  Sick  Children  to  send  home 
40  children  who  need  heart  surgery.      (MacLean ' s , 
February  13,    1989,   p.  32) 

St.   Clare's   [Hospital,  Newfoundland]   four-month  wait 
for  a  first-time  mammogram  makes  it  almost  impossible 
to  do  preventive  breast  cancer  screening;  the  hospital 
can  only  handle  women  who  need  an  immediate  diagnosis. 
(The  Globe  and  Mail,   Toronto,  May  28,  1988) 
o        Temporary  closure  of  hospital  beds  to  remain  within  budget, 

even  though  the  beds  are  needed  for  patients  on  waiting 

lists. 

New  Brunswick's  hospitals,  which  were  forced  to  take 
about  300  hospital  beds  out  of  service  after  Premier 
Frank  McKenna's  Liberal  government  tightened  hospital 
budgets,   are  among  the  most  seriously  affected.  At 
Moncton  Hospital,   some  patients  are  kept  in  hallways 
and  even  in  closets,  while  a  total  of  2,300  people  were 
on  waiting  lists  for  surgery  last  month.     .    .   .  The 
situation  in  parts  of  the  Prairies  is  equally  alarming. 
(MacLean' s,   February  13,    1989,   p.  33) 
o        Overcrowded  emergency  rooms  and  inability  to  admit  patients 
in  need  of  emergency  care,  due  to  overcrowding. 

Stella  Lacroix's  death  started  as  a  suicide.     But  most 
people  here  [Toronto]  think  it  ended  as  something  else. 
Moments  after  she  swallowed  a  quart  of  cleaning  fluid, 
she  changed  her  mind  and  raced  to  the  nearest  emergency 
room.     The  hospital  wasn't  equipped  to  perform  the 
surgery  she  needed  to  stop  internal  bleeding,   so  her 
doctor  began  a  frantic  search  for  an  available  bed 
elsewhere  in  the  Toronto  area.     "She  was  turned  away 
from  14  hospitals,"  the  doctor  .    .    .   said  after  his 
three-hour  search  had  failed.     "There  was  no  space 
anywhere  and  she  just  bled  to  death.     This  woman  needed 
immediate  care  and  we  couldn't  get  it  for  her."  (The 
Washington  Post,   December  18,   1989,  p.  1) 
In  addition,  the  Fraser  Institute  of  Vancouver,  in 
cooperation  with  the  British  Columbia  Medical  Association,  has 
surveyed  a  sample  of  physicians  in  the  province  to  determine  how 
long  their  patients  have  to  wait  for  certain  surgical 
procedures.      Responding  ophthalmologists  reported  882  patients 
had  been  waiting  a  average  of  18.2  weeks  for  cataract  removal. 
General  surgeons  reported  68  patients  waiting  for  hernia  repair, 
with  an  average  wait  of  24.6  weeks,   and  39  patients  waiting  for 
cholecystectomies,  with  a  average  wait  of  31.7  weeks. 
Cardiologists  had  313  patients  waiting  for  coronary  artery  bypass 
grafts,  with  an  average  wait  of  2  3.7  weeks.2 
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The  problem  of  waiting  lists  is  real  enough  in  Canada  that 
at  least  two  provincial  health  plans  have  felt  it  necessary  to 
permit  patients  to  seek  care  in  the  United  States  for  certain 
conditions.     Coronary  bypass  surgery  and  lithotripsy  have  been 
identified  as  areas  in  which  Canada  has  significantly  fewer 
resources  available  than  the  United  States.3    To  reduce  a  waiting 
list  of  700  patients  needing  cardiac  surgery,   the  British 
Columbia  Health  Association  contracted  with  at  least  two  Seattle 
hospitals  for  up  to  50  coronary  bypass  surgeries  each   (until  a 
new  cardiac  service  opened  in  Vancouver) .4 

In  Ontario,   a  volunteer  organization  called  "Heartbeat 
Windsor"  has  arranged  for  several  Detroit  hospitals  to  provide 
cardiac  surgery  to  Canadian  patients  and  accept  the  Ontario 
Health  Insurance  Plan  rate  as  payment  in  full.     In  its  first 
seven  months  of  existence,  the  organization  arranged  150 
operations.5    Alberta's  health  plan  also  has  said  it  will  pay  if 
Albertans  wish  to  travel  to  Detroit  to  avoid  waiting  for  heart 
surgery.6    With  only  one  lithotripter  in  all  of  Ontario  (a  second 
one  is  scheduled) ,  half  of  the  lithotripsy  patients  at  Buffalo 
General  Hospital  in  nearby  New  York  are  Canadians.7 
(Extracorporeal  shock  wave  lithotripsy  breaks  up  kidney  stones 
without  surgery,   greatly  shortening  hospital  stays.) 

Clearly,   the  Canadian  system  is  no  panacea. 

AN  EMPLOYER  MANDATE 

Requiring  employers  to  provide  health  coverage  to  their 
workers  is  central  to  several  proposals  before  the  Committee. 
There  are  several  reasons  why  an  employer  mandate  is  not  the 
right  answer  to  this  problem,   including  the  following: 
o        A  mandate  will  cause  harmful  economic  consequences  for 

businesses,  particularly  small  business  and  their  employees. 
Imposition  of  an  employer  mandate  strains  the  weakest  sector 
of  the  business  community  and  jeopardizes  job  opportunities 
for  many  workers,   especially  low  income  workers,   the  young 
and  the  elderly.     Low-income  workers  of  minimum  wage  would, 
with  a  mandate,  have  fewer  job  opportunities,  as  the  cost  of 
health  coverage  would  present  too  large  a  percentage  of  such 
a  person's  compensation;  there  is  very  little  room  to  shift 
such  costs  to  such  workers.     Two-thirds  of  all  uninsured 
workers  are  employed  by  businesses  with  fewer  than  26 
workers,  and  a  mandate  would  probably  accelerate  the  already 
high  business  failure  rate  of  small  employers.  An  estimated 
12-26%  of  small  businesses  will  go  out  of  business  if  the 
cost  of  the  mandated  health  benefits  package  is  $50-$150  per 
employee  per  month   (NFIB  survey) . 
o        A  mandate  can  be  expected  to  result  in  increased  onerous 
government  regulation  of  business. 

Mandating  a  benefit  which  is  unaffordable  for  many  will  have 
predictable  political  consequences.     The  employer,  burdened 
by  a  mandate  and  rising  health  care  costs,  will  turn  to 
Congress  or  state  legislatures  for  regulatory  relief.  A 
well-meaning  response  to  such  pressure  could  take  the  form 
of  restrictions  on  the  free  market  health  care  financing 
system  to  the  detriment  of  all  in  the  long  run.     Once  in 
place,  government  will  seek  ways  to  make  a  mandate  "work"  by 
restricting  plan  design  flexibility  or  by  forcing  artificial 
controls  on  a  health  care  financing  system  as  a  substitute 
for  the  lack  of  any  government  subsidy.     In  the  end,  further 
employer  subsidization  and  hardship  will  result, 
o        A  prescribed  minimum  benefits  package  may  well  set  a  target 
for  a  ceiling,   rather  than  a  floor. 

Once  coverage  is  mandated,  there  is  a  significant  risk  that 
many  employers,   including  those  that  currently  provide  broad 
coverage,  will  only  provide  the  required  minimum  coverage. 
In  summary,  with  an  employer  mandate,  many  workers  who  now  have 
jobs  and  no  health  insurance  will  not  get  insurance,   they'll  lose 
their  jobs. 
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PAY  OR  PLAY 

As  a  form  of  employer  mandate,  the  play  or  play  proposals  share 
the  problems  discussed  above.     They  also  have  an  additional 
problem  of  their  own. 

Under  "pay  or  play"  proposals,   employers  would  be  given  the 
option  of  either  providing  their  employees  coverage  or 
contributing  a  percentage  of  payroll  towards  coverage  of  their 
employees  under  a  public  program.     Because  eligibility  is 
determined  based  upon  a  percentage  of  employer  wages,  only 
employers  who  expect  their  health  care  costs  to  exceed  the 
required  wage  contribution  will  enroll  their  employees  in  the 
public  program.     In  other  words,  the  public  program  is  guaranteed 
to  lose  money  on  the  employer-based  population  that  opts  into  it. 
Confronted  with  large  and  mounting  losses,  the  Congress  will  be 
faced  with  the  option  of  obtaining  either  a  major  new  infusion  of 
public  funds,  the  infusion  of  financing  from  populations 
originally  intended  to  be  outside  the  purview  of  the  public 
program,   or  simply  a  further  take-over  of  the  private  sector. 
That  is,  there  will  be  strong  incentives  to  obtain  enrollment 
from  a  broader  (lower  cost)   cross  section  of  the  population 
(rather  than  just  those  whose  costs  exceed  a  given  percentage  of 
wages)   and/or  to  selectively  lower  provider  reimbursement  rates 
under  the  public  program  to  offset  mounting  losses.     The  latter 
option  will  result  in  an  unsustainable  and  unfair  cost-shift  to 
private  sector  enrollees.     Either  scenario  will  result  in  unfair, 
direct  and  growing  competition  with  private  plans.     In  some 
local,   higher  cost  areas,  the  program  may  lead  to  major  or 
complete  substitution  of  public  for  private  coverage.  The 
growing  dichotomy  between  public  and  private  markets  will  also 
strongly  penalize  providers  that  become  disproportionately 
reliant  on  public  coverage  revenues  and  potentially  threaten 
their  solvency.     Ultimately  the  public  program  will  drive  out  the 
private  sector. 

COMMUNITY  RATING  AS  A  SOLUTION 

Community  rating  is  propounded  in  several  bills  before  the 
Congress.     Its  proponents  do  not  understand  that  community 
rating  would  provide  a  result  contrary  to  what  they  intended. 
Rather  than  expanding  the  insured  population  by  moving  to 
average  pricing,  a  community  rating  system  would  increase  costs 
for  populations  least  able  to  pay,  cause  more  workers  to  be 
uninsured,   and  cross  subsidize  populations  with  greater  incomes. 

(1)  Community  rating  will  raise  rates  for  the  majority  of 
employers  currently  offering  coverage.     This  is  because 
the  majority  of  employers  are  clustered  at  the  lower 
end  of  the  cost  spectrum.     A  community  rating  scheme 
will  force  the  vast  majority  of  employers  which  are  of 
low  or  moderate  risk  to  pay  higher  premiums.     This  runs 
counter  to  an  important  objective — to  make  coverage 
affordable.     What  data  exists  suggests  that  small 
employers  are  very  price  sensitive.       Data  that  we 
collect  annually  from  a  national  sample  of. employers 
finds  that  only  one  out  of  three  businesses  with  fewer 
than  10  employees  offers  health  benefits.     When  one 
asks  why  these  employers  do  not  offer  coverage,  the 
most  common  response  is  that  they  cannot  afford  it.  An 
econometric  study  conducted  by  a  health  economist  from 
HIAA  and  Gail  Jensen  a  health  economist  previously  with 
the  University  of  Illinois,  further  supports  this 
contention.     This  study  estimates  that  if  one 
eliminated  the  costs  associated  with  mandated  benefits, 
16%  of  businesses  that  currently  do  not  offer  coverage 
would  do  so.     Finally,  we  asked  in  our  employer  survey 
what  was  the  most  important  reason  that  an  employer 
changed  carriers.     By  far,  the  most    common  response 
was  "cost". 

(2)  Community  rating  will  make  coverage  less  affordable  for 
currently  uninsured  employers  and  individuals.  Younger, 
uninsured  persons  will  be  less  willing  to  purchase  coverage 
if  premiums  are  raised  to  a  single  community  level  and  many 
currently  insured  younger  individuals  may  find  the  cost  of 
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insurance  to  be  higher  than  the  value  they  anticipate  they 
will  receive  and  the  amount  they  can  afford.     This  is 
because  the  average  age  of  the  uninsured  population  is 
lower  than  that  of  the  insured  population.  Younger 
individuals  often  place  less  value  on  insurance  since  they 
tend  to  use  health  services  less  frequently.  Nationally, 
42  percent  of  full-time,  full-year  principal  earners  of  age 
18-24  working  for  small  firms  (25  or  fewer  employees)  were 
uninsured;  18  percent  of  such  workers  between  the  ages  of 
55  and  64  were  uninsured     (Source:     March  1990  CPS) .  In 
addition,  younger  persons  earn  less  at  the  early  stage  of 
their  lifetime  earnings  cycle.     For  example,   1980  Census 
results  for  Maine  indicate  that  the  median  income  for  20  to 
24  year  olds  was  half  that  of  50  to  54  year  olds. 
Nationally,   58  percent  of  full-time,   full-year  principal 
earners  between  the  ages  of  55  and  64  have  family  incomes 
of  more  than  four  times  poverty,     while  fewer  than  one- 
third  of  such  workers  between  the  ages  of  18  and  24  have 
family  incomes  over  this  level.     Conversely,  while  one  out 
of  four  18  to  24  year  old  full-time,   full-year  principal 
earners  have  family  incomes  below  twice  the  poverty  level, 
only  one  in  ten  of  such  55  to  64  year  olds  have  family 
incomes  beneath  this  income  level. 

(3)  Community  rating  will  encourage  many  employers  that  are 
currently  insured  to  self-insure  or  partially  self-insure. 
Low  risk  young  populations  will  often  find  it  more 
advantageous  to  pay  only  their  own  health  care  costs  rather 
than  cross  subsidize  older,  higher  risk  populations.  The 
result  could  well  be  spiraling  costs  for  insured 
populations  as  more  and  more  lower  risk  populations  leave 
the  insurance  pool.     More  generally,  employers  seem  to 
prefer  that  their  rates  bear  some  resemblance  to  their  own 
costs.     The  movement  of  medium  and  large  employers  to  self- 
insurance  over  that  past  five  or  six  years  demonstrate  this 
fact.     Today,  more  than  half  of  the  individuals  with 
employer  based  coverage  are  covered  through  a  self-insured 
or  partially  self-insured  benefit  plan.       Our  employer 
survey  data  suggests  that  the  number  of  medium  and  smaller 
employers  that  are  opting  for  some  form  of  self  insurance 
is  growing  rapidly.     While  self-insurance  may  be  a  viable 
option  for  larger  employers,   it  is  not  sensible  for  smaller 
businesses.     We  don't  want  to  encourage  smaller  businesses 
to  act  as  their  own  insurers  (by  self-insuring)   and  operate 
outside  of  any  formal  regulatory  structure.     They  simply  do 
not  represent  a  large  enough  base  to  safely  spread  risks. 

(4)  By  reguiring  that  all  applicants  be  charged  the  same 
rate,   community  rating  breaks  the  linkage  between  an 
employer's  costs  and  what  it  pays  in  premiums.     As  a 
result,  employers  have  diminished  incentive  to  seek  out 
more  cost  effective  providers,  encourage  healthy 
lifestyles  among  employees  and  to  maintain  a  safe  work 
environment. 

(5)  Community  rating  will  substantially  increase  the  threat  of 
insurer  insolvency.     Predicting  future  health  costs  is  far 
from  a  precise  science.     The  cost  of  imperfect  prediction 
is  measurably  increased  when  a  carrier  has  to  price  all  of 
its  business  at  a  single  rate.     Example:  Carrier  A  sets  a 
community  rate  of  $100  per  individual.     Carrier  A's 
experience  proves  to  be  worse  than  expected   (costs  were 
$120  on  average) .     Carrier  A  has  two  unfavorable  options. 
It  can  increase  its  renewal  rate  to  recoup  the  losses  from 
last  year  plus  bring  its  rates  more  in  line  with  where  they 
reflect  costs.     This,  however,  will  likely  cause  many  of 
its  lower  cost  groups  to  flee  to  lower  cost  arrangements. 
This  will  force  the  carrier  to  raise  its  rates  again.  We 
call  this  an  adverse  selection  spiral   (or  a  self-fulfilling 
prophecy  in  the  world  of  insurance) .     The  second  option  is 
that  Carrier  A  can  maintain  its  rates   (or  lower  them)  in 
hopes  of  attracting  a  broader  mix  of  risks  (with 
proportionately  more  low  risk  individuals) .     This  means 
that  some  carriers  will  have  to  absorb  losses  for  perhaps 
several  years.     By  that  point,  the  carrier  may  be 
financially  insolvent.     The  bottom  line  is  that  shifts  in 
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the  types  of  risks  covered  by  a  plan  can  produce 
unanticipated  cost  increases  and  financial  insolvency. 
Some  of  the  insolvencies  that  have  occurred  in  the  HMO 
industry  can  be  traced  to  inadequately  set  community  rates. 
An  approach  which  permits  an  insurer  to  set  more  than  a 
single  community  rate  allows  them  to  "fine  tune"  their 
rating  structure  without  sinking  the  entire  ship     (e.g.,  a 
carrier  has  some  flexibility  to  maintain  a  relatively 
competitive  rate  structure  for  all  populations,  regardless 
of  the  fluctuation  in  the  mix  of  populations) . 

(6)  Disallowing  any  variation  in  rates  by  area  produces  the 
wrong  incentives  from  a  cost  containment  standpoint.  Such 
a  structure  leads  to  an  explicit  subsidy  from  lower  cost, 
more  efficient  areas  to  higher  cost  less  cost  effective 
areas.     Rates  which  do  not  reflect  area  variation  severely 
compromise  the  value  to  insurers  of  establishing  more 
effective  managed  care  systems  and  the  incentive  for 
employers  to  locate  in  lower  cost  areas,  utilize  lower  cost 
providers,   and  to  invest  in  wellness  programs  for  their 
employees . 

(7)  A  community  rate  exacerbates  incentives  for  carriers  to 
seek  out  lower  risk  populations.     For  every  person  that  a 
carrier  covers  whose  costs  exceed  the  community  rate,  the 
carrier  loses  money.     On  the  other  hand,   a  structure  which 
retains  a  certain  degree  of  experience  permits  carriers  to 
adequately  price  for  a  broader  cross  section  of  employers. 

The  HIAA  proposals  for  small  group  market  reform  are 
designed  to  address  the  goals  of  community  rating  while 
avoiding  many  of  the  problems  inherent  in  the  pure 
community  rating  approach  enshrined  in  many  of  the  bills. 

COST  CONTAINMENT 

We  are  encouraged  to  see  provisions  recognizing  the  need 
for  cost  containment,  and  particularly  to  the  key  role  being 
played  by  managed  care  plans.     HIAA  has  consistently  taken  the 
position  that  solutions  to  the  access  problem  have  to  be  coupled 
with,   if  not  preceded  by,   effective  steps  to  limit  the 
escalation  of  health  care  costs.     And  we  believe  that  any 
effective  cost  containment  approach  must  promote  development  of 
managed  care  plans. 

In  particular  we  commend  provisions  which  prohibit  states 
from  hindering  managed  care  plans •  capacity  to  select  providers 
to  make  up  networks,  to  limit  the  number  of  participating 
providers,   to  pay  providers  in  innovative  ways  and  at 
alternative  rates,   and  to  incorporate  incentives  for  consumers 
to  use  participating  providers.     Likewise,  we  heartily  endorse 
the  provisions  which  prohibit  states  from  imposing  barriers  to 
effective  utilization  review,  since  this  form  of  medical 
management  is  critical  to  implementation  of  cost-effective 
managed  care  plans. 

HIAA  is  also  a  strong  supporter  of  technology  assessment 
and  the  development  of  clinical  guidelines,  practice  parameters, 
and  outcomes  measures.     We  are  happy  to  see  legislation  that 
gives  increased  support  to  efforts  to  improve  the  state  of 
medical  knowledge  in  these  important  areas.     As  an  association 
we  are  already  taking  steps  to  implement  a  public-private 
partnership  to  enhance  the  speed  and  efficiency  of  technology 
assessment  activities. 

HIAA  strongly  concurs  that  malpractice-related  costs  are  an 
element  of  cost  escalation  that  deserves  attention.     We  have  no 
objections  to  legislation  which  would  provide  grants  for 
innovative  efforts  to  reduce  the  administrative  costs  and 
burdens  of  malpractice  disputes,  and  we  also  support  proposals 
to  have  the  Institute  of  Medicine  study  the  elements  of  the 
problem  and  make  recommendations  for  change.     In  addition  it  is 
important  to  minimize  the  occurrence  of  malpractice  by  changing 
practices  that  cause  malpractice,   since  this  approach  improves 
patient  welfare  as  well  as  reduces  costs.     We  are  also  on  record 
in  support  of  specific  changes  in  legal  doctrines  that  govern 
malpractice  litigation. 

In  principle  we  support  several  of  the  directions  for 
reducing  administrative  costs.     We  agree  that  movement  toward 
uniform  billing  and  claims  forms  and  electronic  submission  of 
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bills  and  claims  is  desirable.     In  fact,  HIAA  and  a  number  of 
its  member  companies  have  for  several  years  been  actively 
pursuing  these  ends  with  other  payers,  including  Blue  Cross  and 
Blue  Shield  plans  and  the  federal  government.  Substantial 
progress  has  already  been  made.     We  cannot,  however,  support 
requiring  all  small-share  insurers  to  submit  bills  through  a 
state  consortium.     The  uniform  electronic  billing  approach  we 
are  pursuing  would  obviate  any  need  for  such  an  approach. 

The  cost  containment  provisions  with  which  we  have  the  most 
serious  reservations  are  those  concerning  the  establishment  of  a 
health  expenditure  board  which  would  set  and  enforce  expenditure 
targets.     The  idea  raises  a  number  of  troubling  issues.  An 
overriding  and  critical  question  is  whether  or  not  an 
independent  board  is  an  appropriate  and  effective  model  for 
making  decisions  on  cost,  quality  and  access. 

One  specific  issue  of  great  concern  is  granting  a  board 
authority  to  set  provider  rates  through  a  negotiation  process. 
We  have  strong  reservations  about  any  system  that  would 
establish  uniform  rates  for  all  payers.     The  ability  to 
negotiate  both  the  rate  and  form  of  payment  with  providers  is  a 
key  element  of  managed  care  plans.     The  freedom  to  negotiate  a 
mutually  acceptable  rate  is  necessary  because  innovative  payment 
arrangements  may  be  critical  to  providing  incentives  for 
providers  to  change  behavior  in  desired  ways.     It  is  not  at  all 
clear  how  the  imposition  of  uniform  provider  payment  rates  could 
be  reconciled  with  the  critical  need  that  managed  care  plans 
have  for  freedom  to  negotiate  with  providers. 

CONCLUSION 

In  closing  I  believe  that  it  is  important  to  observe  that 
we  have  yet  to  find  the  "right"  answer  to  our  cost  and  access 
problems.     I  believe  that  good  answers  require  time  and  reasoned 
incremental  development.     As  we  travel  down  the  road  of  health 
care  reform,  we  will  undoubtedly  find  that  there  is  no  single 
right  answer.     Some  of  the  "answers"  that  we  propound  today  may 
be  found  wanting  and  in  need  of  revision.     For  these  reasons, 
the  HIAA  believes  that  access  and  cost  proposals  should  retain 
significant  flexibility.     The  states  should  be  the  principal 
locus  of  regulatory  and  oversight  activity.     That  approach  is 
our  safeguard,  among  other  things,  against  major  errors. 
Errors,  overestimates,  in  one  state  have  a  chance  to  be  balanced 
by  countervailing  errors  and  underestimates  in  another,  making 
more  likely  a  reasonable  result  and  minimizing  chances  of  an 
overall  catastrophe  such  as  the  savings  and  loan  debacle.  We 
don't  want  to  play  Russian  roulette  with  our  health  care  system. 

Of  the  bills  introduced  to  date,   I  would  have  to  single  out 
H.R.   3410,   introduced  by  Representative  Barbara  Kennelly  (D-CT) , 
as  the  bill  which,  while  we  would  not  necessarily  endorse  every 
provision,  has  the  most  to  be  gained  by  enactment,  being  a 
positive,   reasoned  step  forward  with  the  least  chance  of 
disastrous  unintended  consequences. 

We  very  much  appreciate  the  opportunity  to  testify.  HIAA 
has  a  series  of  recommendations  on  access  and  cost  which  I  would 
like  to  submit  for  the  record.     Together,  I  believe,  we  can 
forge  meaningful  solutions. 


510 


Mr.  Downey.  Mr.  Cardin. 

Mr.  Cardin.  Thank  you,  Mr.  Chairman. 

I  want  to  thank  both  of  our  witnesses  and  their  organizations  for 
their  suggestions  for  reform  in  our  health  care  system.  For  many 
years  now  both  of  your  organizations  have  been  out  in  the  fore- 
front suggesting  the  need  for  change,  even  though  in  some  in- 
stances it  could  be  against  your  own  individual  interest,  knowing 
full  well  that  there  is  need  for  change  in  our  health  care  system. 

Carl,  I  have  one  specific  question  for  you,  though.  Your  organiza- 
tion has  suggested  reforms  in  the  small  employer  marketplace,  but 
have  suggested  that  those  reforms  take  place  at  the  State  legisla- 
tures rather  than  at  the  national  level.  Understanding  full  well 
that  the  insurance  part  is  just  one  aspect  of  whatever  we  are  going 
to  do  in  health  care  in  Congress,  why  shouldn't  we  consider  at  the 
national  level  enacting  the  reforms  that  your  organization  is  sug- 
gesting? 

Mr.  Schramm.  Mr.  Cardin,  historically  this  has  been  the  place 
where  our  industry  has  been  regulated,  and  we  believe  that  we  can 
demonstrate — having  passed  these  reforms  in  4  States  in  the  last 
12  months,  and  hope  to  have  them  passed  in  15  more  States  in  the 
next  12  months,  which  would  encompass  80  percent  of  the  Ameri- 
can population  that  is  uninsured — that  we  can  get  the  job  done  at 
the  State  level. 

Now  to  proceed  further  is  to  speculate  as  to  whether  this  would 
be  done  faster  or  more  effectively  under  Federal  statutory  direc- 
tion, and  I  think  it  is  our  general  sense  that  if  it  can  be  accom- 
plished at  the  State  level  with  a  system  of  State  insurance  commis- 
sioners already  in  place,  that  is  where  we  ought  to  try  first. 

Mr.  Cardin.  Of  course  recognizing  full  well  that  if  we  pass  a 
comprehensive  bill  here  at  the  national  level,  it  is  going  to  change 
the  way  in  which  the  different  elements  of  health  care  perform  in 
this  country,  including  private  insurance,  it  seems  to  me  it  is  going 
to  be  difficult  for  us  to  enact  a  comprehensive  bill  without  doing 
some  insurance  reform  at  the  national  level.  So  I  understand  the 
historical  aspects  of  this,  but  I  think  it  is  going  to  be  extremely  dif- 
ficult for  Congress  to  ignore  some  of  these  issues  at  the  national 
level. 

Mr.  Schramm.  Well,  I  might  say  that  there  are  pieces  of  legisla- 
tion before  you  that  in  fact  establish  Federal  guidance  to  the 
States.  I  referenced  before  H.R.  3410,  which  specifically  deals  with 
this  subject.. 

Mr.  Tresnowski.  I  think  I  agree  with  you,  Mr.  Cardin.  I  think  to 
point  to  the  past  is  inappropriate.  Given  what  we  face  today,  I 
think  the  Federal  Congress  is  going  to  have  to  speak  to  a  lot  of  sub- 
jects, including  market  reform.  Our  hope  is  that  in  any  Federal 
statute,  any  definitions,  criteria,  or  requirements  that  would  be  de- 
fined, they  would  give  first  the  opportunity  to  the  State  to  imple- 
ment and  regulate  within  that  framework,  and  then  there  is 
always  the  opportunity  for  the  Federal  Government  to  impose  its 
will  if  that  doesn't  work  appropriately. 

Mr.  Cardin.  I  understand  that  point,  but  understand  that  there 
are  many  of  us  that  are  very  concerned  about  the  issues  that  you 
are  concerned  about  and  are  trying  to  see  changes  at  the  State 
level.  We  will  be  watching  very  carefully  what  happens  at  the 
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State  level  and  that  will  affect  what  framework  we  adopt  at  the 
national  level  to  try  to  deal  with  the  access  and  cost  issues. 

Thank  you,  Mr.  Chairman. 

Mr.  Downey.  Thank  you,  Mr.  Cardin. 

First  of  all,  Mr.  Schramm  and  Mr.  Tresnowski,  thank  you  for 
your  fine  testimony. 

In  the  spirit  of  having  a  dialog  here,  as  opposed  to  trying  to  put 
you  on  the  spot,  I  think  describing  what  is  realistic  and  what  isn't 
realistic  is  always  something  of  a  shortcoming.  I  can't  imagine  that 
either  of  you  would  come  up  here  and  suggest  to  me  that  the  Cana- 
dian system  was  a  realistic  possibility;  I  would  be  surprised  if  you 
had  said  that. 

I  happen  to  think  that  it  is,  and  what  I  would  like  you  to  do  is  to 
try  and  outline  for  me  —  are  both  of  you  familiar  with  the  bill  that 
Mr.  Russo  has  introduced,  the  single-payer  system?  Can  you  maybe 
defend  for  me  the  track  record  of  private  insurance,  both  in  con- 
taining cost  and  providing  coverage?  Because  it  seems  to  me  that 
one  of  the  concerns  that  I  have  is  that  the  track  record  hasn't  been 
very  good;  that  there  are  too  many  people  who  are  not  insured; 
that  there  are  people  who  may  be  locked  into  their  jobs  for  fear 
that  if  they  try  to  change  they  may  not  be  covered  because  of  pre- 
existing illnesses;  that  the  cost  of  care  in  this  country  continues  to 
rise,  both  governmentally  and  privately. 

And  what  I  would  like  to  hear  from  you,  in  a  short  and  under- 
standable way,  is  how  the  private  insurance  industry  is  prepared  to 
deal  with  the  question  of  cost,  the  question  of  access,  in  a  way  that 
holds  some  hope  for  middle  class  people  who  are  right  now  con- 
cerned about  both  those  issues.  Mr.  Tresnowski,  if  you  would 
begin? 

Mr.  Tresnowski.  Yes,  Mr.  Downey.  That  is  precisely  the  policy 
position  adopted  by  my  board  last  week,  and  is  outlined  in  my  testi- 
mony. And  I  have  characterized  it  in  the  context  that  you  just  de- 
scribed it:  It  represents  a  sea  change  in  the  way  we  handle  health 
insurance  in  the  United  States. 

It  in  effect  calls  for  the  designation  of  qualified  carriers,  carriers 
that  would  be  qualified  on  their  ability  to  manage  health  care  costs 
rather  than  select  risks,  which  is  what  we  have  evolved  to  in  this 
country.  I  am  not  going  to  be  critical  of  the  past.  It  is  a  phenome- 
non that  has  occurred  over  four  decades.  We  need  to  stop  it;  we 
need  to  change  it.  We  need  to  revitalize  the  insurance  market  so 
that  it  does  in  fact  manage  cost. 

If  that  is  done,  then  you  turn  to  the  access  issue,  and  you  provide 
the  opportunity  to  make  it  more  affordable.  And  through  the  distri- 
bution of  financing,  as  laid  out  in  our  proposal,  you  go  a  long  way 
to  achieving  universal  coverage  for  the  American  people. 

Mr.  Downey.  Well,  could  you  outline  just  that  last  point  for  me? 
I  mean,  I  haven't  had  a  chance  to  review  that.  If  you  could  just 
explain  quickly  how  we  intend  to  make,  or  you  intend  to  

Mr.  Tresnowski.  It  has  a  number  of  parts  to  it.  First  of  all,  it 
says  that  for  the  large  employer,  we  would  ask  the  large  employer 
to  continue  to  do  what  they  have  been  doing,  and  that  is  to 
provide  health  benefit  coverage  and  pay  at  least  80  percent  of  the 
premium. 
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For  the  small  employer,  it  says  we  would  ask  the  small  employ- 
er, require  the  small  employer  to  offer  health  benefit  coverage  to 
their  employees.  We  would  provide  some  incentives  and  subsidies 
for  the  small  employer  to  participate  in  the  premium  cost  for  their 
employees. 

We  would  also  ask  the  employee  to  accept  the  health  benefit  cov- 
erage provided  through  that  group  structure,  and  we  would  provide 
some  subsidies  and  incentives  for  them  to  accept  the  health  benefit 
coverage. 

Now  you  get  in  behind  that  and  ask  yourself  about  the  subsidies. 
It  would  require  a  whole  new  look  at  the  way  we  handle  tax  subsi- 
dies. We  now  provide  health  benefits  free  of  taxation;  I  think  that 
tax  needs  to  be  reevaluated  and  redirected  in  support  of  those  who 
can  least  afford  the  coverage. 

Mr.  Downey.  So  you  contemplate,  then,  some  changes  in  tax  law 
with  respect  to  how  we  would  handle  this  issue? 

Mr.  Tresnowski.  Yes,  we  do,  very  much  so. 

Mr.  Downey.  And  yet,  forgive  me  if  I  misunderstood  your  con- 
versation with  Mr.  Cardin,  you  still  believe  that  all  the  regulation 
should  vest  with  the  State? 

Mr.  Tresnowski.  No.  The  regulation  with  the  State  that  I  talked 
about  has  to  do  with  the  qualified  carrier  piece.  A  qualified  carrier 
is  one  that  demonstrates  its  ability  to  manage  costs  and  also  agrees 
to  participate  in  a  market  that  is  controlled — no  underwriting 
rules,  no  preexisting  conditions,  none  of  the  kinds  of  practices  that 
have  evolved  to  this  point.  Those  qualifications  would  be  prescribed 
in  a  Federal  statute  and  administered  by  the  States.  That  was  my 
answer  to  Mr.  Cardin. 

Mr.  Downey.  Thank  you. 

Mr.  Schramm. 

Mr.  Schramm.  Mr.  Downey,  I  think  

Mr.  Downey.  Let  me  ask  you,  Mr.  Schramm,  do  you  agree  with 
the  approach  that  Mr.  Tresnowski  has  just  outlined? 

Mr.  Schramm.  I  think  for  the  most  part  he  reports  new  action  by 
his  board  in  the  last  few  days,  which  I  have  not  had  a  chance  to 
evaluate.  I  can  speak  for  the  HIAA  board,  which  in  February  of 
this  year  adopted  a  platform  that  would  establish  at  the  State  level 
all  the  changes  that  I  outlined  in  my  testimony. 

That  would  limit  severely  the  ability  of  a  company  to  discrimi- 
nate on  the  basis  of  risk,  which  adopts  exactly  the  philosophy  that 
Mr.  Tresnowski's  testimony  goes  to.  Historically  in  the  last  10 
years  we  have  had  the  phenomenon  of  companies  evaluating  risk 
as  opposed  to  attempting  to  manage  risk  and  cost.  It  would  adopt 
the  whole  group  requirement,  set  out  the  limitations  on  premiums, 
and  establish  continuity  of  coverage.  I  think  for  the  most  part  we 
are  in  absolute  agreement  on  those  reforms  that  would  be  required. 

Now  I  think  your  comments  suggest  a  perspective  on  history, 
and  I  would  suggest  that  a  great  deal  has  been  accomplished  in  the 
past.  The  particular  pickle  that  we  are  in  is  really  the  pickle  of  the 
last  10  years.  The  insurance  abuses  that  we  have  commented  on 
were  very  hard  to  foresee.  They  did  not  exist,  for  the  most  part,  10 
years  ago.  I  think  it  has  been  this  last  decade  of  particularly  severe 
inflation  that  has  pushed  the  limits  on  both  the  public  programs 
and  the  private  programs. 
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And  I  think,  for  our  part,  that  the  issue  that  confronts  us  now  is 
how  to  fix  this  system  in  such  a  way  that  we  don't  have  to  revisit 
this  issue  again  and  again  and  again.  For  our  part,  we  believe  that 
market  reform  rules  enacted  at  the  State  level,  joined  also  with 
stimulus  at  the  Federal  level  as  regards  to  tax  revisions,  the 
ERISA  revisions  and  so  forth,  that  you  have  heard  from  both  Blue 
Cross  and  HIAA,  are  fundamentally  important. 

And  the  last  point  I  would  make  is  that  still  we  have  yet  to  come 
to  a  consensus  and  agreement  around  the  question  of  how  we  con- 
tain costs.  Until  we  do  that,  this  problem  will  continue  to  bother 
us. 

Mr.  Downey.  Thank  you,  Mr.  Schramm. 
Mr.  Russo. 

Mr.  Russo.  Thank  you  very  much,  Mr.  Chairman. 

Carl,  it  is  good  to  see  you  again.  I  had  an  interesting  experience 
this  morning,  and  I  thank  you  for  that  opportunity  to  speak  to  the 
executives  of  the  HIAA.  And  as  I  indicated  this  morning,  I  think  it 
is  important  that  we  go  at  this  in  a  way  where  hopefully,  even 
though  you  and  I  may  disagree  on  how  to  get  to  it,  we  all  want  to 
give  universal  coverage  for  all  Americans  at  an  affordable  cost. 

One  of  the  problems  that  I  have  with  your  proposals  is  that  you 
rely  very  heavily  on  Government  subsidies,  basically  through  the 
Tax  Code:  You  want  employer  tax  credits,  self-employed  tax  cred- 
its; change  the  way  medical  care  is  deducted. 

What  I  see  here  is  a  program  in  which  you  are  requiring  the 
Federal  Government  give  the  incentive  private  sector  to  do  the  job 
for  the  expensive,  high-risk  cost  of  a  continuation  of  this  program, 
whereas  I  don't  see  what  the  insurance  industry  gives  to  the 
system.  I  mean,  it  is  nice  to  say  you  are  going  to  give  small  employ- 
ers affordable  rates,  but  a  key  component  is  the  Federal  Govern- 
ment putting  tax  dollars  in  through  subsidies.  Am  I  understanding 
it  correctly? 

Mr.  Tresnowski.  You  are  talking  about  my  proposal,  I  think,  Mr. 
Russo.  It  is  the  Blue  Cross,  Blue  Shield — — 

Mr.  Russo.  Well,  I  think  both  of  you  basically  use  tax  credits,  as 
I  understand  it.  So  all  I  am  saying  is,  regardless  of  which  proposal 
we  are  talking  about,  you  are  using  the  Federal  taxpayers'  dollars 
through  subsidies  to  create  incentives  for  the  employers,  the  small 
employers  who  can't  afford  the  health  insurance  premiums  because 
they  are  so  high,  because  they  are  a  small  group.  That  is  who  is 
making  up  the  big  difference.  What  is  the  insurance  company  kick- 
ing in? 

Mr.  Tresnowski.  All  right.  Let  me  take  the  issue.  The  responsi- 
bility that  falls  to  the  Government  is  not  isolated  to  the  Govern- 
ment. As  I  just  outlined  for  Mr.  Downey,  the  responsibility  is 
evenly  distributed  between  large  employers,  small  employers,  em- 
ployees, and  the  Government.  When  you  come  to  the  question  of 
financing  any  change  in  this  program,  you  are  going  to  have  to 
equalize  the  distribution  of  financing,  and  our  program  calls  for 
that. 

In  terms  of  what  the  carrier  contributes,  in  the  proposal  is  a  fun- 
damental change  in  their  insurance  practices.  That  is  our  contribu- 
tion. We  no  longer  can  compete  on  the  basis  of  our  ability  to  select 
risks.  Our  commitment  has  to  be  in  the  context  of  a  qualified  carri- 
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er  that  can  demonstrate  its  ability  to  manage  and  contain  health 
care  costs.  The  contribution  of  the  carrier  to  the  affordability  part 
of  that  equation  is  very  substantial. 

Mr.  Russo.  Well,  let  me  ask  you,  are  there  any  copays  and  deduc- 
tibles in  your  program?  Are  there  going  to  be? 

Mr.  Tresnowski.  No,  no. 

Mr.  Russo.  There  will  be  no  copays,  no  deductibles? 

Mr.  Tresnowski.  No.  We  define  a  basic  set  of  benefits  that  would 
be  required  under  this  arrangement.  We  allow  the  employer  to 
vary  that  set  of  benefits,  as  long  as  it  stays  within  the  actuarial 
equivalency  of  the  defined  set  of  benefits. 

Mr.  Russo.  Well,  you  see,  my  concern  is  that — and,  Carl,  I  will 
give  you  a  chance  to  respond  and — I'm  sorry,  go  ahead. 

Mr.  Schramm.  I  would  just  point  out  that  what  Mr.  Tresnowski 
says  applies  to  my  reasoning,  too,  which  is  to  say,  when  you  impose 
on  an  insurance  company  the  requirement  to  take  all  risks,  that 
immediately  puts  its  ability  to  make  a  profit  at  some  diminished 
status.  Now  in  addition  to  that  implicit  cost  is  a  second  cost.  Under 
the  plan  we  propose,  if  any  given  company  were  to  be  loaded  up 
with  bad  risks  as  a  result  of  these  rules,  we  would  shift  the  cost 
back  into  a  reinsurance  scheme  that  is  100  percent  funded  in  the 
industry — a  second  cost,  if  you  will,  by  way  of  a  contribution  to  this 
reinsurance. 

Now  it  is  certainly  our  sense  that  we  didn't  create  this  problem 
solely,  and  that  the  solution  of  it  has  to  be  folks  giving  up  moneys 
on  both  side.  We  put  profit,  to  some  extent,  at  peril.  There  is  just 
no  way  you  can  look  at  the  HIAA  plan  that  doesn't  say,  "This  dis- 
ables a  profitmaking  concern  to  some  extent." 

Mr.  Russo.  You  see,  my  concern  is  that  we  are  going  to  be  using 
taxpayer  subsidies  because  we  are  going  to  increase  the  tax  credits 
to  employers  to  do  some  of  the  things  that  you  want  them  to  do, 
and  basically  we  are  going  to  continue  the  current  program  with 
insurance  companies,  so  it  looks  to  me  like  the  taxpayers  are  basi-  ! 
cally  going  to  be  paying  increased  costs  for  the  administrative 
wastes  of  insurance  companies.  There  are  other  wastes  that  are  in- 
volved in  the  system. 

What  guarantees  do  we  have  that  we  are  going  to  cut  down  on 
the  administrative  overhead  that  is  part  of  the  problem?  I  mean, 
obviously  physicians  and  hospitals  have  a  certain  amount  of  admin- 
istrative waste  that  GAO  has  cited.  You  have  $34  billion  out  of  the  1 
$67  billion  that  they  have  talked  about.  What  are  you  doing  in 
terms  of  eliminating  that  waste,  so  that  we  can  then  have  a  better  j 
program  for  people  at  a  lower  cost? 

And  the  other  thing  is,  when  you  talk  about  using  managed  care, 
as  I  understand  part  of  the  program — that  is  how  you  contain 
cost — unless  you  have  a  fully  integrated  managed-care  program,  it 
rarely  saves  costs.  Even  when  you  have  a  fully  integrated  man- 
aged-care system,  it  is  a  one-time  cost  savings,  there  is  enormous 
administrative  cost  in  managed-care  programs. 

In  1989,  over  50  percent  of  Americans  with  insurance  were  in  a 
managed-care  program,  and  yet  health  care  costs  continue  to 
spiral.  I  believe  there  was  a  company  I  talked  to  last  night,  who 
told  us  that  their  health  insurance  premiums  in  the  last  2  years 
have  gone  up  75  percent.  They  are  in  the  process  of  looking  at  self- 
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insuring  because  they  just  can't  afford  it.  I  mean,  those  are  the 
kinds  of  problems  that  the  insurance  industry  is  facing. 

Mr.  Tresnowski.  Mr.  Russo,  I  would  commend  to  you  the  read- 
ing of  our  proposal,  where  we  don't  keep  the  insurance  process  in 
place  the  way  it  has  evolved  to  this  point.  It  is  a  fundamental 
change  that  we  are  recommending  in  the  insurance  structure,  and 
a  part  of  that  is  to  change  the  administrative  structure  and  the 
costs  that  support  that  administrative  structure. 

The  practical  effect  of  what  we  are  proposing  is  that  the  number 
of  "qualified"  carriers  that  would  survive  under  that  arrangement 
would  be  significantly  fewer  than  exist  today.  If  that  were  to 
happen,  you  could  streamline  the  administrative  processes  signifi- 
cantly. You  could  go  to  a  single,  uniform  claim  form.  You  could  use 
information  technology  in  ways  that  are  not  possible  today. 

So  I  don't  want  you  to  think  that  I  am  arguing  for  Government 
subsidy,  involvement  of  the  employer  and  the  employee,  without  a 
parallel  strategy  on  behalf  of  the  insurance  carriers,  which  is  a 
fairly  dramatic  change  in  our  view  just  within  the  last  week. 

Mr.  Russo.  Carl,  do  you  agree  with  that? 

Mr.  Schramm.  I  would  make  three  points: 

First,  whoever  you  were  talking  to  last  night,  who  thinks  they 
are  going  to  escape  the  problem  by  going  to  self-insurance,  ought  to 
have  their  head  examined.  Any  sizable  self-insurer  understands 
they  face  the  same  cost  spiral.  In  many  respects  that  demonstrates 
the  point  I  made  earlier,  that  the  cost  of  health  insurance  is  the 
cost  of  the  risk  that  is  covered. 

The  second  point,  managed  care  is  not  a  one-time  savings.  We 
have  a  long  record  of  attempts  to  do  something  that  has  proven  to 
be  one-time  savings.  It  is  our  contention  that  managed  care  is  not 
that  situation.  Indeed,  the  discipline  imposed  by  an  insurance  com- 
pany continues  on  and  on  through  the  life  of  the  managed-care 
contract,  expressly  from  a  management  perspective  that  has  never 
existed  before,  expressly  with  the  goal  in  mind  of  continuing  to 
keep  the  rate  going  down  and  not  up. 

Third,  I  think  what  Mr.  Tresnowski  has  said  as  regards  what  we 
can  do  better  is  absolutely  correct,  by  way  of  uniform  claims  and 
the  technology  of  a  paperless  system,  which  the  industry  has  been 
lax  in  looking  to  but  which  can  in  fact  save  money,  through  time, 
and  the  industry  is  moving  very  quickly  in  that  direction. 

Mr.  Downey.  Mr.  Moody. 

Mr.  Moody.  Thank  you  very  much. 

One  of  you  said  there  is  no  consensus  yet  on  cost  containment. 
Neither  proposal  would  have  a  heavy  dose  of  cost  containment.  Al- 
though some  cost  containment  is  there,  its  not  a  real  hammer. 

There  is  this  fundamental  problem:  Putting  in  some  tax  subsidies 
without  a  very  strong  element  of  cost  containment  is  a  political 
nonstarter.  You  are  going  to  ask  the  taxpayer  to  continue  to  fund 
inefficiencies  which  have  been  identified  in  the  system.  You  don't 
squeeze  out  the  administrative  inefficiencies,  from  what  I  hear  you 
say,  although  there  would  be  some  consolidation  in  the  industry, 
and  a  single  form  would  be  nice.  Maybe  that  would  get  us  part  of 
the  way  there,  but  the  administrative  costs  that  have  been  identi- 
fied by  GAO,  I  suspect,  would  be  mostly  still  with  us. 
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So  I  don't  think  tax  subsidies  without  a  very  powerful  cost  con- 
tainment is  a  viable,  politically  viably,  nor  conceptually  desirable 
outcome.  I  will  ask  you  to  return  to  that  in  a  second,  but  let  me 
make  a  second  point. 

I  heard  one  of  you  say  that  companies  who  were  loaded  up  acci- 
dentally by  a  lot  of  high-risk  people  would  have  a  reinsurance  pool 
they  could  turn  to.  Is  that  correct? 

Mr.  Schramm.  Yes. 

Mr.  Moody.  Was  that  you,  Mr.  Schramm? 
Mr.  Schramm.  Yes,  sir. 

Mr.  Moody.  OK.  They  would  all  be  forced  to  accept  all  comers, 
right?  You  couldn't  turn  anyone  away. 
Mr.  Schramm.  That  is  right. 

Mr.  Moody.  You  know  what  that  is?  That  is  the  public  utility 
model,  by  another  name.  My  gas  company,  my  electric  company, 
have  to  take  all  comers,  and  they  are  guaranteed  solvency  through 
the  public  regulatory  system.  That  is  basically  what  you  are 
saying. 

You  are  asking  us  to  turn  from  what  is  a  very  unsatisfying 
model  now,  to  a  model  that  has  been  discredited  as  one  for  contain- 
ing cost.  The  public  utility  model  does  not  contain  cost.  It  is  a  cost- 
plus  system:  Guarantee  solvency,  accept  all  comers,  is  a  model  for 
higher  and  higher  costs.  We  have  a  very  expensive  public  utility 
system  in  the  United  States  because  the  regulatory  approach  is  not 
very  effective. 

So  are  we  really  talking  about  converting  this  to  the  public  utili- 
ty model?  That  is  what  it  seems  to  be,  in  its  essence. 

Mr.  Schramm.  I  don't  think  so,  Mr.  Moody.  We  under  our  system 
do  not  turn  to  the  State  regulatory  system  to  guarantee  solvency. 

Mr.  Moody.  No,  but  you  would  be  able  to  reinsure.  You  would  be 
able  to  avoid  high  risks  by  putting  them  into  a  risk  pool. 

Mr.  Schramm.  But  that  would  be  entirely  in  the  private  domain, 
funded  in  the  private  domain.  It  seems  to  me  to  make  the  analogy 
to  the  public  regulatory  system,  you  have  to  have  the  public  regu- 
lator guarantee  comfort,  regardless  of  the  behavior  of  the  supplier 
of  the  product.  Under  our  system,  insurance  companies  will  fail. 
Their  ability  to  tap  into  the  insurance  is  very  limited  to  a  certain 
small  number  of  cases,  and  is  not  designed  as  a  solvency  guarantee 
that  would  be  established  in  the  rates  set  by  insurance  commission- 
ers. 

Mr.  Moody.  So  there  would  not  be  a  risk  pool  that  guaranteed 
you  wouldn't  fail? 
Mr.  Schramm.  No. 

Mr.  Moody.  What  would  the  risk  pool  do?  How  much  access 
would  you  have  to  pooling  those  high-risk  individuals  in  your  plan 
that  you  weren't  allowed  to  refuse? 

Mr.  Schramm.  Well,  this  is  a  very  technical  point,  but  let  me  just 
assure  you  that  the  design  of  our  risk  pool  as  we  attempt  to  get  it 
established  in  State  law  is  actually  very  restrictive.  The  thrust  and 
philosophy  of  this  plan  is  to  keep  the  risk  in  the  insurance  compa- 
ny, so  as  to  establish  again  the  stimulus  that  both  Mr.  Tres- 
nowski  

Mr.  Moody.  You  would  simply  pool.  You  would  have  to  pool  the 
risk,  correct? 


517 


Mr.  Schramm.  Yes. 

Mr.  Moody.  So,  all  of  the  insurance  companies  would  be  a  part  of 
this  risk  pool,  sort  of  like  the  high  risk  for  automobile  drivers.  In 
some  States,  all  of  the  insurance  companies  that  operate,  who  pro- 
vide auto  insurance  in  the  State,  have  to  participate  in  a  high-risk 
pool.  It  would  be  something  of  that  variety. 

Collectively,  those  insurance  companies  that  remained  in  busi- 
ness after  the  shakeout  would  be  in  a  kind  of  public  utility  status, 
in  the  sense  that  they  would  have  access  to  the  high-risk  pool  to 
avoid  going  bankrupt.  You  would  have  to  take  all  comers,  and 
there  is  still  no  stringent  cost  containment  mechanism  in  the 
system,  which  gets  back  to  my  first  point  about  combining  tax  sub- 
sidies with  a  lack  of  serious  cost  containment  being  a  nonstarter. 

Mr.  Tresnowski.  Can  I  come  back  to  that? 

Mr.  Moody.  Yes. 

Mr.  Tresnowski.  I  totally  agree  with  that  point,  that  you  can't 
increase  the  financing  or  do  something  to  the  financing  without  a 
credible  cost-containment  strategy.  Again  I  would  commend  to  you 
our  testimony  and  the  position  adopted  by  the  Blue  Cross,  Blue 
Shield  board  last  week  which  describes  the  concept  of  a  qualified 
carrier,  and  the  qualified  carrier  is  one  that  can  demonstrate  its 
ability  to  effectively  manage  health  care  costs,  and  operates  within 
an  insurance  market  that  does  not  go  about  selecting  risk  in  proc- 
essing claims.  That  is  the  commitment  of  the  concept  that  we  put 
forth  in  our  reform  proposal. 

Mr.  Moody.  This  would  be  a  big  improvement  over  what  we 
have,  and  I  commend  you  for  that.  I  am  just  saying  that  until  we 
have  a  way  of  squeezing  out  the  identified  administrative  cost  that 
could  be  saved  by  a  single-payer  or  some  other  all-payer  system,  I 
think  we  are  going  to  have  trouble  attaching  tax  subsidies  to  it. 

Mr.  Tresnowski.  Mr.  Moody,  if  you  define  these  qualified  carri- 
ers along  the  lines  that  I  talked  about,  you  will  significantly  im- 
prove the  administrative  cost  structure  that  exists  today. 

Mr.  Downey.  Dr.  McDermott. 

Mr.  McDermott.  Thank  you,  Mr.  Chairman. 

I  want  to  present,  so  I  understand  exactly  how  your  system 
would  work,  I  want  to  present  a  middle-class  problem.  I  have  a  22- 
year-old  kid.  Mrs.  Kennelly  and  I  were  kind  of  commiserating  on 
this  problem  of  having  a  22-year-old  kid  who  graduated  from  col- 
lege this  year  and  is  out  looking  for  a  job. 

Now  jobs  are  a  little  hard  to  find,  and  so  my  kid  is  out  there 
without  insurance.  And  being  a  responsible  middle-class  person,  I 
am  saying  to  myself,  that  kid  ought  to  have  health  insurance.  So  I 
said  to  him,  "Well,  go  down  to  Kaiser  in  San  Francisco,"  and 
Kaiser  is  closed.  So  I  said,  "Well,  go  to  the  Blue  Cross,"  so  he  went 
over  to  Blue  Cross,  made  an  application  out.  He  has  a  minor  health 
care  problem,  I  mean,  not  enough  to  keep  him  from  playing  la- 
crosse and  a  bunch  of  other  things,  but  enough  for  them  to  say, 
"We  reject  you  absolutely.  No,  no  insurance." 

Now  what  does  the  middle-class  family  do  in  that  situation, 
where  you  want  to  be  responsible,  you  want  to  cover  your  kid,  and 
you  have  no  way  to  get  him  into  the  health  insurance  industry? 

Mr.  Tresnowski.  You  have  absolutely  described  the  problem  we 
have  in  this  society  today,  in  terms  of  insurance  practices.  There 
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are  underwriting  rules,  there  are  preexisting  condition  rules,  and 
what  I  am  saying  to  you  is,  we  have  got  to  eliminate  that. 

Mr.  McDermott.  You  mean  you  would  just  open  up  and  take  my 
kid,  no  matter  what? 

Mr.  Tresnowski.  You  just  don't  do  it  automatically.  You  change 
the  nature  of  the  way  health  insurance  is  provided  in  this  country. 
You  take  an  individual  that  has  no  income,  and  you  eliminate  all 
those  requirements,  and  you  distribute  those  risks  among  the  quali- 
fied carriers,  where  they  have  to  accept  the  individuals,  and  you 
assist  them  in  the  payment  of  their  premium  through  subsidies  or 
other  vehicles  such  as  that. 

But  I  am  simply  saying  to  you  that  you  are  describing  a  problem 
that  is  rampant  in  our  society  today,  as  a  result  of  what  we  have 
evolved  to  in  terms  of  the  insurance  mechanism,  and  we  have  got 
to  fundamentally  change  that.  When  we  look  at  health  care 
reform,  we  have  got  to  fundamentally  change  the  insurance  mecha- 
nism that  we  have  in  this  country. 

Mr.  McDermott.  Are  you  anticipating  in  this,  that  this  hypothet- 
ical college  kid  will  then  get  the  same  benefit  package  whether  he 
is  picked  up  in  the  pool — I  mean,  this  is  the  high-risk  pool  idea 
from  automobile  insurance.  That  is  what  it  sounds  like. 

Mr.  Tresnowski.  No,  it  is  not  a  pool.  It  is  not  a  pool. 

Mr.  McDermott.  So  he  would  just  go  down  and,  when  he  wanted 
his  insurance,  he  would  pull  a  number  out  of  a  hat.  If  he  got  a  6, 
he  would  get  Blue  Cross,  and  if  he  got  a  7,  he  would  get  Provident? 

Mr.  Tresnowski.  That  is  right.  That  is  one  way  of  doing  it.  It  is 
called  the  allocation  method.  There  also  are  reinsurance  arrange- 
ments. There  are  a  variety  of  ways  of  handling  that  sort  of  a  risk, 
when  you  modify  the  nature  of  the  way  the  business  is  handled. 

Mr.  McDermott.  And  who  would  control  the  cost?  Would  it  be 
the  same  cost  package,  the  same  benefit  package,  through  all  these, 
minimum  package,  catastrophic  package? 

Mr.  Tresnowski.  No.  What  we  have  defined  in  our  proposal  is  a 
minimum  benefit  set:  hospitalization,  outpatient  physician,  preven- 
tive services.  And  what  we  have  said  is  that  there  is  an  actuarial 
value  associated  with  those;  that  you  could  modify  the  mix  of  those 
benefits  as  long  as  you  stayed  within  the  actuarial  value. 

Mr.  McDermott.  So  the  cost  would  depend  on  what  he  picked. 
He  would  be  assigned  to  an  insurance  company  and  he  

Mr.  Tresnowski.  No,  his  cost  would  be  the  same.  It  would  have 
the  same  actuarial  value  as  everybody  else's,  but  he  may  design 
the  benefit  package  in  a  different  way.  He  may  want  to  put  a  de- 
ductible, say  on  the  hospital  side,  and  pick  up  dental  coverage,  for 
example,  something.  As  long  as  it  stayed  within  the  actuarial  value 
of  the  basic  benefit  set  

Mr.  Moody.  Would  the  gentleman  yield  for  1  minute? 

Mr.  McDermott.  Yes. 

Mr.  Moody.  How  do  you  prevent  adverse  selection  within  that?  If 
the  guy  knows  he  has  a  lot  of  dental  problems  coming  up,  he  will 
select  a  plan  with  dental  benefits. 

Mr.  Tresnowski.  Yes.  The  best  way  to  do  that  is  to  have  him  fit 
into  a  group  or  a  risk  pool  of  some  kind,  or  in  most  of  the  cases  the 
employer  group.  And  the  employer  would,  based  upon  his  employee 
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group,  design  whatever  that  benefit  package  is.  Absent  that,  you  do 
have  that  problem,  Mr.  Moody. 

Mr.  McDermott.  Let  me  go  one  step  further:  Suppose  this  young 
person  looking  for  a  job  is  HIV-positive.  Does  he  just  go  in  the  pot 
like  everybody  else? 

Mr.  Tresnowski.  No.  You,  see  HIV  positive  is — you  could  say, 
"What  if  he  had  leukemia?"  or  "What  if  he  had  *  *  *"— you  know, 
any  

Mr.  McDermott.  OK,  leukemia,  less  politically  explosive. 

Mr.  Tresnowski.  But  the  point  of  it  is  that  we  have  got  to  get 
away  from  what  has  evolved  in  this  country,  severe  underwriting 
restrictions  because  of  the  nature  of  the  competitive  structure,  the 
health  care  cost  structure.  We  have  got  to  go  back  to  a  time  when 
you  have  got  carriers  who  compete  on  their  ability  to  manage  cost 
rather  than  select  in  or  out  people  because  of  any  condition  that 
they  have. 

Mr.  McDermott.  Thank  you,  Mr.  Chairman. 

Mr.  Downey.  Mr.  Moody,  did  you  have  another  question? 

Mr.  Moody.  Yes.  Run  that  by  me  again:  If  the  person  knows  he 
has  a  lot  of  problems  in  area  x,  dental  work,  or  leukemia,  there  is 
going  to  be  obvious  adverse  selection.  He  is  going  to  pick  the  plan 
that  minimizes  his  exposure,  in  other  words,  maximizes  the  group 
exposure.  How  do  you  avoid  that?  If  you  allow  them  to  pick  various 
packages,  like  you  are  saying. 

Mr.  Tresnowski.  I  was  really  responding  to  Dr.  McDermott's 
point  about  his  son  and.  the  individual  coverage.  The  real  structure 
that  you  would  apply  is  for  the  employer  group  itself.  It  wouldn't 
be  an  individual  selecting;  it  would  be  the  employer. 

Mr.  Moody.  Oh,  the  employer  would  select  the  plan  for  you? 

Mr.  Tresnowski.  The  employer  would  look  at  their  employee 
group,  say  it  is  100  people,  and  say  that  "Rather  than  that  basic 
benefit  set,  I  would  like  to  modify  it  because  I  think  our  people 
need  dental  coverage,"  or  something  along  those  lines. 

Mr.  Moody.  OK.  Now  that  means  the  employer  with  the  older 
work  force,  a  manufacturer,  like  Allen  Bradley  in  Wisconsin  would 
select  one  plan. 

Mr.  Tresnowski.  Right. 

Mr.  Moody.  That  is  obviously  going  to  have  a  lot  more  cost 
impact  than  if  they  selected  a  different  plan.  A  young,  startup  com- 
pany with  a  lot  of  young  employees  is  going  to  select  a  very  differ- 
ent kind  of  plan.  So  that  isn't  a  cost  containment  program,  it  seems 
to  me. 

Mr.  Tresnowski.  No,  it  is  not.  No,  first  of  all,  they  don't  select  it 
on  the  basis  of  cost.  It  has  always  got  to  have  the  same  actuarial 
value,  whether  it  is  young  or  old.  It  always  stays  the  same. 

Mr.  Moody.  You  mean,  in  other  words,  you  will  have  to  discount 
it  for  the  age  of  the  employees? 

Mr.  Tresnowski.  That  is  right. 

Mr.  Moody.  So  actuarial  value,  not  statistically  for  the  Nation 
but  an  actuarial  value  for  that  risk  pool  of  company  x? 

Mr.  Tresnowski.  That  is  correct.  And  let  me  just  correct,  Mr. 
Moody.  That  is  not  a  cost-containment  strategy. 

Mr.  Moody.  I  know. 
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Mr.  Tresnowski.  I  mean,  the  cost  containment  strategy  is  the 
qualified  carrier  affecting  the  utilization,  the  selection  of  doctors 
and  hospitals,  all  of  the  things  that  go  into  what  constitutes  qualifi- 
cation to  operate  in  that  marketplace. 

Mr.  Moody.  But  aren't  those  procedures  basically  in  effect  right 
now  for  some  companies? 

Mr.  Tresnowski.  I  don't  think  that  concept  has  been  tested  to 
any  extent  at  all.  I  think  the  potential  is  very  substantial. 

Mr.  Moody.  Thank  you. 

Mr.  Downey.  Mr.  Schramm,  in  two  words  or  less,  do  you  support 
this  concept  of  qualified  carriers? 

Mr.  Schramm.  I  think  in  its  structure  it  sounds  very  similar  to 
what  we  stand  for.  And  it  might  be  helpful  to  Mr.  Moody's  last 
question  to  very  simply  say,  system-wide,  across  the  board,  with 
these  reforms  implemented,  our  ability  to  control  or  guard  against 
adverse  risk  is  enormously  reduced.  We  know  that. 

Mr.  Downey.  The  full  committee  will  stand  in  recess  for  5  min- 
utes while  we  vote,  and  I  want  to  thank  both  of  you  for  very  fine, 
excellent  testimony.  We  will  look  forward  to  reading  it  in  more 
detail. 

Thank  you  very  much,  Mr.  Tresnowski  and  Mr.  Schramm. 
[Recess.] 

Mr.  Russo  [presiding].  The  committee  will  come  to  order. 

The  next  panel  will  be  a  panel  including  the  Actc.s'  Equity  Asso- 
ciation, Ron  Silver;  the  Screen  Actor's  Guild,  Barry  Gordon,  accom- 
panied by  Richard  Masur,  a  member  of  the  board  and  chairman  of 
the  National  Health  Committee. 

The  testimony  will  be  inserted  in  the  record,  and  we  ask  that  you 
summarize  your  comments. 

STATEMENT  OF  BARRY  GORDON,  PRESIDENT,  SCREEN  ACTORS 
GUILD,  ACCOMPANIED  BY  RICHARD  MASUR,  MEMBER,  BOARD 
OF  DIRECTORS,  AND  CHAIRMAN,  NATIONAL  HEALTH  COMMIT- 
TEE 

Mr.  Gordon.  Mr.  Chairman,  I  request  that  this  pamphlet  be  sub- 
mitted into  the  record. 
Mr.  Russo.  Without  objection,  so  ordered. 
Mr.  Gordon.  Thank  you  very  much. 

I  want  to  thank  you  for  letting  us  come  here  today.  We  certainly 
applaud  you  for  holding  these  hearings  on  what  we  believe  is  the 
single  most  important  issue  facing  this  Nation,  which  is  the  ability 
to  provide  quality  health  care  for  all  Americans. 

Now,  I  will  say  up  front  that  I  don't  profess  to  be  an  expert  on 
this  subject.  I  am  not  a  doctor.  I  am  not  in  the  insurance  business. 
But  I  do  believe  that  I  have  some  expertise  in  understanding  and 
communicating  the  needs  of  the  75,000  members  of  the  Screen 
Actor's  Guild  that  I  am  representing  here  today. 

It  is  important  to  remember  that  those  needs  accurately  reflect 
many  of  the  needs  of  the  American  people.  We  have  members  who 
are  5  years  old,  others  who  are  85.  We  represent  men,  women, 
people  of  color,  the  disabled  —  the  full  spectrum  of  our  society.  We 
also  represent  members  who  run  the  economic  gamut,  from  the 


521 


working  poor  to  the  extremely  wealthy,  and  it  may  surprise  you  to 
learn  that  we  have  far  more  in  the  former  category. 

Now,  those  members  who  are  eligible  are  covered  by  a  health 
plan  jointly  administered  by  management  and  Guild  trustees,  and 
through  1989  we  were  able  to  provide  care  to  nearly  half  of  our 
membership.  But  in  that  year  the  plan  was  unexpectedly  hit  with  a 
48-percent  increase  in  premiums  by  our  carrier — that  is  48  percent 
in  1  year — and  faced  with  this  emergency,  they  were  forced  to 
resort  to  a  56  percent  increase  in  the  minimum  earnings  level  re- 
quired for  eligibility. 

This  action  caused  over  20  percent  of  our  then  eligible  members, 
that  is  over  10,000  people,  to  be  dropped  from  the  plan.  By  opting 
to  self-insure,  by  introducing  some  managed  care  elements,  we 
have  been  able  to  continue  to  provide  adequate  care  to  our  still  eli- 
gible members,  but  the  question  is  for  how  long? 

If  health  insurance  costs  continue  to  rise  unabated,  we  will  have 
no  choice  but  to  increase  members'  share  of  costs,  decrease  benefits 
or  both.  And,  as  in  the  Nation  as  a  whole,  these  actions  will  most 
seriously  affect  those  of  our  members  who  are  least  able  to  with- 
stand the  impact,  and  we  find  this  option  unacceptable. 

Now,  traditionally  labor  unions  look  to  management  for  in- 
creases in  employer  contributions  as  part  of  a  wage  and  benefit 
package.  But  today  the  shocking  truth  is  that  four  out  of  five  labor 
strikes  are  primarily  fought  over  the  issue  of  health  benefits.  Many 
unions  must  sacrifice  all  other  demands  in  order  to  merely  hold  on 
to  some  of  the  benefits  which  they  have  previously  fought  for  and 
won.  So  we  must  recognize  that  employers  are  finding  it  difficult  to 
shoulder  the  ever-increasing  burden  of  health  care  costs,  and  that 
is  why  our  board  of  directors  overwhelmingly  concluded  that  an 
employee-based  pay-or-play  solution  is  not  the  best  way  to  address 
our  members'  needs,  and  that  is  why  we  are  here  today  to  endorse 
H.R.  1300. 

H.R.  1300  will  provide  health  care  security  not  only  for  those 
union  members  who  are  currently  unprotected,  but  also  for  those 
eligible  members  who  otherwise  will  be  forced  to  deal  with  rapidly 
escalating  deductibles  and  out-of-pocket  costs  as  well  as  significant 
reductions  in  available  services  and  limitations  on  their  freedom  of 
choice.  The  Russo  bill  provides  that  freedom  of  choice  along  with 
universal  access,  portability  and  the  most  comprehensive  benefit 
package  proposed  so  far,  and  provides  this  coverage  without  re- 
course to  cost  sharing,  deductibles  or  copayments. 

Now  I  will  admit  I  don't  live  or  work  in  the  beltway,  so  my  ini- 
tial instinct  would  be  to  defer  to  the  common  sense  of  political  re- 
ality. But  I  can  tell  you  what  I  have  been  hearing  from  my  own 
members.  I  am  not  referring  by  that  to  a  Hollywood  constituency, 
but  to  those  members  who  live  in  New  York,  Chicago,  Denver, 
Dallas,  Atlanta,  almost  every  other  major  city  in  this  country,  and 
the  message  I  am  getting  can  be  summed  up  in  a  few  words:  The 
simpler  the  better. 

We  have  seen  evident  and  growing  enthusiasm  for  this  kind  of 
clear,  simple,  rational  solution  to  the  health  care  crisis.  For  the 
last  3  weeks  we  have  been  participating  as  cosponsor  in  the  Emer- 
gency Ambulance  Drive  for  National  Health  Care.  That  drive  will 
reach  its  climax  at  noon  tomorrow  in  Lafayette  Park  after  having 
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crisscrossed  the  country,  and  15  ambulances  are  carrying  over  1 
million  ballots  demanding  that  Congress  and  the  President  take 
immediate  action  on  this  issue.  We  will  be  there  and  we  invite  any 
of  you  who  can  to  join  us.  We  do  not  intend  to  go  away.  This  is  too 
important  to  be  a  collective  bargaining  perk  to  be  negotiated. 
Health  care  must  no  longer  be  a  privilege,  but  the  right  of  every 
man,  woman  and  child  in  this  country. 
And  we  thank  you  very  much. 

[The  prepared  statement  and  pamphlet  referred  to  follow:] 
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STATEMENT  BY  BARRY  GORDON 
PRESIDENT,  SCREEN  ACTORS  GUILD 

I  would  like  to  thank  the  Committee  and  Chairman  Rostenkowski  for 
allowing  us  to  come  before  you  today.  We  applaud  you  for  holding  these 
hearings  on  what  we  believe  Is  the  single  most  important  issue  facing  the 
nation  -  the  ability  to  provide  quality  health  care  for  all  Americans. 

I  will  not  cite  the  reams  of  statistics  concerning  the  current  state  of 
health  care  In  this  country.  We  have  all  seen  them  and  I  am  sure  we  have 
all  reached  the  same  conclusion  -  the  system  that  exists  today  is  in  crisis  and 
something  must  be  done. 

I  do  not  profess  to  be  an  expert  on  this  subject.  I'm  not  a  doctor  and 
I'm  not  in  the  insurance  business.  But  I  do  believe  I  have  some  expertise  in 
understanding  and  communicating  the  needs  of  the  75.000  members  of  the 
Screen  Actors  Guild  I'm  representing  here  today.  In  a  special  way,  those 
needs  accurately  reflect  the  needs  of  the  American  people.  We  have  members 
who  are  five  years  old  and  others  who  are  85.  We  represent  men  and 
women,  people  of  color,  the  disabled  -  the  full  spectrum  of  our  society.  We 
also  represent  members  who  run  the  economic  gamut  from  the  "working 
poor"  to  the  extremely  wealthy.  And,  frankly,  we  have  far  more  in  the 
former  category. 

Those  members  who  are  eligible  are  covered  by  a  health  plan  jointly 
administered  by  management  and  Guild  trustees.  Through  1989,  the  plan 
provided  care  to  nearly  half  of  our  membership.  However,  in  that  year  the 
trustees  were  unexpectedly  hit  with  a  48%  increase  in  premiums  by  our 
insurance  carrier  -  48%  in  one  year.  Faced  with  this  emergency,  they  were 
forced  to  resort  to  a  56%  increase  in  the  minimum  earnings  level  required  for 
eligibility.  This  action  caused  over  20%  of  our  then-eligible  members  -  over 
ten  thousand  people  -  to  be  dropped  from  the  plan.  By  opting  to  self-insure 
the  plan  and  by  introducing  some  managed  care  elements,  we  have  been  able 
to  continue  to  provide  adequate  care  to  our  still  eligible  members.  The 
question  is  -  for  how  long?  If  health  insurance  costs  continue  to  rise 
unabated,  we  will  have  no  choice  but  to  increase  members'  share  of  costs, 


524 


decrease  benefits,  or  both.  As  in  the  nation  as  a  whole,  these  actions  will 
most  seriously  affect  those  who  are  least  able  to  withstand  the  impact.  We 
And  this  option  unacceptable. 

Traditionally,  labor  unions  looked  to  management  for  increases  in 
employer  contributions  as  part  of  a  wage  and  benefit  package.  Today,  the 
shocking  truth  is  that  four  out  of  five  labor  strikes  are  primarily  fought  over 
the  issue  of  health  benefits.  Many  unions  must  sacrifice  all  other  demands 
in  order  to  merely  hold  on  to  some  of  the  benefits  which  they  have  previously 
fought  for  and  won.  At  the  same  time,  we  must  recognize  that  employers  are 
also  finding  it  difficult  to  shoulder  the  ever  increasing  burden  of  health  care 
costs. 

That  is  why  our  Board  of  Directors  has  overwhelmingly  concluded  that 
an  employee-based  "pay  or  play"  solution  is  not  the  best  way  to  address  our 
members'  needs.  That  is  why  we  are  here  today  to  endorse  H.R.  1300  -  the 
Universal  Health  Care  Act  of  1991. 

Congressman  Russo's  bill,  unlike  many  of  the  others  you're 
considering,  will  provide  health  care  security  not  only  for  those  union 
members  who  are  currently  unprotected,  but  also  for  those  eligible  members 
who  otherwise  will  be  forced  to  deal  with  rapidly  escalating  deductibles  and 
out-of-pocket  costs,  as  well  as  significant  reductions  in  available  services  and 
limitations  on  their  freedom  of  choice.  The  Russo  bill  provides  that  freedom 
of  choice  along  with  universal  access,  portability  and  the  most  comprehensive 
benefit  package  that  has  been  proposed.  Most  importantly,  it  provides  this 
coverage  without  recourse  to  cost  sharing,  deductibles  or  co-payments. 

Admittedly,  I  don't  work  or  live  within  the  Beltway,  so  my  initial 
instinct  would  be  to  defer  to  your  sense  of  the  political  realities.  However, 
I  can  tell  you  what  I  hear  from  my  own  members.  I  am  not  referring  to  a 
"Hollywood"  constituency  but  to  those  members  who  live  in  New  York, 
Chicago,  Denver,  Dallas,  Atlanta  and  almost  every  other  major  city  in  this 
country.  The  message  I  am  getting  can  be  summed  up  in  a  few  words  -  the 
simpler,  the  better.  Any  solution  which  would  create  a  labyrinth  of 
regulations  over  1500  Insurance  carriers  and  hundreds  of  thousands  of  care 
givers  would  obviously  not  fit  that  description  and  is  likely  to  create  more 
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rather  than  less  administrative  waste.  As  I  am  sure  you  know,  the  GAO 
concluded  in  its  June  report  that  adoption  of  a  single  payer  system  would 
lead  to  savings  in  administrative  costs  which  would  more  than  offset  the 
expense  of  universal  coverage.  We  have  seen  evident  and  growing  enthusiasm 
for  this  kind  of  clear,  simple  and  rational  solution  to  the  health  care  crisis. 

The  Russo  bill  also  is  based  upon  the  kind  of  progressive  financing  with 
which  we  at  Screen  Actors  Guild  are  most  familiar.  Our  health  plan  and  our 
dues  structure  are  based  on  the  principle  that  all  members  contribute 
according  to  their  ability  to  pay.  Our  top  earners  have  historically  subsidized 
the  health  benefits  of  those  less  fortunate  and  have  always  done  so  without 
complaint.  I  have  no  reason  to  believe  that  the  American  people,  of  which 
we  are  In  many  ways  a  microcosm,  would  respond  any  differently,  especially 
if  they  are  presented  with  a  plan  which  will  benefit  not  only  themselves  but 
their  children  and  their  parents  -  virtually  every  member  of  our  society.  We 
believe  that  plan  is  H.R.  1300. 

■  For  the  last  three  weeks,  our  members  have  been  on  the  streets  of  over 
20  cities  around  the  country,  participating  in  the  Emergency  Ambulance 
Drive  for  National  Health  Care,  of  which  our  union  is  a  co-sponsor.  That 
drive  will  reach  Its  climax  at  noon  tomorrow  in  Lafayette  Park,  across  the 
street  from  the  White  House.  After  having  criss-crossed  the  country,  15 
ambulances  will  arrive  at  the  park,  carrying  over  a  million  ballots  demanding 
that  Congress  and  the  President  take  Immediate  action  on  this  issue.  We  will 

be  there,  and  we  Invite  any  of  you  who  can  to  Join  us.  We  recognize  that 
this  appearance  today  will  no  doubt  be  the  beginning  of  the  process.  No 
matter  how  long  It  takes,  we  do  not  Intend  to  go  away.  Health  care  Is  too 
Important  to  be  a  commodity  available  only  to  those  fortunate  enough  to 
afford  It.  It  Is  too  Important  to  be  a  collective  bargaining  "perk"  to  be 
negotiated.  We  are  here  to  say  that  In  the  greatest  country  In  the  world, 
health  care  must  no  longer  be  a  privilege,  but  the  right  of  every  man,  woman 
and  child  In  this  country. 
Thank  you  very  much. 
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Mr.  Russo.  Thank  you  very  much,  Mr.  Gordon. 
Mr.  Silver. 

STATEMENT  OF  RON  SILVER,  PRESIDENT,  ACTORS*  EQUITY 

ASSOCIATION 

Mr.  Silver.  Yes.  Thank  you,  Congressman  Russo.  I  am  delighted 
to  be  here.  I  want  to  thank  you  and  Chairman  Rostenkowski  for 
granting  me  the  opportunity  to  appear  before  you. 

Ways  and  Means  is  often  thought  of  as  a  trade  or  a  tax  commit- 
tee. I  think  of  it  as  a  health  committee,  in  terms  of  its  activities 
and  leadership  to  improve  and  expand  health  care  services.  You 
have  already  helped  ignite  the  debate  and  focus  attention.  I  don't 
have  to  recount  to  you  what  you  have  attempted  to  do  already.  You 
have  been  working  to  eliminate  inappropriate  investments  by  phy- 
sicians. You  have  added  extra  Medicare  operating  payments  to  hos- 
pitals. You  have  added  some  Medicare  coverage  for  preventive 
tests.  You  have  reformed  abuse  of  marketing  of  supplemental  Med- 
icare insurance  policies,  or  working  toward  end.  You  are  trying  to 
hold  down  medical  costs,  et  cetera. 

You  have  also  had  many  different  bills  introduced  by  members  of 
your  committee:  Chairman  Rostenkowski's  own  bill,  H.R.  3205, 
Representative  Stark's  bill,  Representative  Gibbons'  proposal,  Rep- 
resentative Kennelly's  bill,  introduced  I  think  just  about  2  weeks 
ago,  Nancy  Johnson's  bill,  and  even  Representative  Pease's  bill  I 
think  attests  to  the  committee's  recognition  of  the  crisis  situation 
in  our  health  care  services;  and  there  are  many  others,  as  you 
know,  Representative  Oakar's,  Representatives  Grandy's  and  Good- 
ling's,  Representative  Waxman  and  John  Dingell's  18th  valiant  at- 
tempt at  some  reform,  H.R.  16. 

The  different  Senate  proposals  again  offer  testimony  that  the 
problem  must  be  addressed. 

Congressman,  you  know  the  statistics  better  than  I  do.  You  have 
had  umpteen  hearings.  You  have  gone  on  retreat.  You  have  cau- 
cused. You  have  heard  from  experts  who  are  involved  on  a  daily 
basis  in  various  aspects  of  the  health  care  industry.  Your  very  able 
staffs  provide  you  with  the  information,  the  legislative  history  and 
the  context  of  the  various  attempts  at  reform  of  our  medical 
system.  And  I  am  sure  you  have  all  at  one  time  or  another  been 
affected  profoundly  by  the  myriad  horror  stories  and  tragedies  suf- 
fered by  an  ever-growing  proportion  of  our  population. 

So  the  question  is,  What  can  I  add  to  the  record  and,  perhaps,  to 
members  of  your  committee's  growing  understanding  of  the  dimen- 
sions of  the  problem?  What  I  will  try  to  do  in  the  next  several  min- 
utes is  to  explain  how  a  subset  of  the  general  population,  the 
39,000  actors  and  stage  managers  I  represent  in  my  capacity  as 
president  of  Actors'  Equity,  are  trying  to  cope  with  the  out  of  con- 
trol rising  costs  and  diminished  and  in  some  cases  liquidated  bene- 
fits. Then  I  would  respectfully  submit  the  reasons  why  we  endorse 
H.R.  1300,  your  bill  for  universal  health  care  insurance. 

Let  me  just  run  down  what  has  happened  here.  The  Equity 
I  League  Health  Trust  Fund  is  a  multiemployer  plan  that  covers 
I  professional  actors  and  stage  managers  through  their  employment 
in  the  theater  industry  across  the  United  States.  Employers  in- 
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elude  the  League  of  American  Theaters,  which  are  basically  the 
Broadway  producers  and  stock  company  national  tours;  the  League 
of  Resident  Theaters,  which  you  have  here — the  Arena  Stage  and 
the  Folger  Theater;  and  the  Council  of  Stock  Theaters,  the  Olney 
Theater  up  in  Maryland  as  well  as  dinner  theaters. 

The  plan  was  established  in  1960  and  has  been  tailored  to  accom- 
modate the  vicissitudes  of  the  acting  profession.  Employment  is 
sporadic.  At  any  one  time  less  than  15  percent  of  Equitys'  39,000 
members  are  actually  working  in  theater  jobs.  In  the  course  of  any 
year,  only  14,500,  or  38  percent,  of  our  members  will  have  worked 
under  an  Equity  contract,  and  when  the  actor  is  finally  cast  in  the 
show  the  job  is  usually  short  term:  a  summer  stock  job  can  last  3 
or  4  weeks;  a  regional  theater  job,  6  weeks;  a  dinner  theater  may 
be  10  weeks.  Whatever  the  contract,  the  working  Equity  member 
can  expect  to  average  only  I6V2  weeks  of  employment  in  a  year. 

It  is  typical  for  a  working  actor  to  experience  many  months  of 
unemployment  between  theater  jobs.  If  an  actor  has  an  extended 
dry  period,  he  or  she  might  go  as  long  as  a  year  or  two  with  no 
contractual  employment.  Thus,  in  order  to  provide  meaningful  cov- 
erage as  well  as  to  stabilize  the  pool  of  plan  participants,  the  plan 
provided  for  post-employment  coverage  of  up  to  6  months  and  at 
the  end  of  that  coverage  allowed  the  member  to  continue  on  self- 
pay  indefinitely.  It  was  vital  when  setting  up  the  plan  that  all  pro- 
ducers contribute  to  the  same  fund  so  that  the  trustees  could  pro- 
vide the  same  health  benefits  no  matter  what  contract  under 
which  the  actor  had  worked.  This  again  is  because  of  the  nature  of 
our  work  in  the  industry. 

In  the  course  of  a  year,  an  actor  might  work  three  or  four  differ- 
ent producers,  probably  in  as  many  different  cities  and  States.  The 
actor  has  to  go  where  the  work  is. 

It  might  be  more  cost  effective  for  a  theater  in  Dallas  to  provide 
health  coverage  for  all  its  employees  through  a  local  HMO.  That  is 
of  little  or  no  good  to  an  actor  hired  out  of  Los  Angeles,  New  York, 
Seattle.  Nor  does  it  particularly  help  the  Dallas-based  actor  whose  ; 
job  takes  him  to  Phoenix  or  Denver. 

We  held  onto  these  premises  for  many,  many  years,  bargaining 
increases  in  health  contributions  into  our  agreement  to  cover  the 
rising  cost  of  such  a  plan.  But  the  costs  have  skyrocketed  in  a 
seemingly  exponential  pattern,  and  as  the  rate  projections  in-  ■ 
creased,  we  found  ourselves  giving  up  raises  and  salary  in  order  to 
gain  the  necessary  escalations  in  health  rates. 

I  don't  have  to  detail  to  you  the  chronology  of  this,  but  we  are  j 
presently  paying  $78  per  week  per  actor  to  the  health  fund,  which 
represents  about  9  percent  of  the  minimum  on  Broadway,  16  per- 
cent of  the  average  regional  theater  salary,  25  percent  of  a  dinner 
theater  salary,  and  as  much  as  50  percent  of  a  small  developing  ( 
theater.  So  we  are  rapidly  approaching  a  projected  contribution  of 
$100  per  week,  which  is  an  unsustainable  cost  in  such  a  tenuous 
industry  as  the  American  theater. 

Last  spring,  dinner  theater  negotiations  almost  broke  down  over 
the  issues  of  health  insurance,  and  a  strike  was  avoided  at  the  last 
minute  only  when  Equity  offered  a  lower  rate  to  the  theaters.  Not 
only  does  this  set  a  dangerous  precedent  for  future  contract  negoti- 
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ations,  but  such  a  solution  also  puts  a  serious  burden  on  an  already 
teetering  plan. 

We  have,  of  course,  an  experience-rated  plan.  The  more  money 
going  out  in  claims,  the  more  money  we  need  to  fund  the  plan.  But 
even  with  increased  rates,  we  are  still  experiencing  insufficient 
contributions.  This  is  tied  to  the  decline  in  long  running  shows,  et 
cetera.  The  trend  is  reflected  in  substantial  loss  of  long-term  jobs 
which  in  the  past  provided  the  financial  foundation  of  the  fund. 

Even  at  a  contribution  rate  of  over  $70  a  week  per  actor,  it  takes 
26  weeks  of  health  contributions  on  behalf  of  that  actor  to  pay  the 
cost  of  health  coverage  for  that  individual.  Most  jobs  are  now  con- 
tributing for  only  6  to  10  weeks.  As  you  can  see,  the  numbers  don't 
add  up. 

As  of  January  1991,  we  were  losing  $300,000  a  month.  The  re- 
serves had  dwindled  to  less  than  $1  million,  which  represented  a 
safety  net  of  less  than  1  month.  Inevitably,  in  order  to  act  in  a  fis- 
cally responsible  manner,  the  fund  trustees  have  had  to  institute 
reductions  in  benefits  and  major  changes  in  eligibility  require- 
ments in  order  to  bring  the  fund  into  balance. 

I  don't  have  to  list  the  sequence  and  chronology,  but  right  now 
the  changes  in  eligibility  requirements  are  substantial.  The  most 
drastic  and  painful  cut  for  our  members  to  bear  is  the  reduction  of 
the  length  of  time  a  member  can  remain  on  self-pay.  Traditionally, 
once  you  were  covered  under  our  plan  you  could  stay  on  it  for  life. 
If  you  worked  under  an  Equity  contract,  the  producers  paid  your 
premiums;  for  a  while  between  jobs  you  paid  the  premium  yourself. 

But,  as  the  premiums  rose,  the  process  of  adverse  selection  which 
Congressman  Moody  was  discussing  before  kicked  in  and  it  became 
more  prominent  in  the  self-pay  group.  Young,  healthy  members 
gambled  that  they  wouldn't  need  health  insurance  and  chose  not  to 
continue  on  self-pay.  The  less  healthy  members  who  knew  they 
needed  health  care  did  continue  to  file  claims.  At  one  point,  over 
50  percent  of  the  claims  on  our  plan  were  being  made  by  25  per- 
cent of  the  participants  who  were  on  self-pay.  Once  again  we  were 
moving  toward  bankruptcy. 

In  order  to  rectify  this  the  trustees  reduced  the  maximum  con- 
tinuous term  to  48  months,  et  cetera.  Right  now  you  can  stay  on 
self-pay,  except  I  guess  the  COBRA  limit  in  18  months.  That  is 
where  we  are  right  now,  so  we  are  in  line  with  that. 

I  have  included  for  the  record  several  excerpts  of  letters  that 
people  have  written  to  us  detailing  their  complaints. 

In  closing,  I  would  like  to  say  that  health  coverage  for  the  profes- 
sional actor  has  become  basically  an  elitist  benefit  and  may  soon 
not  exist  for  any  of  us.  Where  we  once  covered  nearly  15,000  mem- 
bers in  our  plan,  we  now  cover  8,000.  In  order  to  maintain  coverage 
even  for  that  group  we  have  sacrificed  salary  raises  for  most  of  our 
working  members.  When  we  demand  adequate  health  coverage  in 
our  standard  contracts,  we  jeopardize  even  cost-of-living  salary  in- 
creases and  put  every  negotiation  into  a  strike-threatening  posture 
from  the  beginning. 

The  cost  of  Equity's  health  benefit  package  has  nearly  crippled 
our  ability  to  organize,  and  we  sacrifice  new  job  opportunities 
which  in  the  ideal  would  earn  them  health  coverage.  When  we 
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refuse  to  come  to  an  agreement  without  obtaining  health  benefits, 
many  nonunion  producers  simply  walk  away. 

The  spiralling  cost  of  health  care  in  the  United  States  has  placed 
Actors'  Equity  in  a  double  bind.  If  we  begin  forming  agreements 
which  do  not  provide  health  coverage  or  which  call  for  lower  con- 
tribution rates,  our  plan  will  fall  apart  and  no  professional  stage 
actor  will  have  any  health  coverage  whatsoever. 

Congress.  Health  care.  Health  care  has  been  on  and  off  the 
agenda  here  for  75  years.  Fifty  years  ago  Representative  Dingell's 
father  called  for  a  program  of  national  health  insurance  and  he  in- 
troduced on  the  floor  the  Murray- Wagner-Dingell  health  insurance 
bill. 

It  is  time.  Congress  has  to  move  into  a  decisionmaking  mode.  If 
extreme  political  pressure  is  required  to  force  the  legislation,  it  will 
be  mobilized.  Added  to  all  the  usual  special  interest  groups  will  be 
yet  another  until  now  undermobilized  group) — the  people,  the  con- 
stituents in  every  congressional  district  in  this  Nation. 

Politicians  must  be  held  accountable  on  this  issue.  They  must 
decide.  Most  things  in  the  world  are  quite  complex,  but  some 
things  are  staggeringly  simple.  And  the  question  simply  put  is 
access  and  quality  care  a  right  for  all  our  citizens  regardless  of  how 
much  money  they  have.  The  right  to  life,  liberty,  and  the  pursuit  of 
happiness  is  not  dependent  on  how  much  money  it  costs. 

It  is  not  just  the  folks  in  my  union  that  need  relief,  but  all  the 
people  in  this  country  of  ours  who  need  relief.  We  are  in  trouble. 

You  members  of  the  legislative  branch  shoulder  an  awesome  re- 
sponsibility. You  can  provide  that  relief.  You  must  provide  that 
relief.  You  face  difficult  ethical  choices  and  political  dilemmas.  I 
would  not  want  to  be  in  your  shoes.  But,  in  your  hearts  you  know 
what  the  right  thing  is  to  do. 

After  having  looked  at  the  different  proposals  before  you,  study- 
ing different  Senate  proposals,  it  is  clear  to  the  39,000  members  of 
Actors'  Equity  that  notwithstanding  incremental  reforms  and  other 
beneficial  aspects  of  the  different  bills,  it  is  Mr.  Russo's  proposal, 
H.R.  1300,  that  offers  any  real  and  lasting  systemic  change. 

Actors'  Equity  has  joined  an  expanding  coalition  of  groups  that 
will  work  vigorously  to  influence  to  the  extent  that  we  can  and 
help  mobilize  people  so  that  some  day,  sooner  rather  than  later,  a 
single-payer  comprehensive  system  with  universal  access  to  quality 
care  is  a  right  of  all  Americans. 

To  close,  I  would  like  to  quote  two  philosophers: 

I  believe  there  is  no  more  important  problem  confronting  our  country  today  than 
health  care.  Nothing  cries  louder  for  a  solution.  People  who  are  ill  should  worry 
solely  about  getting  well.  They  shouldn't  be  worried  about  the  bills  piling  up.  It  is 
time  to  abandon  the  catchy  slogans  and  gear  up  for  the  legislative  long  march.  This 
can  be  a  defining  issue  for  our  Government.  It  is  our  choice,  a  choice  which  millions 
of  Americans  are  waiting  for  this  Congress  and  this  President  to  make. 

That  was  Chairman  Rostenkowski  in  introducing  his  bill  H.R. 
3205,  the  Health  Insurance  Coverage  and  Containment  Act,  on 
August  2  of  this  year. 
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And  the  second  philosopher  is  the  playwright  Samuel  Beckett, 
who  said:  'Tail  again,  try  again,  fail  better." 
Thank  you. 

Mr.  Russo.  Thank  you  very  much. 
[The  prepared  statement  follows:] 
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I  am  delighted  to  be  here  and  want  to  thank  the  Committee  and  Chairman 
Rostenkowski  for  granting  us  this  opportunity  to  appear  before  you. 

Ways  and  Means  is  often  thought  of  as  a  Trade  or  Tax  Committee.  I  think  of  it  as  a 
Health  Committee  in  terms  of  its  activities  and  leadership  to  improve  and  expand 
health  care  services.  You  have  helped  ignite  the  debate  and  focus  attention. 


Frank  Hartensteir 


Jay  Aubrey  Jones 
Geraldine  Kay 

Richard  Lederer 


The  Committee  has: 

1)  worked  to  eliminate  inappropriate  investments  by  physicians  in  clinics  to  which 
they  refer  patients,  actions  which  drive  up  health  care  costs  and  may  lead  to 
unnecessary  testing; 


Kitty  Lunn 
Jack  Magradey 
Marty  McDonough 


Chuck  Patterson 
Kathleen  Siobhan 
Zelda  Pulliam 
Cleo  Quitman 
Judy  Rice 


2)  added  extra  Medicare  operating  payments  to  hospitals  that  take  on  a  larger  burden 
of  serving  the  poor  and  uninsured; 

3)  added  Medicare  coverage  for  preventive  tests  vitally  important  to  women,  such  as 
screening  mammography  and  Pap  smears; 

4)  reformed  abusive  marketing  of  supplemental  Medicare  insurance  (Medigap) 
policies,  abuses  that  cost  elderly  consumers  money  and  sometimes  resulted  in 
unnecessary  coverage; 


Danny  Strayhon 
Will  Stutts 
Ted  Thurston 


5)  worked  to  hold  down  medical  costs  by  reforming  payments  of  overpriced 
procedures,  such  as  radiological  procedures,  and  by  implementing  a  new  physician 
payment  system  for  Medicare  to  increase  compensation  to  general  practitioners  and 
family  physicians. 


6)  sought  ways  to  restrain  ever-rising  hospital  capital  expenditures,  expenditures  that 
result  in  overbuilding  in  many  prosperous  areas  while  hospitals  that  serve  the  poor  are 
all  too  frequently  stuck  with  aging  and  inadequate  physical  facilities. 


The  many  different  bills  introduced  by  members  of  your  Committee,  the  Chairman's 
own  bill  3205,  Representative  Stark's  bill,  (Mediplan)  HR  650,  Representative 
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Gibbon's  proposal  HR  1777,  Representative  Kennelly's  bill,  HR  3410,  introduced  two 
weeks  ago,  Rep.  Nancy  Johnson's  HR  1565,  and  Rep.  Pease's  bill  HR  1255,  attest  to  the 
committee's  recognition  of  the  crisis  situation  in  our  health  care  services.  There  are 
others:  Rep.  Oakar's  HR  8;  Reps.  Grandy  &  Goodling's  HR  1230;  Rep.  Waxman's  HR 
2535  and  John  Dingell's  18th  attempt  at  some  reform,  HR  16  (the  National  Health 
Insurance  Act).  The  different  Senate  proposals  again  offer  testimony  that  the  problem 
must  be  addressed. 

You  know  the  statistics  better  than  I  do,  you've  had  umpteen  hearings,  gone  on  retreat, 
caucused  and  have  heard  from  experts  who  are  involved  on  a  daily  basis  in  various 
aspects  of  the  "health  care  industry",  your  very  able  staffs  provide  you  with  information 
and  the  legislative  history  and  context  of  the  various  attempts  to  reform  and  finance  the 
delivery  of  medical  care.  And  I'm  sure  you've  all,  at  one  time  or  another,  been  affected 
profoundly  by  the  myriad  horror  stories  and  tragedies  suffered  by  an  ever-growing 
proportion  of  our*  population. 

So,  what  can  I  add  to  the  record  and  perhaps  to  members  of  your  Committee's  growing 
understanding  of  the  dimensions  of  the  problem. 

I  will  endeavor  to  explain  how  a  subset  of  the  general  population,  the  39,000  Actors  and 
Stage  Managers  I  represent  in  my  capacity  as  President  of  Actors'  Equity  Association,  are 
trying  to  cope  with  the  out-of-control  rise  in  costs  and  the  diminished  and,  in  some  cases, 
liquidated  benefits. 

Then,  I  would  respectfully  submit  our  proposal  for  change,  and  the  legislation  we 
endorse. 

The  Equity-League  Health  Trust  Fund  is  a  multi-employer  Plan  covering  professional 
actors  and  stage  managers  through  their  employment  in  the  theatre  industry  across  the 
United  States.  Employers  include  members  of  the  League  of  American  Theatres  and 
Producers  (covering  Broadway  and  major  tours),  the  League  of  Resident  Theatres 
(companies  like  the  Arena  Stage  and  the  Folger  here  in  Washington),  and  the  Council  of 
Stock  Theatres  (such  as  the  Olney  Theatre  just  up  in  Maryland),  as  well  as  dinner 
theatres,  small  professional  theatres,  cabarets  and  even  college  and  university  theatres. 

The  Plan,  established  in  1960,  has  been  tailored  to  accommodate  the  vicissitudes  of  the 
acting  profession.  Employment  is  sporadic:  at  any  one  time  less  than  15%  of  Equity's 
39,000  members  are  actually  working  in  theatre  jobs;  in  the  course  of  any  year,  only 
14,500  or  38%  of  our  members  will  have  worked  under  an  Equity  contract.  And  when 
the  actor  is  finally  cast  in  a  show,  the  job  is  usually  short-term.  A  typical  Summer  Stock 
job  might  last  three  or  four  weeks;  a  Regional  Theatre  job  could  be  six  or  eight  weeks; 
Dinner  Theatre  might  provide  ten  weeks.  Whatever  the  contract,  the  working  Equity 
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member  can  expect  to  average  only  sixteen  and  a  half  weeks  of  Equity  employment  in 
a  year.  It  is  typical  for  a  working  actor  to  experience  many  months  of  unemployment 
between  theatre  jobs.  If  an  actor  has  an  extended  "dry"  period,  he  or  she  might  go  as 
long  as  a  year  or  two  with  no  contractual  employment.    Thus,  in  order  to  provide 
meaningful  coverage,  as  well  as  to  stabilize  the  pool  of  Plan  participants,  the  Plan 
provided  for  post  employment  coverage  of  up  to  six  months  and,  at  the  end  of  that 
coverage,  allowed  the  member  to  continue  the  same  coverage  on  a  self-pay  basis 
indefinitely. 

It  was  vital  when  setting  up  this  Plan  that  all  producers  contribute  to  the  same  Fund  so 
that  the  Trustees  could  provide  the  same  health  benefits  no  matter  the  contract  under 
which  the  actor  had  worked.  This,  again,  is  because  of  the  nature  of  work  in  our 
industry.  In  the  course  of  a  year  an  actor  might  work  for  three  or  four  different 
producers,  probably  in  as  many  different  cities  or  states  —  the  actor  must  go  where  the 
work  is.  Although  it  might  be  more  cost  effective  for  a  theatre  in  Dallas  to  provide 
health  coverage  for  all  its  employees  through  a  local  HMO,  this  is  of  little  or  no  good  to 
actors  hired  out  of  town  from  Los  Angeles,  New  York,  Seattle  or  Atlanta  to  do  the  show 
for  six  or  eight  weeks.  Nor  does  it  particularly  help  the  Dallas-based  actor  whose  next 
job  takes  him  to  Phoenix  or  Denver  the  following  month. 

We  held  on  to  these  underlying  premises  for  many  years,  bargaining  increases  in  Health 
contributions  into  our  Agreements  to  cover  the  rising  costs  of  funding  such  a  Plan.  But 
health  care  costs  have  skyrocketed  in  a  seemingly  exponential  pattern,  and  as  the  rate 
projections  increased  we  found  ourselves  giving  up  raises  in  salaries  in  order  to  gain  the 
necessary  escalations  in  Health  rates.  Producers  are  currently  contributing  up  to  $78  per 
week  per  actor  to  the  Health  Fund.  While  this  represents  only  nine  percent  of  minimum 
salary  on  Broadway,  it  comes  to  16%  of  the  average  regional  theatre  salary,  24%  of  a 
typical  Dinner  Theatre  salary  and  as  much  as  50%  of  salary  in  a  small  developing  theatre. 
And  we  are  rapidly  approaching  a  projected  contribution  rate  of  $100  per  week,  an 
arguably  unsustainable  cost  in  such  a  tenuous  industry  as  the  American  theatre.  Last 
spring,  negotiations  with  Dinner  Theatre  Producers  almost  broke  down  over  the  issue  of 
health  insurance;  a  strike  was  avoided  at  the  last  minute  only  when  Equity  offered  a  lower 
health  rate  to  these  theatres.  Not  only  does  this  set  a  dangerous  precedent  for  future 
contract  negotiations,  but  such  a  solution  also  puts  a  serious  burden  on  an  already 
teetering  Plan. 

The  Equity-League  Health  Plan  is,  of  course,  an  experience  rated  Plan  —  the  more 
money  going  out  in  claim  payments,  the  more  money  needed  to  fund  the  Plan.  But  even 
with  increased  rates,  we  are  still  experiencing  insufficient  contributions.  This  is  tied  to  a 
decline  in  the  number  of  long-running  Broadway  shows  and  a  decrease  across  the  nation 
of  resident  regional  companies.  This  trend  is  reflected  in  a  substantial  loss  of  long  term 
jobs,  which  in  the  past  provided  the  financial  foundation  of  the  Fund.  Even  at  a 
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contribution  rate  of  over  $70  per  week  per  actor,  it  takes  26  weeks  of  Health 
contributions  on  behalf  of  that  actor  to  pay  the  cost  of  health  coverage  for  that  individual. 
Most  jobs  are  now  contributing  for  only  six  to  ten  weeks.  As  you  can  see,  the  numbers 
don't  add  up.  By  January  of  1991,  the  Fund  was  losing  $300,000  per  month  and  its 
reserves  had  dwindled  to  One  Million  Dollars,  a  safety  net  of  less  than  one  month! 

Inevitably,  in  order  to  act  in  a  fiscally  responsible  manner  the  Fund  Trustees  have  had  to 
institute  reductions  in  benefits  and  major  changes  in  eligibility  requirements  in  order  to 
bring  the  Fund  into  balance.  The  first  round  of  benefit  reductions  were  made  in  1985  and 
included  an  increase  in  the  deductible,  reduced  length  of  post-employment  coverage,  and 
elimination  of  both  dental  and  life  insurance  benefits  which  had  always  been  part  of  the 
Plan.  At  the  same  time,  eligibility  requirements  increased  from  two  consecutive  weeks  of 
covered  employment  to  three  consecutive  weeks.  In  June  of  1991,  eligibility 
requirements  were  further  increased  to  five  weeks.  But  even  this  was  not  enough!  And 
as  of  December,' 1991,  the  entire  eligibility  system  will  change  so  that  an  actor  will  be 
required  to  pass  an  annual  earnings  test  of  $5,000  or  an  annual  work-week  test  of  12 
weeks  of  employment  in  order  earn  health  insurance  coverage.  Will  this  save  our  Health 
Plan?  We  certainly  hope  so,  but  at  what  human  cost?  Under  the  old  eligibility  rules  we 
had  been  able  to  cover  nearly  15,000  members;  now  we  will  cover  perhaps  8,000. 

These  changes  in  eligibility  requirements  are  substantial,  but  the  most  drastic  and  painful 
cut  for  our  members  to  bear  is  the  reduction  of  the  length  of  time  a  member  can  remain 
on  self-pay.  Traditionally,  once  you  were  covered  under  our  health  plan,  you  could  stay 
on  it  for  life  —  if  you  worked  under  an  Equity  contract,  the  producer  paid  your  premiums 
for  a  while;  between  jobs,  you  paid  the  premium  yourself.  But,  as  premiums  rose,  the 
process  of  adverse  selection  became  more  and  more  prominent  in  the  self-pay  group. 
Young,  healthy  members  gambled  that  they  would  not  need  health  insurance  and  chose 
not  to  continue  on  self-pay;  the  less  healthy  members  who  knew  they  needed  health  care 
did  continue  and  did  file  claims.  At  one  point,  over  50%  of  the  claims  on  our  Plan  were 
being  made  by  the  25%  of  participants  who  were  on  self-pay.  Once  again  the  Fund  was 
moving  toward  bankruptcy!  In  order  to  rectify  this,  in  December,  1990,  the  Trustees 
reduced  the  maximum  continuous  term  for  self-pay  to  48  months.  This  caused  shock  and 
fear  among  our  membership.  But  it  was  still  not  enough!  And  as  of  December,  1991, 
that  maximum  term  will  drop  to  the  18  months  required  under  COBRA  (a  statutory  limit 
which  is  not  reflective  of  the  needs  of  our  industry.)  For  many  of  our  members,  mis  is  a 
devastating  turn  of  events.  The  very  people  who  most  need  health  coverage  have  been 
dropped  from  the  Plan  —  they're  too  expensive  for  us.  We  are  having  to  resort  to  triage 
among  our  members,  and  Equity's  time-honored  motto  of  "All  for  one  and  one  for  all"  no 
longer  applies. 

Let  me  try  to  give  you  a  glimpse  of  the  personal  effect  these  changes  have  had  on  our 
membership.  The  following  are  excerpts  from  letters  to  our  Fund  Board  of  Trustees: 
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1.  "Since  I  moved  to  New  York  in  1987,  the  rate  of  the  quarterly  self-payment  has 
climbed  from  $360  to  over  $500  per  quarter.  If  a  member  is  willing  to  put  out 
that  much  money  for  coverage  —  Equity  should  not  be  able  to  limit  how  long  he 
or  she  can  opt  to  do  that.  To  shorten  it  to  48  months  last  year  was  a  thinly  veiled 
betrayal  of  members  with  AIDS.  I  think  that  is  unforgivable.  Now,  you  propose 
to  shorten  it  to  eighteen  months. 

"...  We  are  in  a  national  health  care  crisis.  The  answer  is  not  to  ask  the  insured 
to  pay  more  money,  but  to  lobby  the  government  and  the  insurance  companies  to 
change  the  way  they  do  business. 

"...  It  strikes  me  that  the  doctors  get  to  charge  outrageous  amounts  which 
insurance  companies  don't  want  to  pay,  so  the  patient  is  caught  in  the  middle.  If 
the  insurance  companies  want  to  get  the  doctors  to  charge  less,  they  should  deal 
with  the  doctors,  not  say  to  the  patient,  'Oh,  we  won't  pay  that.'  Otherwise 
you'll  have  a  situation  where  a  patient  puts  off  getting  care  he  or  she  might  need 
because  the  doctors  charge  too  much  and  the  insurance  companies  refuse  to  pay  it. 
I  don't  have  a  family,  but  I  shudder  to  think  of  members  who  do  trying  to 
maintain  health-care  for  their  children  under  such  conditions." 

2.  "Many  members  are  forced  to  take  out  their  own  health  insurance,"  writes 
member  Joyce  Nolen.  "When  they  work  and  qualify,  they  are  unnecessarily 
covered  by  two  companies.  We  will  all  be  forced  to  do  the  same  thing  if  you 
accept  this  plan.  It  is  a  disgrace  for  an  actor  who  is  sometimes  out  of  work  for 
long  periods  of  time  to  be  faced  with  insurance  problems  such  as  these. 

"...  many  summer  stock  jobs  are  not  long  enough  to  qualify  for  insurance.  .  .  . 
In  the  past  I  have  accepted  work,  knowing  I  would  possibly  lose  money  doing  the 
job,  just  to  get  my  insurance  picked  up.  Now  I  have  the  privilege  of  making  little 
or  no  money  for  a  job  and  receiving  no  insurance  for  it. 

"...  We  need  an  acceptable  health  plan  now!" 

3.  From  member  Andrew  McGibbon:  "While  the  salary  for  this  job  is  reasonable 
the  main  reason  I  took  it  was  for  the  renewal  of  my  health  insurance  benefits. 
This  job  will  be  continuing  throughout  the  fall  and  next  winter,  however  [because 
of  the  changes  in  eligibility  rules]  it  will  not  enable  me  to  meet  the  criteria 
necessary  to  renew  my  health  benefits  once  they  run  out  [from  this  spring].  Of 
course,  I  could  go  on  self-pay,  but  I  can't  afford  it." 

4.  And  finally,  excerpts  from  member  Joe  Francis'  letter  to  Equity's  elected 
governing  Council:  ".  .  . I  joined  the  AEA  [Pension  and  Health]  Caucus  as  an 
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observer  3  or  4  years  ago.  .  .  .  During  those  years,  as  we  all  know,  health  costs 
have  escalated  to  the  point  of  absurdity  and  have  resulted  in  two  changes  in  the 
Equity-League  Plan  in  less  than  a  year.  .  .  .  Under  the  old  plan,  during  the  last 
year  for  which  there  are  statistics,  approximately  14,000  people  received  some 
coverage.  .  .  .  Under  the  new  plan  approximately  8,000  people  will  be  covered... 
What  happens  to  those  other  6,000  people?  Do  you  think  that  6,000  people  losing 
even  some  health  insurance  is  no  big  deal?  I  guess  they  simply  join  the  other  34 
million  people  that  everyone  is  talking  about  who  have  no  health  insurance. " 

In  conclusion,  health  coverage  for  a  professional  actor  has  become  an  "elitist"  benefit  and 
may  soon  not  exist  for  any  of  us.  Where  we  once  covered  nearly  15,000  members  in  our 
Plan,  we  now  cover  less  than  8,000.  In  order  to  maintain  coverage  even  for  that  group, 
we  have  sacrificed  salary  raises  for  most  of  our  working  members.  When  we  demand 
adequate  health  coverage  in  our  standard  contracts,  we  jeopardize  even  cost  of  living 
salary  increases  and  put  every  negotiation  into  a  strike  threatening  posture  from  the 
beginning.  The  cost  of  Equity's  health  benefit  package  has  nearly  crippled  our  ability  to 
organize  non-union  theatres,  sacrificing  new  job  opportunities  for  our  members  (which,  in 
the  ideal,  would  earn  them  health  coverage!)  When  we  refuse  to  come  to  an  agreement 
without  obtaining  health  benefits,  many  non-union  producers  simply  walk  away.  The 
spiraling  costs  of  health  care  in  the  United  States  have  placed  Actors'  Equity  Association 
in  a  double  bind.  For  if  we  begin  forming  agreements  which  do  not  provide  health 
coverage  or  which  call  for  lower  contribution  rates,  our  Plan  will  fall  apart  and  no 
professional  stage  actor  will  have  any  health  coverage  whatsoever.  Worse,  our  members 
are  witnessing  both  the  obvious  and  inevitable  disintegration  of  their  Union's  health  plan 
and  their  government's  inability  and  unwillingness  to  address  the  need  for  National  Health 
Care. 

Health  Care  has  been  on  and  off  the  agenda  for  75  years.  Fifty  years  ago  Representative 
Dingell's  father  called  for  a  program  of  national  health  insurance,  introducing  the 
Murray-Wagner-Dingell  health  insurance  bill. 

Congress  must  move  into  a  decision-making  mode.  If  extreme  political  pressure  is 
required  to  force  the  legislation,  it  will  be  mobilized.  Added  to  all  the  usual  special- 
interest  groups  will  be  yet  another,  until  now  under-mobilized  group  -  the  people,  the 
constituents  in  every  Congressional  District  in  the  nation.  Politicians  must  be  held 
accountable  on  this  issue.  They  must  decide. 
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Most  things  in  this  world  are  complex,  yet  some  things,  are  staggeringly  simple.  The 
question  simply  put  is... 

Is  access  and  quality  care  a  right  for  aH  our 

citizens  regardless  of  how  much  money  they  have? 

(The  right  to  life,  liberty  and  the  pursuit  of 

happiness  is  not  dependent  on  how  much  money  it 

will  cost.) 

It  is  not  just  the  folks  in  my  Union  that  need  relief,  but  all  the  people  in  this  country  of 
ours  who  need  relief.  We're  in  trouble.  You  members  of  our  legislative  branch  shoulder 
an  awesome  responsibility.  You  can  provide  that  relief.  You  must  provide  that  relief. 
You  face  difficult  ethical  choices  and  political  dilemmas.  I  would  not  want  to  be  in  your 
shoes.  But  in  your  hearts,  you  know  what's  right. 

After  having  looked  at  the  differing  proposals  before  you,  and  studying  different  Senate 
proposals,  it  is  clear  to  the  39,000  members  of  my  Association  that,  notwithstanding 
incremental  reforms  and  other  beneficial  aspects  of  the  differing  bills,  it  is  Mr.  Russo's 
proposal,  HR  1300,  that  offers  any  real  and  lasting  systemic  change.  Actors'  Equity  has 
joined  an  expanding  coalition  of  groups  that  will  work  vigorously  to  influence,  to  the 
extent  that  we  can  and  help  mobilize  people  so  that  some  day,  sooner  rather  than  later,  a 
single-payer,  comprehensive  system  with  universal  access  to  quality  care  is  a  right  of  all 
Americans. 

"I  believe  there  is  no  more  important  problem  confronting  our  country  today  than  health 
care.  Nothing  cries  louder  for  a  solution...  people  who  are  ill  should  worry  solely  about 
getting  well.  They  shouldn't  be  worried  about  the  bills  piling  up.  It's  time  to  abandon 
the  catchy  slogans  and  gear  up  for  the  legislative  long  march.  This  can  be  a  defining 
issue  for  our  government. . .  It  is  our  choice  -  a  choice  which  millions  of  Americans  are 
waiting  for  this  Congress  and  this  President  to  make." 

Chairman  Rostenkowski,  in 
introducing  his  bill,  HR  3205, 
the  Health  Insurance  Coverage 
and  Containment  Act  of  1991, 
on  August  2,  1991 

The  Playwright  Samuel  Beckett  said: 

"Fail  again.  Try  again.  Fail  better. " 


Thank  you. 
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Mr.  Russo.  Mr.  Masur. 

Mr.  Masur.  I  don't  have  a  statement  at  this  time,  Congressman. 
I  would  like  to  say  for  the  record  that  during  Mr.  Gordon's  state- 
ment he  made  references  to  "y°ur  bill,  Mr.  Chairman."  I  want  to 
make  it  clear  that  Congressman  Russo  was  in  the  chair  and  the  bill 
to  which  Mr.  Gordon  referred  was  H.R.  1300. 

Thank  you. 

Mr.  Gordon.  Yes,  it  was. 

Mr.  Russo.  Don't  I  wish  I  was  the  chairman  of  the  committee. 
You  would  be  a  lot  more  

Mr.  Silver.  Richard  saw  Brendan  Sullivan  here. 

Mr.  Russo.  But  the  fact  that  he  is  not  here,  he  is  handling  some 
other  committee  matters,  if  I  could  mark  up  the  bill  right  now  we 
would  have  it  out  in  a  second.  [Laughter.] 

Let  me  just  say  that  I  certainly  appreciate  your  endorsement  of 
my  legislation.  As  you  all  may  be  aware,  one  of  the  most  common 
arguments  about  the  single-payer  reform  that  I  put  in  is  that,  you 
know,  Congressman,  it  is  the  right  thing  to  do  but  it  is  not  politi- 
cally feasible,  so  we  have  to  do  something  less  because  we  can't  do 
this. 

Would  you  care  to  respond  on  what  you  hear?  I  believe  that  is 
the  "inside  beltway"  mentality.  All  of  you  are  from  outside  the 
beltway  and  it  would  be  interesting  to  see  what  people  think  out- 
side of  the  beltway  about  whether  this  is  politically  feasible. 

Mr.  Gordon.  Well,  I  think  it  is  exactly  the  opposite.  I  mean  the 
people  that  I  have  spoken  to  have  a  tremendous  fear  of  this  kind  of 
Byzantine  regulation  piled  on  regulation  reaching  out  this  kind  of 
big  net  that  is  going  to  affect  1,500  insurers,  hundreds  of  thousands 
of  care-givers.  It  doesn't  make  any  sense  to  them. 

I  think  the  problem  that  the  layman  has  had  with  Government 
regulation  has  been  exactly  that  image  of  this  kind  of  bureaucracy 
reaching  out  and  trying  to  control  and  forcing  compliance.  This 
does  away  with  that. 

There  is  an  expression  in  our  business.  It  is  a  somewhat  vulgar 
colloquialism,  but  it  is  not  too  vulgar  so  I  think  I  can  say  it.  It  is 
simply  KISS,  and  the  initials  stand  for  "Keep  It  Simple,  Stupid," 
and  that  is  only  said  in  terms  of  wanting  to  get  to  the  simplest, 
cleanest,  most  rational  way  to  do  things.  It  is  true  about  a  plot  line 
and  it  is  certainly  true  about  a  piece  of  legislation  and  a  concept. 

I  believe  that  the  Russo  bill  does  not  try  to  simply  add  patches  to 
a  bad  system.  It  really  creates  a  whole  holistic,  if  you  will,  system 
of  health  care  which  this  country  is  crying  out  for. 

So  I  do  not  hear  the  argument  that  this  kind  of  regulation  upon 
regulation  piecemeal  approach  has  any  more  popularity.  And,  to 
the  contrary,  I  am  hearing  it  has  much  less  popularity  from  the 
members  that  I  have  spoken  to. 

Mr.  Silver.  Political  feasibility  is  a  topic  that  I  am  not  equipped 
to  argue  as  well  as  you,  obviously,  and  most  people  in  the  Halls  of 
Congress.  But  I  would  suggest  to  you  that  on  a  very  simplistic  level 
when  the  people  want  something  badly  enough  and  there  is  enough 
political  pressure,  the  political  climate  changes  and  the  feasibility 
seems  to  change. 

So  I  don't  know  specifically  what  you  mean  by  politically  feasible 
because  there  is  a  very  byzantine  layer  of  special  interest  groups 
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attached  to  this  issue,  obviously.  But  feasibility  means  to  me  if  the 
constituents  get  excited  enough  about  this,  if  they  understand  what 
is  at  stake,  if  they  start  making  it  a  litmus  test  in  every  State  and 
senate  district  and  every  assembly  district  and  every  congressional 
district,  and  people  are  going  to  have  to  be  held  accountable  to 
what  kind  of  legislation  they  want  on  this  issue,  then  it  seems  to 
me  the  political  climate  changes.  We  are  the  political  climate. 

So  I  think  it  is  a  matter  of  galvanizing  attention,  focusing  atten- 
tion, and  then  I  think  it  will  become  remarkably  feasible  once  the 
pressure  is  applied. 

Mr.  Masur.  Over  time  you  have  heard  many  people  talk  about 
the  approximately  one-third  of  this  country  who  either  have  no 
health  insurance  or  have  such  minor  health  insurance  coverage 
that  effectively  they  have  no  access  to  the  system.  Let  me  draw 
your  attention  to  the  other  two-thirds. 

The  other  two-thirds  are  basically  the  people  who  vote  for  all  of 
you.  Probably  not  all  of  them,  since  not  that  many  people  vote.  But 
let's  say  they  all  voted.  That  is  certainly  where  the  major  pool  is, 
in  the  people  who  have  insurance. 

No  plan  except  a  single-payer  plan  will  address  the  needs  of 
people  who  already  have  insurance.  That  is  why  you  have  labor 
leaders  sitting  in  front  of  you  today.  Most  of  our  members  current- 
ly have  insurance.  Some  of  them  don't,  but  many  of  them  do.  We 
have  to  address  their  needs,  and  anybody — if  I  were  running  for 
office,  boy,  I  would  sure  be  looking  for  a  plan  that  took  into  ac- 
count the  needs  of  the  already  insured.  Only  a  single-payer  plan 
will  eliminate  the  copayments,  deductibles  and  out-of-pocket  ex- 
penses which  are  crushing  people  with  insurance. 

And  also,  only  your  plan,  as  far  as  I  have  read,  has  a  long-term 
insurance  component  to  it,  which,  as  you  know,  is  only  feasible 
under  a  single-payer  plan  because  you  can't  control  the  cost  well 
enough  otherwise,  and  it  is  the  only  plan  that  has  a  long-term  com- 
ponent. And,  if  you  can't  sell  this  on  long-term  care  alone,  I  don't 
know.  Because  everybody  I  have  ever  asked  if  they  have  long-term 
insurance,  and  they  go,  "Yes,  I  think  so,"  and  I  go,  "No,  you  don't." 
They  go,  "Well,  how  can  I  get  it?"  and  I  say,  "Through  a  single- 
payer  national  health  care  system." 

Mr.  Silver.  Congressman  Russo,  has  Richard  convinced  you  that 
your  plan  is  the  best  plan? 

Mr.  Gordon.  I  think  you  should  go  with  it. 

Mr.  Russo.  I  think  I  will  vote  for  it.  [Laughter.] 

Mr.  Silver.  I  would  just  like  to  add  one  thing.  A  lot  of  people 
talk  about,  "You  know,  I  don't  know.  When  I  hear  national  this 
and  national  that  I  get  a  little  nervous  when  the  government  is  in- 
volved." And  I  tell  those  people,  and  I  mean  that,  that  national 
health  has  a  sweeter  ring  to  me  and  makes  as  much  sense  to  me  as 
national  defense  does,  and  there  is  nothing  wrong  with  it.  And  to 
look  at  it,  and  it  can  work  and  it  does  work. 

Mr.  Masur.  We  don't  farm  out  our  national  defense  to  1,500  dif- 
ferent intermediaries  to  try  and  figure  out  the  best  way.  No,  we 
centralize  it  because  it  is  something  that  is  so  big  we  can't  do  it 
any  other  way.  I  think  national  health  care  is  a  very,  very,  very 
similar  model. 
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Mr.  Gordon.  It  might  also  be  helpful  to  understand  the  Screen 
Actors  Guild  and  the  political  history  that  we  have  had.  In  recent 
years  we  have  been  very  gun  shy  about  getting  involved  in  political 
issues,  particularly  polarizing  political  issues. 

Amazingly  enough,  this  is  not  turning  out  within  our  member- 
ship to  be  a  polarizing  political  issue.  This  has  galvanized  them  like 
nothing  that  I  have  seen  before,  and  I  have  to  believe  it  is  because 
it  directly  touches  their  self-interest.  They  are  deeply  concerned 
and  they  really  believe  that  the  single-payer  approach  is  the  best 
possible  approach. 

Mr.  Russo.  Thank  you.  Mr.  Moody. 

Mr.  Moody.  I  think  you  were  here  when  the  insurance  executives 
were  sitting  in  those  three  seats  and  you  heard  their  proposal, 
which  goes  in  the  opposite  direction  but  they  claim  would  handle 
the  problem,  by  and  large. 

Anything  wrong  with  what  they  said? 

Mr.  Silver.  Well,  the  only  thing  wrong  in  what  they  said — I  am 
not  equipped  to  argue  technically  a  lot  of  the  details.  What  is 
wrong  in  what  they  said  is  that  they  have  different  goals.  Their 
goal  is  protecting  and  maximizing  profits,  and  our  goal  in  this  case 
would  be  protecting  and  maximizing  the  health  care  of  the  people. 

And,  unfortunately,  the  market  works  in  strange  and  mysterious 
ways,  but  not  always  the  best  way  when  we  are  talking  about  the 
commonwealth. 

I  would  hasten  to  add  that  the  individual  good  is  not  necessarily 
a  term  opposed  to  the  collective  good,  but  rather  it  is  the  good  of 
every  individual  collected,  and  I  don't  think  that  is  part  of  the  goal 
or  principle  or  raison  d'etre  for  the  insurance  companies. 

Mr.  Masur.  In  the  last  several  years  we  have — the  last  12  years, 
we  have  heard  a  lot  of  defining  of  issues  in  terms  of  "us"  versus 
"them."  I  would  like  to  define  this  in  that  way  even  though  I  don't 
subscribe  to  this  normally  as  a  tactic. 

There  is  a  "them"  here  if  you  consider  who  benefits  from  the 
status  quo  the  most  and  who  would  benefit  the  least  from  a  change 
in  the  status  quo  to  something  like  a  single-payer  system.  The 
"them"  in  this  equation  from  my  point  of  view  is  a  very  small 
group.  It  is  the  HIAA,  the  Blues,  the  AMA,  the  health  equipment 
manufacturers,  the  pharmaceutical  manufacturers,  the  hospital  ad- 
ministrators, and  corporations. 

The  "us"  in  this  equation  is  everyone  else:  small  business,  large 
business,  individuals,  labor,  professional  people. 

Now,  when  you  look  at  it  from  that  point  of  view,  I  think — I 
mean  you  can  make  a  strange  bedfellow.  I  mean  you  can  mate  a 
horse  to  a  donkey  and  you  can  come  out  with  a  mule.  But  you  can't 
mate  a  horse  with  a  gerbil.  I  mean  it  is  just  not  possible. 

And  what  you  have  here,  as  Mr.  Silver  just  stated,  is  two  such 
diametrically  opposed  goals.  They  don't  even  belong  in  the  same 
conversation,  in  my  opinion. 

Mr.  Gordon.  Admittedly,  I  came  in  in  the  middle  of  that  panel, 
so  I  did  not  hear  the  entire  plan  as  opposed.  But  the  immediate 
question  that  was  raised  in  my  mind  by  the  little  bit  that  I  did 
hear  is  how  are  they  addressing  cost  containment  and  how  are 
they  addressing  the  subject  of  administrative  waste? 
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It  still  seems  to  me  that  as  long  as  you  have  that  vast  array  of 
carriers  you  are  going  to  have  a  necessary  bureaucracy  to  control 
those  carriers  in  terms  of  costs  and  in  terms  of  fee  schedules,  and  it 
does  not  seem  that  it  will  address  the  problem  and  ultimately  lead 
to  the  savings  which  I  understand  the  Russo  bill  can  lead  to. 

Mr.  Silver.  Representative  Moody,  may  I  have  another  go  at 
that?  What  you  brought  up  before  was  very  interesting  to  me. 

You  know  this  better  than  I  do  and  you  have  been  dealing  with 
it  on  an  expanded  scale  with  BC  square  I  and  all  this  type  of  stuff 
gong  on  here.  But  look.  You  have  an  insurance  industry — you  were 
talking  about  utilities  before — that  is  basically  exempt  from  Feder- 
al antitrust,  and  the  exempt  in  New  York  State  under  McCarran- 
Ferguson.  We  have  similar  rules  there,  and  because  they  are  regu- 
lated. They  are  not  regulated.  The  regulations  are  a  joke. 

The  insurance  companies  are  going  to  be  the  S&Ls  of  the  1990s 
and  somebody  is  going  to  have  to  deal  with  it  and  take  care  of  that. 

So,  I  mean,  I  think  the  model  and  the  analogy  to  utilities  was 
very  interesting  in  terms  of  the  Federal  antitrust  exemptions,  in 
terms  of  regulation,  in  terms  of  how  rates  are  set  and  things  like 
that. 

Maybe  you  can  tell  me.  Maybe  I  am  speaking  out  of  turn  here. 
But  do  you  feel  the  regulation  and  the  captured  industries  here  are 
not  a  relevant  issue?  The  captured  agencies. 

Mr.  Moody.  Dave,  I  don't  know  if  you  caught  this,  but  they  were 
saying  limited  to  companies  that  are  ' 'qualified.' '  Shrink  the 
market  down  to  a  smaller  number  of  providers,  get  out  a  lot  of 
companies.  But  the  cutoff  for  them,  as  I  remember  their  testimony, 
was  those  companies  which  return  80  percent  of  their  premium. 

In  other  words,  they  were  admitting  that  they  will  accept  20  per- 
cent overhead  cost,  whereas  studies  show  that  the  Canadian  admin- 
istrative cost  is  in  the  range  of  2  percent.  So  that  is  18  percent 
wastage,  if  you  will,  under  the  formula  they  themselves  call  the  de- 
sirable one.  I  thought  that  was  interesting. 

Just  quantitatively,  that  is  a  very  big  hunk  of  money,  18  percent 
built  in  over  the  multipayer  versus  the  single-payer,  even  under 
the  reforms  that  they  are  proposing. 

I  assume  you  would  agree  with  my  comment  there.  The  other 
thing  I  would  like  to  ask  you  is  this  question  of  portability. 

In  your  profession  you  have  what  is  really  one  of  the  key  fea- 
tures of  the  American  labor  market;  namely,  people  like  to  be  able 
to  change  jobs.  Now,  you  have  to  because  when  a  movie  is  done  or 
a  play  is  done  you  have  to  move  on  to  the  next  one,  hopefully  soon. 
So  you  are  inherently  in  a  portable,  multiemployer  context. 

One  of  the  biggest  raps  against  the  current  system  is  it  locks 
people  into  their  job.  Or  to  put  it  the  other  way,  if  they  move  jobs 
they  lose,  because  of  their  preexisting  condition  or  they  may  want 
to  go  to  a  company  that  doesn't  have  health  insurance. 

One  of  the  biggest  criticisms  I  would  level  against  what  they  pro- 
pose is  it  doesn't  seem  to  handle  the  portability  issue.  That  you 
could  sign  up  for  a  system — in  response  to  Dr.  McDermott's  point — 
and  then  you  are  in  that  system. 

But  what  if  you  want  to  change  jobs? 

Mr.  Silver.  Clearly  portability  is  a  critical  issue  with  us,  much 
higher  on  the  priorities  than,  perhaps,  some  other  issues  because  of 
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the  nature  of  what  we  do.  In  Screen  Actors  Guild  and  Actors' 
Equity  that  is  what  we  do.  We  have  multiemployers,  different 
States,  it  is  very  sporadic,  it  is  going  all  over  the  place.  So  the  port- 
ability is  a  very  important  issue  with  us. 

But,  unfortunately,  we  represent  a  group  of  people,  and  I  will  let 
Barry  speak  to  this,  that  we  have — the  vicissitudes  of  our  business 
require  special  arrangements.  We  had  a  very  tough  time  with  the 
1986  Tax  Reform  Act  because  it  did  not  address  certain  concerns 
because  of  the  unique  nature  of  what  we  do.  Something  was  done 
about  that  that  helped  us  out  tremendously. 

The  ERISA  law — I  believe  in  ERISA  there  is  only  one  section 
that  even  makes  any  reference  to  our  particular  needs  in  terms  of 
the  entertainment  area,  of  how  that  law  would  affect  us.  So  we 
look  at  these  things  very  closely,  and  you  have  identified  an  area  of 
critical  concern  to  us  in  the  portability  issue. 

Mr.  Moody.  Well,  it  is  central  to  your  profession.  Actually,  it  is 
an  increasing  element  across  America  as  people  want  to  change 
jobs  to  get  to  better  jobs.  That  is  one  of  the  real  problems  of  the 
current  system.  It  doesn't  get  discussed  very  much,  but  I  think  it 
should  be,  and  I  appreciate  the  fact  that  your  testimony  highlights 
it. 

Go  ahead,  Mr.  Gordon. 

Mr.  Gordon.  Of  course,  the  way  we  get  around  portability  in  a 
geographic  sense  is  through  multiemployer  plans,  and  so  all  of  our 
theatrical  and  television  producers  make  contributions  to  one  plan 
and  the  advertising  agencies,  advertisers  make  contributions  to  an- 
other plan,  and  so  forth. 

I  said  I  wasn't  an  expert  and  now  I  am  going  to  prove  it.  But  my 
understanding  is  that  many,  if  not  all,  of  the  alternatives  that  are 
being  offered  to  H.R.  1300  do  not  clearly  address  the  type  of  plan 
that  we  have,  that  kind  of  multiemployer  plan,  and  frankly  there 
was  a  fear  when  it  was  discussed  in  our  health  committee,  and  per- 
haps Richard  can  clarify  this  for  me,  that  it  was  our  very  kind  of 
plan  that  would  fall  through  the  cracks  and  not  be  clearly  delineat- 
ed in  those  pieces  of  legislation. 

Is  that  right,  Richard? 

Mr.  Masur.  Well,  yes.  My  reading,  for  example,  of  Chairman 
Rostenkowski's  bill — again,  this  is  from  a  layman's  point  of  view — 
is  that  multiemployer  plans  really  aren't  taken  into  account  in  this 
bill.  Many  of  the  other  plans  that  are  floating  around  in  the  ether 
don't  particularly  address  that  issue.  It  is  a  very  large  issue  for  us. 
And,  of  course,  it  is  completely  eliminated  through  a  single-payer 
system. 

Now,  once  again  I  just  want  to  state  it  is  very  important  I  think 
that  people  grasp  this.  We  are  three  people  representing  members 
who  have  access  to  very  high  quality  health  care.  Now,  we  would 
be  trying  to  fight  through  this  existing  system  to  consolidate  our 
position  in  this  environment.  But  it  seems  absurd  to  us  to  try  and 
do  that  because  the  whole  thrust  of  the  current  system  is  toward 
limiting  access — I  mean  limiting  cost  through  limiting  access.  We 
have  to  do  that  as  a  self-insured  plan  ourselves.  We  have  begun  to 
limit  costs.  So  has  Actors'  Equity  by  limiting  access. 

This  seems  on  the  face  of  it  to  be  (a)  wrong  and  (b)  counterpro- 
ductive in  terms  of  the  Nation's  health,  but  especially  in  terms  of 
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long-term  health  costs.  The  more  we  limit  access  on  the  front  end, 
the  more  we  limit  access  on  a  proactive  level,  the  more  we  limit 
the  ability  of  people  to  get  early  diagnosis  of  disease,  the  more  we 
dump  them  into  the  back  end  of  the  system  which  costs  infinitely 
more. 

If  we  can  supply  $350  for  prenatal  care  and  save  $150,000  or 
$200,000  for  a  premature  baby,  that  is  obviously  much  better  spent 
money.  This  is  not  the  approach  that  the  HIAA  or  the  Blues  have 
come  up  with.  This  is  not,  in  my  opinion,  not  strongly  enough  ad- 
dressed in  any  of  the  pay-or-play  systems,  including  Chairman  Ros- 
tenkowski's  bill. 

Mr.  Gordon.  If  I  may,  other  Congressmen  and  Congresswomen 
are  going  to  read  this  testimony  and  they  are  going  to  see  Actors' 
Equity  and  the  Screen  Actors  Guild  and  then  make  an  assumption, 
and  they  are  going  to  make  the  wrong  assumption. 

The  assumption  is  why  does  Bruce  Willis  and  Robert  Redford 
and  those  people  

Mr.  Moody.  Meryl  Streep. 

Mr.  Gordon  [continuing].  Why  do  they  care.  Well,  they  have  to 
understand  that  80  percent  of  our  members  in  the  Screen  Actors 
Guild  are  barely  making  a  living  wage  as  performers.  That  means 
that  they  have  another  source  of  income,  but  that  also  means  that 
the  other  source  of  income  is  not  a  9  to  5  job  and  most  likely  does 
not  have  health  insurance  attached  to  it.  And  so  naturally  they  do 
fall  under  the  uninsured.  And,  while  some  of  the  other  plans  would 
take  care  of  the  uninsured,  I  think  there  are  enough  reasons  to  go 
with  the  Russo  bill  beyond  that. 

But  it  is  important  to  remember  that  when  we  talk  about  our 
constituency  we  are  talking  about  a  constituency  that  is  desperate- 
ly in  need  of  a  major  alteration  in  the  system. 

Mr.  Silver.  If  I  may  offer  an  addendum  to  what  Barry  said, 
there  is  also  a  model  here,  if  I  can  be  presumptuous  enough  to  sug- 
gest it.  The  progressivity  of  the  way  we  function.  Our  dues  and  the 
way  our  plans  function  is  that  the  80  percent  who  are  barely  earn- 
ing sustenance  in  the  industry  and  the  profession  that  they  have 
chosen  are  being  supported  in  their  health  plans  and  in  their  pen- 
sion plans  by  the  Robert  Redfords  and  by  the  Meryl  Streeps  and  by  I 
the  Arnold  Schwartzenegers  who  contribute  a  proportionate  share  I 
of  their  income  in  terms  of  dues  and  contributions,  because  contri-  ! 
butions  are  made  for  them  on  the  moneys  they  earn. 

So  what  we  have  here  is  somewhat  analogous  to  what  may 
happen  in  the  United  States  where  the  people  who  are  more  privi- 
leged and  fortunate  do  indeed  contribute  a  greater  share  to  the 
commonweal. 

I  would  just  like  to  add  one  ironic  story  that  I  read  the  other 
day.  When  Chairman  Lee  Atwater  got  sick  and  suffered  through 
his  terrible  illness  it  really  strained  the  resources  of  the  Republi-  | 
can  National  Committee's  health  plan.  After  he  had  gone  through 
that  illness  and  he  had  passed  away,  the  carrier  throughout  that 
process  insisted  that  the  group,  because  of  what  they  had  gone 
through,  needed  to  make  greater  contributions  to  their  plan,  and 
the  contributions  were  deemed  so  onerous  that  the  Republican  Na- 
tional Committee  had  to  go  find  another  carrier.  And  it  was  tough 
for  them  to  get  another  carrier  initially,  and  I  thought  that  was 
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pretty  ironic.  And  it  might  be  something  that  some  of  the  members 
of  this  committee  might  want  to  look  into. 

Mr.  Masur.  This  still  remains  one  of  the  wealthiest  countries  in 
the  world.  And  just  to  beat  a  dead  horse  for  the  last  time  until  it 
whinnies  out,  it  is  just  unconscionable  that  we  should — I  mean  it  is 
great  that  we  are  having  this  conversation,  but  it  seems  uncon- 
scionable that  we  should  have  to  be  having  this  conversation. 

Mr.  Moody.  Thank  you  very  much. 

Mr.  Russo.  Let  me  just  say  as  someone  who  believes  that  we 
ought  to  have  unlimited  access  and  it  ought  to  be  a  right  for  every 
American,  let  me  just  quote  an  ad  that  is  going  around  in  the 
Pennsylvania  Senate  race,  and  that  is  by  Harris  Wofford  in  which 
he  says,  "If  every  criminal  in  America  is  entitled  to  a  lawyer,  then 
every  American  should  be  entitled  to  health  care."  And  it  seems  to 
me  that  that  is  the  way  our  priorities  ought  to  be  straightened  out 
here. 

I  guess  what  boggles  the  mind  of  people  like  yourselves  and 
someone  like  me  who  is  pushing  single-payer  is  that  under  single- 
payer  you,  as  has  been  proven  in  Canada  and  other  countries,  and 
we  can  do  it  better — I  think  we  do  it  better  under  our  approach  be- 
cause we  are  learning  from  Canada — is  that  you  could  get  univer- 
sal access  for  all  Americans  for  a  comprehensive  benefit  and  do  it 
for  cheaper  than  we  are  doing  it  today. 

Yet  I  guess  it  is  like  your  statement  about  KISS — Keep  it  simple, 
stupid.  I  guess  the  simpler  we  keep  it  the  tougher  it  is  to  pass  here. 

And  I  guess,  to  piggyback  on  some  of  your  comments,  the  only 
way  change  occurs  in  the  Congress  and  in  this  country  is  if  the 
people  demand  it.  It  is  not  going  to  occur  unless  the  public  says, 
"We  want  comprehensive  change." 

Every  poll  I  see  indicates  that  89  percent  of  Americans  want 
comprehensive  reform  of  their  health  care  system.  So,  obviously,  11 
percent  must  love  it.  But  the  other  89  percent  don't.  In  Canada,  90 
percent  love  it  and  10  percent  don't  love  it. 

So,  if  you  look  at  the  people  who  use  the  system,  then  obviously 
we  need  a  major  fix  here,  not  just  tinkering  on  the  fringes.  We 
need  a  major,  major  change,  and  I  think  unless  the  public  gets  mo- 
tivated and  makes  this  a  major  issue  that  has  to  be  dealt  with — not 
just  in  congressional  and  senatorial  races,  but  in  Presidential 
races — nothing  will  happen.  Because  the  politicians  will  say,  "If  it 
was  that  big  a  deal  why  didn't  somebody  say  something  to  me 
about  it?  Why  didn't  they  do  something?" 

And  so  I  think  the  fact  that  you  are  having  the  ambulance  drive 
and  that  you  are  participating  in  it,  I  think  that  is  critical. 

In  terms  of  importance  to  your  members,  where  would  you  rank 
health  benefits  in  terms  of  importance  to  your  membership? 

Mr.  Masur.  One. 

Mr.  Silver.  No  contest.  One. 

Mr.  Silver.  One. 

Mr.  Masur.  Absolutely. 

Mr.  Gordon.  And,  by  the  way,  we  are  in  the  motivation  business. 
That  is  why  we  got  involved  in  this,  because  we  recognized  that 
that  is  what  it  is  going  to  take. 

Mr.  Russo.  I  suspect,  Richard,  that  some  of  the  comments  you 
made  are  why  you  prefer  single-payer  over  any  form  of  pay-or-play. 
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The  one  advantage  of  the  chairman's  pay-or-play,  I  think  his  is  the 
only  pay-or-play  that  has  cost  containment  in  it. 

Mr.  Masur.  Well,  some  cost  containment.  But  again,  a  lot  of  that 
has  to  do  with  utilization  restrictions,  and  that  is  a  problem  for  me. 
I  know  it  has  some  cost  containments  in  terms  of  fee  schedules  and 
stuff  like  that.  I  think  trying  to  administer  that,  as  Barry  men- 
tioned, over  a  system  that  ranges  through,  maybe  not  1,500,  maybe 
only  500  insurance  companies,  is  going  to — I  mean  I  don't  know 
what  the  word  "insurance  company"  and  the  word  "health  care," 
what  those  phrases  have  to  do  with  each  other. 

I  just  mean  they  don't  seem  to  be  mutually  compatible  phrases. 
Maybe  I  am  a  little,  you  know,  extra  specially  strong  on  this  par- 
ticular issue. 

Mr.  Silver.  Also,  Congressman  Russo,  to  give  the  chairman  his 
due  from  this  side  of  the  table,  Chairman  Rostenkowski  has  been 
around  here  for  a  long  time.  He  was  on  a  health  subcommittee,  I 
believe,  when  Al  Ullman  was  the  head  of  the  Ways  and  Means 
Committee  and  we  had  a  Democratic  President,  Jimmy  Carter,  and 
we  had  a  democratically  controlled  Congress,  and  they  pledged  to 
get  a  national  health  care  plan  here,  with  Joe  Califano  at  HEW, 
and  they  didn't  get  it  done.  And  there  were  other  concerns  at  the 
time.  So  we  are  aware  of  the  political  problems  and  dilemmas. 

And  we  know  Kennedy  Corman  was  back  there  with  Leonard 
Woodcock  and  Stu  Eizenstadt  writing  legislation  there  where  you 
are  now,  and  we  understand  the  complexity  and  t^e  history  here. 
And  we  appreciate  the  chairman's  efforts  at  some  reform,  but  I 
think  we  agree  with  Richard.  When  we  looked  at  H.R.  3205  that  it 
didn't  answer  the  concerns  that  H.R.  1300  did. 

Mr.  Russo.  Well,  to  the  chairman's  credit,  I  think  if  you  had 
heard  his  opening  statement,  one  of  the  things  that  he  had  indicat- 
ed that  he  has  tried  a  lot  of  things  in  the  past,  having  been  the 
first  chairman  of  the  Health  Subcommittee  in  which  the  private 
sector  came  to  him  and  said,  "Give  us  a  chance.  Let's  try  voluntary 
restraints.  Let  us  do  it."  And  I  think  the  chairman  himself  is  very 
frustrated  by  saying, 

OK,  I  gave  you  almost  13  years  to  try  it  and  now  what  we  have  is  a  system  where 
we  are  up  to  12V2  percent  of  GNP,  $800  billion,  40  million  Americans  not  covered 
and  millions  and  millions  more  are  underinsured,  and  yet  you  want  me  to  perpet- 
uate the  system. 

I  think  the  chairman  sees  a  real  big  need  for  a  change  too.  He  is 
a  lot  more  moderate  than  I  am  on  this  particular  issue,  but  I  think 
the  chairman  himself  is  committed  to  major  reforms. 

Mr.  Russo.  Jim,  do  you  want  to  say  anything? 

Mr.  Moody.  Just  that  I  agree  with  everything  Marty  Russo  has 
said. 

On  the  point  about  a  constitutional  right,  you  might  be  interest- 
ed to  know  there  is  one  group  in  America  that  has  a  constitutional 
right  to  health  care.  You  referred  to  the  Wofford  ad  saying  if  you 
were  a  criminal,  if  you  are  charged  and  you  don't  have  means,  you 
have  a  right  to  a  lawyer.  If  you  are  an  American  citizen  you  have  a 
right  to  a  lawyer,  if  you  are  criminally  charged.  But  you  don't  have 
a  right  to  a  doctor. 

There  is  one  group  in  America  that  does  have  an  absolute  consti- 
tutional right  to  a  doctor:  prisoners.  Courts  have  held  that  prison- 
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ers  have  a  right  to  adequate  and  complete  medical  care,  and  there 
have  been  prisoners  that  insisted  on  having  a  liver  transplant  and 
have  successfully  battled  that  in  court. 

So,  if  you  are  a  prisoner  in  America  you  have  a  right  to  health 
care.  But,  if  you  are  a  citizen,  you  don't  yet  have  that. 

Mr.  Russo.  I  thank  you  for  coming  today,  appreciate  your  com- 
ments and  look  forward  to  working  with  you.  And,  if  I  am  ever 
chairman  of  this  committee  it  will  be  a  done  deal. 

Mr.  Silver.  Thanks  a  lot. 

Mr.  Masur.  Thanks  for  having  us. 

Mr.  Russo.  Our  next  panel  is  a  panel  that  includes  the  American 
Managed  Care  and  Review  Association,  Ronald  Dobbins;  the  Pru- 
dential Insurance  Co.  of  America,  Barbara  Hill;  the  Group  Health 
Inc.  of  New  York,  Frank  Branchini;  Minnesota  Council  of  HMOs, 
Mary  Brainerd;  and  the  chairman  of  the  Aurora  Plan,  Conrad 
Schmitt. 

Are  you  next?  Mr.  Ronald  Dobbins?  And  your  entire  statement, 
Mr.  Dobbins,  will  be  put  in  the  record,  and  you  may  summarize 
your  testimony. 

STATEMENT  OF  RONALD  R.  DOBBINS,  MEMBER,  BOARD  OF  DI- 
RECTORS, AMERICAN  MANAGED  CARE  AND  REVIEW  ASSOCIA- 
TION, AND  PRESIDENT  AND  CHIEF  OPERATING  OFFICER, 
UNITED  AMERICAN  HEALTHCARE  CORP.,  DETROIT,  MICH. 

Mr.  Dobbins.  Mr.  Chairman  and  members  of  the  committee,  I  am 
Ronald  Dobbins,  president  and  chief  operating  officer  for  United 
American  Healthcare  Corp.,  a  health  care  management  company 
responsible  for  health  maintenance  organizations  in  Detroit,  Mich., 
and  Cleveland,  Ohio,  and  other  programs  which  enroll  more  than 
135,000  members. 

Before  joining  United  American  Healthcare  Corp.,  I  served  as 
project  director  for  a  community  health  center  in  Philadelphia,  and 
for  a  number  of  years  as  chief  financial  officer  for  a  Philadelphia 
HMO. 

I  am  pleased  to  be  here  today  on  behalf  of  the  American  Man- 
aged Care  and  Review  Association,  AMCRA,  which  is  a  national 
trade  association  for  the  managed-care  industry. 

AMCRA  applauds  the  efforts  of  the  chairman  and  members  of 
this  subcommittee.  We  see  in  this  a  demonstration  of  a  willingness 
to  confront  the  critical  issues  in  the  debate  on  how  to  deliver  qual- 
ity, affordable  health  care  to  all  Americans.  Proposals  like  those 
being  discussed  during  these  hearings  are,  in  many  respects,  inno- 
vative approaches  to  reforming  the  health  care  financing  system. 

AMCRA  recognizes  the  chairman's  concerns  about  the  role  of 
managed  care  in  any  reform  initiative.  Managed  care  is  not  the 
answer  for  reforming  the  health  care  system  in  this  country,  but 
managed  care  is  certainly  part  of  the  solution.  We  believe  that 
health  reform  proposals  must  recognize  that  managed  health  care 
is  a  comprehensive  approach  to  health  care  delivery.  It  is  far  more 
than  a  cost  savings  device. 

Managed  care  improves  the  quality  and  efficiency  of  health  care 
services  through  increased  coordination  between  the  plan  and  the 
providers.  And  an  emphasis  on  preventive  programs  and  wellness 
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can  be  found  in  a  managed  care  setting,  including  for  example,  pre- 
natal care  emphasis,  cancer  screening  and  smoking  cessation  pro- 
grams. 

Managed-care  organizations  like  United  American  are  rapidly 
developing  an  ability  to  assess  the  outcomes  of  specific  treatment 
procedures  so  as  to  improve  the  value  and  quality  of  services  deliv- 
ered to  our  members.  Increasingly,  as  we  manage  the  delivery  of 
the  proper  care  at  the  proper  time  in  the  proper  setting  for  the 
proper  price,  our  partners  in  the  marketplace  and  the  health  care 
professions  see  value  in  the  process — the  achievement  of  satisfac- 
tory outcomes  for  our  members  who  are  patients. 

Member  satisfaction,  we  believe,  is  reflected  in  the  1990  Inter- 
Study  report,  which  identifies  that  as  of  July  1990,  33  million 
Americans  were  enrolled  in  HMOs.  AMCRA  also  estimates  that  in 
December  1990,  approximately  65  million  Americans  were  enrolled 
in  some  type  of  preferred  provider  organization. 

Further  proof  of  the  value-added  strength  of  managed  care  tech- 
niques comes  from  a  unique  study  commissioned  by  AMCRA  in 
May  1991.  Results  of  this  study  demonstrated  that  managed-care 
enrollees  were  more  satisfied  with  the  cost  of  care,  as  well  as  the 
advantages  of  less  paperwork,  when  compared  to  traditional  indem- 
nity coverage. 

Moreover,  respondents  believed  that  managed  care  resulted  in 
lower  out-of-pocked  costs,  and  covered  more  services  than  indemni- 
ty insurance. 

This  study,  we  think,  demonstrates  better  dollar  value,  and  sug- 
gests a  continued  trend  toward  membership  with  managed-care 
plans. 

AMCRA  believes  that  managed  care  provides  an  opportunity  for 
mutually  beneficial  relationships  with  providers  of  care.  Managed 
care  organizations  can  offer  physicians  and  hospitals  improved  fi- 
nancial conditions.  This  is  based  on  dependable  volume  of  patients, 
regular  cash  flow,  and  the  reduction  of  bad  debts.  Managed  care  or- 
ganizations offer  employers  and  their  employee  groups  a  conduit  to 
quality  providers  of  care. 

I  would  direct  your  attention  to  two  studies  cited  in  our  written 
testimony,  one  commissioned  by  the  State  of  Connecticut,  and  the 
other  by  the  Urban  Institute,  both  demonstrating  the  ability  of 
managed-care  programs  to  influence  physicians'  behavior  positive- 
ly, with  respect  to  different  practice  patterns,  leading  to  higher 
quality  at  a  more  affordable  cost. 

Working  in  partnership  with  providers,  managed-care  programs 
attempt  to  assure  quality  of  care  through  a  comprehensive,  coordi- 
nated approach,  an  approach  that  emphasizes  prevention  and  early 
intervention. 

Recent  studies  funded  by  HCFA  compare  care  delivered  in  a 
managed  care  setting  with  that  provided  in  fee-for-service  settings. 
These  studies  found  the  quality  of  care  in  managed  care  is  at  least 
as  good,  if  not  better,  than  in  fee-for-service  care,  and  that  recom- 
mended elements  of  routine  prevention  are  more  likely  to  occur  in 
managed  care. 

Managed  care  provides  expertise  in  research  on  quality  outcomes 
and  medical  practice  guidelines,  as  well  as  in  technology  assess- 
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ments.  Such  expertise  will  be  integral  to  assessing  proper  levels  of 
financing  health  care,  and  performing  medical  malpractice. 

AMCRA  is  pleased  that  this  has  been  a  part  of  many  of  the 
reform  proposals. 

Managed  care's  focus  on  quality  and  preventive  care  restrains 
the  rise  in  health  care  cost.  Evidence  of  managed  health  care's  abil- 
ity to  restrain  rising  costs  is  found  in  the  recently  released  Foster 
Higgins  study  comparing  HMOs  and  fee-for-service  insurance.  Ac- 
cording to  the  study,  looking  at  annual  premiums  per  person, 
HMOs  on  average  cost  17  percent  less  than  traditional  fee-for-serv- 
ice coverage. 

Given  this  scenario,  I  am  confident  that  managed  care  already 
has  played  a  significant  role  in  restraining  increases  in  cost,  and 
will  continue  to  restrain  the  rise  in  future  health  care  costs. 

Because  of  these  successes  and  the  applicability  of  its  methodolo- 
gies, managed  care  does  and  should  continue  to  play  a  role  in  pri- 
vate and  public  health  care  initiatives. 

AMCRA  notes  that  small  business  issues  found  in  many  of  the 
new  proposals,  including  those  of  representatives  Grandy,  Johnson, 
and  the  chairman,  will  be  critical  areas  of  reform. 

Managed  care  has,  and  should  continue  to  play  an  important  role 
in  delivering  quality,  affordable  health  care  for  employers  and  to 
businesses  of  all  sizes.  This  includes  the  small  businesses  which 
employ  two-thirds  of  America's  uninsured  workers. 

We  welcome  reform  initiatives  to  address  the  Federal  override  of 
State  and  antimanaged  care  legislation.  We  appreciate  members' 
foresight  in  identifying  laws  that  pose  barriers  to  effective  man- 
aged care  and  utilization  review. 

We  look  forward  to  working  with  members  to  define  even  further 
State  antimanaged  care  barriers,  especially  as  they  impact  the  abil- 
ity to  perform  effective  utilization  review. 

AMCRA  also  looks  to  work  with  members  on  efforts  to  include 
managed  care  in  public  programs.  AMCRA  members  are  actively 
involved  in  Medicare,  Medicaid,  FEHBP  and  CHAMPUS.  Our  Med- 
icaid and  Medicare  policy  task  forces  have  identified  several  issues 
critical  to  the  expansion  of  managed  care  participation,  and  they 
are  highlighted  in  the  detailed  report. 

In  conclusion,  AMCRA  appreciates  the  opportunity  afforded  by 
the  committee  to  present  this  comment.  We  believe  managed  care 
has  demonstrated  that  quality  of  care  in  this  environment  is  as 
good  as,  if  not  better  than,  in  fee-for-service.  Managed  care  has  re- 
ceived the  continued  endorsement  of  the  public,  as  we  observe 
more  individuals  choosing  to  join  managed-care  programs. 

Answers  to  the  questions  surrounding  affordability  and  accessi- 
bility can  be  found  in  managed-care  programs.  As  health  care 
reform  initiatives  focus  on  the  issues  of  quality,  cost  and  access, 
both  in  private  and  public  programs,  managed  care  should  be  inte- 
gral to  the  debate. 

We  thank  you  for  your  consideration,  and  I  would  be  pleased  to 
try  and  answer  any  questions  you  may  have,  or  respond  to  any  of 
your  comments. 

[The  prepared  statement  follows:] 
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STATEMENT  OF  RONALD  DOBBINS,  PRESIDENT  AND  CHDZF 
OPERATING  OFFICER,  UNITED  AMERICAN  HEALTHCARE 
CORP.,  ON  BEHALF  OF  AMERICAN  MANAGED  CARE  AND 
REVIEW  ASSOCIATION 

INTRODUCTION 


Mr.  Chairman  and  Members  of  the  Committee. 

My  name  is  Mr.  Ronald  Dobbins.  I  am  president  and  chief  operating  officer  for  United 
American  Healthcare  Corporation,  a  health  care  management  company  responsible  for 
health  maintenance  organizations  in  Detroit,  Michigan,  and  Cleveland,  Ohio,  covering  over 
120,000  members.  Before  joining  United,  I  served  as  project  director  for  a  community 
health  center  in  Philadelphia. 

I  am  pleased  to  be  here  today  on  behalf  of  the  American  Managed  Care  and  Review 
Association  (AMCRA).  By  way  of  background,  AMCRA  is  the  national  trade  association 
for  the  managed  care  industry.  AMCRA's  membership  includes  health  maintenance 
organizations  (HMOs),  competitive  medical  plans  (CMPs),  preferred  provider  organizations 
(PPOs),  independent  practice  associations  (IPAs),  utilization  review  organizations  (UROs), 
and  other  entities  that  offer  managed  health  care  services.  AMCRA  is  the  only  trade 
association  representing  the  entire  spectrum  of  the  managed  care  industry. 

AMCRA  applauds  the  efforts  of  the  Chairman  and  each  member  of  the  Subcommittee 
who  has  demonstrated  their  willingness  to  confront  the  critical  issues  in  the  debate  on 
how  to  deliver  quality,  affordable  health  care  to  all  Americans.  The  proposals,  which 
include  the  Chairman's  initiative  (HR  3205),  the  HEART  bill  cosponsored  by 
Representative  Johnson  and  Representative  Chandler,  and  the  Universal  Health  Benefits 
Empowerment  Act  sponsored  by  Representative  Grandy,  represent  innovative  approaches 
to  reforming  the  health  care  financing  system.  These  proposals  will  continue  to  generate 
the  discussion  necessary  to  help  us  identify  where  to  start  in  responding  to  the  challenge 
of  delivering  quality,  affordable,  and  accessible  health  care. 


WHA  T  IS  MAN  A  GED  CARE? 

AMCRA  recognizes  the  Chairman's  and  other  members'  concerns  about  the  role  of 
managed  care  in  any  reform  initiative.  Managed  care  is  not  the  answer  for  reforming  the 
health  care  system.  But  managed  care  is  part  of  the  solution.  We  believe  it  is  important 
for  health  care  reform  proposals  to  recognize  that  managed  health  care  is  a 
comprehensive  approach  to  health  care  delivery;  and  far  more  than  just  a  cost  saving 
device. 
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Managed  health  care  improves  the  quality  and  efficiency  of  health  care  services  through 
increased  coordination  and  quality  review.  This  comprehensive  approach  is  best 
illustrated  by  the  emphasis  placed  on  preventive  health  care.  Managed  health  care  has 
been  at  the  forefront  in  developing  "wellness  programs"  including  pre-natal  and  well-baby 
care,  encouraging  annual  physical  exams  and  cancer  screening,  and  CPR  and  smoking 
cessation  clinics. 

Managed  care  organizations  are  rapidly  developing  procedures  to  assess  the  outcomes  of 
specific  procedures  to  improve  the  value  and  quality  of  services  delivered  to  our  members. 
Increasingly,  as  we  manage  the  delivery  of  proper  care  at  the  proper  time  in  the  proper 
setting  for  the  proper  price,  our  partners  in  the  marketplace  and  the  health  care 
professions  see  value  in  the  process  -  the  achievement  of  satisfactory  outcomes  for  our 
members  and  patients. 


STATUS  OF  MANAGED  CARE 

Enrollee  Acceptance  and  Satisfaction  for  Managed  Care 

According  to  the  InterStudy  report,  Managed  Care:  A  Decade  in  Review',  as  of  July 
1990,  33  million  Americans  were  enrolled  in  an  IPA,  network,  staff,  or  group  model 
health  maintenance  organization.  The  same  report  indicates  that  over  77%  are  enrolled 
in  an  HMO  that  has  been  operating  for  more  than  5  years. 

Our  data  also  estimates  that  in  December  of  1990  approximately  65  million  Americans 
were  enrolled  in  some  type  of  preferred  provider  organization  or  arrangement. 

As  the  trends  in  managed  care  enrollment  increased,  AMCRA  set  out  to  determine  the 
overall  satisfaction  level  of  Americans  enrolled  in  managed  care  plans  and  those  in 
traditional  health  insurance.  In  May  of  1 991 ,  AMCRA  commissioned  the  widely  respected 
Gallup  Organization,  Inc.,  to  conduct  a  comprehensive  study  of  the  American  public's 
satisfaction  with  their  health  care  delivery  systems.  In  the  first  survey  of  this  type,  Gallup 
contacted  1,402  Americans  in  seven  geographic  regions. 

When  asked  to  rank  overall  satisfaction  on  a  scale  of  1  to  100,  enrollees  of  both  groups 
rated  their  satisfaction  an  identical  79.  When  Gallup  polled  on  specific  elements  of 
satisfaction,  they  found  that  10  of  12  items  tested  showed  no  significant  statistical 
difference  between  managed  health  care  and  indemnity  health  insurance.  Of  the 
remaining  two  factors  (the  amount  patients  pay  for  each  physician  visit  and  the 
time/inconvenience  of  paperwork),  managed  care  enrollees  were  more  satisfied  than 
indemnity 


The  Interstudv  Edge.  "Managed  Care:  A  Decade  in  Review  1980-1990,"  p.  7. 
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Respondents  also  believed  that  managed  care  delivered  lower  out-of-pocket  costs  and 
covered  more  services  than  indemnity  insurance,  making  managed  care  a  better  dollar 
value  than  indemnity  insurance.  Additionally,  the  study  also  revealed  that  managed  care 
will  gain  a  rising  market  share  if  current  trends  continue,  as  most  new  managed  care 
enrollees  are  switching  from  indemnity  plans. 


Relationship  of  Managed  Care  to  the  Provider  Community 

AMCRA  believes  that  managed  care  establishes  an  educational  and  mutually  beneficial 
relationship  between  providers  (hospitals,  physicans,  etc.)  and  managed  health  care 
organizations,  and  serves  as  a  conduit  to  quality  providers  for  enrollees  and  employers. 
Providers  have  good  reason  to  be  pleased  with  a  managed  care  relationship.  Managed 
care  organizations  such  as  HMOs,  IPAs,  and  PPOs  offer  physicians  improved  cash  flow, 
increased  patient  volume,  a  promising  referral  network,  and  in  the  case  of  a  PPO  or  IPA 
the  independence  to  retain  the  traditional  fee-for-service  patients.  Managed  care 
relationships  offer  hospitals  a  steady  volume  of  patients,  and  prompt  payment  agreements 
which  decrease  bad  debt  and  allow  for  more  accurate  long  term  financial  planning. 

AMCRA  is  aware  that  some  providers  have  experienced  difficulty  in  adjusting  to  the 
growing  popularity  of  managed  care.  We  believe  the  solution  to  diffusing  such  difficulties 
lies  with  better  education  and  better  communication  between  all  players  in  the  delivery 
of  health  care.  Managed  health  care  requires  some  providers  to  rethink  their  attitude 
towards  the  health  care  marketplace  in  light  of  patient  and  payer  demands  for  both 
efficacy  and  accountability. 

Managed  care  can  effect  positive  change  on  physician  practice  patterns.  In  March  of 
1 991 ,  Dr.  Joseph  A.  Fields,  a  University  of  Connecticut  researcher  commissioned  by  the 
Connecticut  State  Legislature,  succinctly  summarized  this  effect.  According  to  Dr.  Fields, 

"Physicians  as  a  group  have  a  great  range  in  qualifications,  ability  and  type 
of  practices.  Many  physicians  operate  in  small  or  solo  practices  and  simply 
do  not  have  the  time  to  change  their  practice  patterns  to  reflect  the  current 
state  of  medical  knowledge.  Many  operations  that  are  routinely  performed 
procedures  such  as  hysterectomies,  pacemaker  insertions  and  bypass 
surgeries  are  not  medically  necessary  in  a  large  number  of  instances.  The 
instances  where  these  procedures  are  unnecessarily  performed  harms 
patients  and  increases  the  costs  of  medical  care...  Utilization  review  can  be 
a  sound  and  reasonable  approach  for  controlling  physician  practice 
patterns.  "2 


2  Testimony  before  the  Connecticut  State  Legislature  on  Utilization  Review,  March 
14, 1991. 
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Managed  health  care's  ability  to  effect  change  on  physician  practice  patterns  is  also 
evident  in  a  February  of  1991  study  by  the  Urban  Institute  analyzing  the  effect  of  the 
presence  of  Medicare  managed  health  care  in  a  metropolitan  area  on  Medicare  fee  for 
service  costs.  According  to  the  report, 

"The  results  suggest  that  HMOs  decrease  Medicare 
expenditures:  every  10  percentage  points  of  HMO  market 
share  decreases  Medicare  expenditures  by  1.2  percent  in  the 
short  run  and  as  much  as  3.9%  in  the  long  run.  "3 

The  report  further  attributed  the  decrease  in  Medicare  expenditures  to  the  impact  of  the 
IPAs  that  contract  with  the  Medicare  program.  IPAs  represent  the  majority  of  Medicare 
beneficiaries  in  managed  care  as  well  as  over  half  of  the  general  HMO  marketplace. 
Because  IPAs  allow  physicians  to  treat  both  HMO  patients  and  fee  for  service  patients 
there  is  a  spillover  effect  with  the  physician  practice  patterns.4 


MANAGED  CARE  AND  QUALITY  OF  CARE 

Many  of  us  are  accustommed  to  the  belief  that  spending  more  results  in  receiving  better 
quality.  But  spending  more  on  health  care  services  is  by  no  means  indicative  of  the 
quality  of  care  received.  Spending  more  may  merely  represent  reimbursement  for  the 
quantity  of  care  delivered,  not  the  quality  of  care  received. 

As  health  care  consumers,  we  need  to  rethink  our  attitudes  about  cost  and  quality.  If 
spending  more  means  higher  quality,  then  how  do  we  explain  how  proper  pre-natal  care 
especially  for  high  risk  pregnancies  can  actually  reduce  the  potential  costs  of  medical  care 
for  a  premature  child.  In  fact,  the  Institute  of  Medicine  indicated  for  each  $1  spent  on 
providing  prenatal  care  to  low-income,  poorly  educated  women,  there  is  a  savings  of 
$3.38  for  their  infant  medical  care  in  the  first  year  of  life.5  And,  proper  prenatal  care  can 
protect  the  family  from  the  emotional  challenges  that  can  potentially  arise  from  a  difficult 
pregnancy  and  the  rearing  of  a  premature  child.  In  the  current  delivery  of  health  care, 


3  HMO  Market  Share  and  its  Effect  on  Local  Medicare  Costs,  W.  Pete  Welch,  The 
Urban  Institute,  February  1991,  (Abstract). 

4  HMO  Market  Share  and  Its  Effect  on  Local  Medicare  Costs.  W.  Pete  Welch,  The 
Urban  Institute,  February  1991,  p. 4. 

5  Prenatal  Care:  Reaching  Mothers,  Reaching  Infants.  SS  Brown,  ed.,  Washington 
D.C.:  National  Academy  Press;  1988. 
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there  are  far  too  many  women  who  go  without  proper  pre-natal  care.  The  Children's 
Defense  Fund  recently  reported  that  the  number  of  infants  born  to  women  who  received 
no  pre-natal  care  or  care  in  the  last  three  months  of  pregnancy  climbed  significantly  in 
certain  states  including:  88%  in  Rhode  Island,  82%  in  Massachusetts,  74%  in  South 
Carolina,  and  50%  in  Pennsylvania.6 

Managed  health  care  provides  quality  care.  Recent  research  has  begun  to  compare  the 
quality  of  health  care  delivered  in  managed  care  versus  fee  for  service.  Much  of  the 
research  is  being  funded  through  National  Medicare  Competition  Evaluation  grants  to  the 
Health  Care  Financing  Administration  (HCFA)  and  primarily  focuses  on  the  delivery  of 
services  to  the  Medicare  population.  This  research  has  been  finding  that  the  quality  of 
care  in  managed  care  is  as  good  as  if  not  better  than  in  fee  for  service. 

For  example,  Dr.  Sheldon  Retchin,  of  the  Medical  College  of  Virginia,  studied  elderly 
patients  with  congestive  heart  failure  (CHF),  a  chronic  condition  that  frequently  occurs 
in  the  elderly.  Dr.  Retchin's  study  compared  the  care  of  patients  under  prepaid  care 
versus  fee  for  service  Medicare.  The  study  concluded  that 

"HMOs  enhance  the  continuity  between  hospital  and 
ambulatory  settings  for  patients  discharged  following  CHF.  "7 

The  findings  further  concluded  that  outpatient  evaluation  and  management  was  similar 
in  both  settings  although  HMO  providers  were  significantly  more  likely  to  advise  reducing 
salt  intake  and  were  more  likely  to  schedule  follow-up  within  one  week  of  discharge. 

Other  studies  have  reviewed  conditions  that  most  commonly  afflict  the  elderly  in  order 
to  examine  the  quality  of  care  delivered  in  prepaid  programs  versus  fee  for  service.  This 
includes  a  1990  study  on  ambulatory  care  which  suggested  that  individual  items  of 
medical  histories  and  physical  examination  were  performed  most  often  for  HMO  patients 
and  least  often  for  fee  for  service  patients.  In  addition,  the  results  suggested  that 
recommended  elements  of  routine  and  preventive  care  are  more  likely  to  be  performed  for 
Medicare  enrollees  in  HMOs  than  in  fee  for  service  settings.8 


6  Faulkner  &  Grav's  Medicine  &  Health.  "Briefly  This  Week,"  August  1991. 

7  Elderly  Patients  with  Congestive  Heart  Failure  Under  Prepaid  Care.  Sheldon  M. 
Retchin,  M.D.,  M.S.P.H.,  and  Barbara  Brown,  PhD,  The  American  Journal  of  Medicine, 
February  1991,  p.  236. 

8  Quality  of  Ambulatory  Care  in  Medicare  Health  Maintenance  Organizations.  Sheldon 
Retchin,  M.D.,  M.S.P.H.,  and  Barbara  Brown,  PhD,  American  Journal  of  Public  Health, 
Volume  80,  1990,  p.  411-415. 
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Another  study  released  in  1991  studied  the  management  of  geriatric  hypertension  in  the 
outpatient  setting  comparing  fee  for  service  patients  to  HMO  patients.  The  results 
concluded  that,  using  criteria  established  by  a  panel  of  expert  physicians,  HMO  patients 
consistently  received  more  extensive  history-taking,  physicial  examinations,  and 
laboratory  workup  pertinent  to  hypertension  relative  to  their  fee  for  service  counterparts.9 

Bottom  line:  These  studies  are  indicative  of  the  fact  that  the  quality  of  care  in  the  HMO 
environment  is  as  good  as  if  not  better  than  fee  for  service. 

These  studies  are  only  the  beginning.  Both  public  and  private  research  identifying  quality 
indicators  and  establishing  medical  practice  guidelines  must  continue.  We  in  the  managed 
care  industry  are  actively  investing  in  these  areas,  but  we  recognize  we  cannot  and 
should  not  do  this  in  a  vaccuum  away  from  the  fee  for  service  environment.  The 
Universal  Health  Benefits  Empowerment  Act,  is  one  such  proposal,  that  recognizes  the 
importance  of  continued  investment  in  quality  indicators,  medical  practice  guidelines,  and 
technology  assessment.  Whatever  reform  measures  are  adopted,  AMCRA  supports 
further  investment  in  these  fields.  In  addition,  we  would  offer  the  expertise  of  the 
managed  care  industry  which  has  been  working  in  consortium  with  researchers,  and 
within  the  confines  of  anti-trust  statutes,  to  focus  on  continuous  quality  improvement. 


MANAGED  CARE  IMPACT  ON  CONTAINING  THE  RISING  COSTS  OF  HEALTH  CARE 

Managed  health  care,  in  its  focus  on  delivering  quality  care  and  its  emphasis  on  preventive 
services,  is  able  to  restrain  the  rise  in  health  care  expenditures.  Evidence  of  managed 
health  care's  ability  to  restrain  rising  costs  is  found  in  the  recently  released  Foster  Higgins 
study  that  compares  HMOs  and  fee  for  service.  According  to  the  study,  the  average 
annual  HMO  premium  per  person  in  1990  was  $2,683.  The  average  annual  fee  for 
service  premium  was  $3,21 410.  HMOs  on  average  cost  17%  less  than  traditional  fee 
for  service  making  managed  health  care  a  better  value  for  every  health  care  dollar  spent. 


9  The  Management  of  Geriatric  Hypertension  in  Health  Maintenance  Organizations. 
JA  Preston  and  SM  Retchin,  Journal  of  the  American  Geriatrics  Society,  (at  print  in  May 
of  1991). 

10  "HMO  Premium  Difference  with  Indemnity  Sparking  Growing  Employer  Support," 
Health  Market  Survey.  August  14,  1991,  p. 3. 
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The  Foster  Higgin  study  went  further  to  compare  the  rate  of  increase  in  health  premiums 
in  the  HMO  setting  versus  the  fee  for  service.  According  to  their  findings,  premium 
increases  in  the  HMO  setting  averaged  1 5.7%  annually  versus  the  fee  for  service  setting 
which  averaged  21.6%.  If  this  differential  continues  to  occur,  the  average  annual 
premium  for  HMOs  will  be  at  least  35%  less  in  five  years  and  up  to  50%  less  in  ten 
years11.  Given  this  scenario,  I  feel  confident  that  managed  care  has  already  played  a 
significant  role  in  restraining  health  care  cost  increases  for  the  community  it  currently 
serves.  In  addition,  I  strongly  believe  it  can  play  a  significant  role  in  restraining  the  rise 
in  future  health  care  costs. 

In  addition  to  the  absolute  difference  in  premium  costs  in  fee  for  service  versus  HMOs, 
we  cannot  lose  sight  of  the  earlier  study  regarding  the  ability  of  Medicare  managed  care 
to  actually  reduce  the  Medicare  fee  for  service  expenditures.  You  can  imagine  if  a  10% 
Medicare  managed  care  market  share  can  influence  Medicare  fee  for  service  costs,  then 
metropolitan  areas  with  a  significant  enrollment  in  managed  care,  like  Michigan  where  we 
have  over  1.5  million  HMO  members,  must  also  exert  reductions  in  the  commercial  fee 
for  service  costs. 


MANAGED  CARE  IN  THE  PRIVATE  AND  PUBLIC  SECTORS 

AMCRA  believes  that  managed  care  does  and  should  continue  to  play  a  role  in  private  and 
public  health  care  initiatives. 

Small  business  reform,  found  in  both  the  Chairman's  bill  as  well  as  in  the  HEART  bill,  will 
be  a  critical  area  for  health  care  reform  especially  given  the  Pepper  Commission's  findings 
that  over  20  million  "uninsured"  are  full-time  workers  and/or  dependents.  Furthermore, 
two-thirds  of  these  "working  uninsured"  are  working  with  small  businesses  or  are  self- 
employed12.  As  an  affordable  health  care  option,  managed  care  has  and  should  continue 
to  play  an  important  role  in  delivering  quality  affordable  health  care  to  businesses  of  all 
sizes  including  the  small  business  community. 


11  Data  extrapolated  by  the  American  Managed  Care  and  Review  Association  based 
on  the  average  annual  HMO  premiums  and  FFS  premiums  of  the  Foster  Higgins  study  as 
well  as  their  associated  rates  of  increase. 


12  A  Call  for  Action.  The  Pepper  Commission  Final  Report,  September  1990,  p.  25. 
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We  also  welcome  reform  initiatives  that  are  willing  to  address  federal  override  of  state 
anti-managed  care  legislation.  In  defining  anti-managed  care  initiatives,  we  appreciate 
members'  foresight  in  identifying  examples  of  laws  that  pose  a  barrier  to  effective 
managed  care  including  barriers  to  the  implementation  of  effective  utilization  review.  We 
would  welcome  the  opportunity  to  work  with  any  member  that  would  like  to  learn  more 
about  the  impact  of  state  anti-managed  care  legislation  on  the  successful  implementation 
of  managed  health  care  programs  attempting  to  deliver  quality,  affordable  health  care. 

Furthermore,  AMCRA  applauds  efforts  that  include  managed  care  in  the  delivery  of  care 
in  public  programs.  Whether  under  a  new  public  sector  program  or  through  the  current 
public  programs  like  Medicare  and  Medicaid,  managed  care  should  play  a  significant  role 
in  helping  achieve  the  goals  of  access,  quality,  and  affordability.  Our  members  are 
actively  involved  in  public  health  care  programs  including  Medicare,  Medicaid,  the  Federal 
Employees  Health  Benefit  Plan  (FEHBP),  and  CHAMPUS.  In  light  of  our  experience  with 
these  programs,  AMCRA  would  encourage  that  any  reform  initiative  addressing  changes 
to  public  programs,  especially  those  that  increase  eligibility  for  public  programs,  also 
include  actions  to  dismantle  existing  barriers  that  have  prevented  the  expansion  of 
managed  care  in  these  programs. 

For  example,  AMCRA's  Medicaid  Policy  Task  Force  has  focused  on  the 
following  federal  issues  as  critical  to  the  expansion  of  the  Medicaid 
managed  care  program:  the  federal  matching  payment  formula  for  managed 
care  participation;  the  75/25  enrollment  mix  rule;  the  administrative  process 
for  states  to  provide  mandatory  managed  care  plans  for  their  Medicaid 
enrollees;  and  minimum  standards  for  eligibility  and  benefits.  Any  reform 
initiative  that  proposes  to  increase  eligibility  for  Medicaid  must  also  remove 
barriers  to  the  expansion  of  Medicaid  managed  care13.  Otherwise,  the 
initiative  must  be  willing  to  confront  the  significant  costs  associated  with 
just  increasing  eligibility  --  a  Congressional  Budget  Office  estimate 
suggested  that  expanding  Medicaid  to  individuals  and  families  with  incomes 
of  up  to  200%  of  federal  poverty  level  would  increase  federal  spending  by 
approximately  $16  billion  and  state  spending  by  $12  billion14. 


13  The  American  Managed  Care  and  Review  Association  Medicaid  White  Paper,  1 991 . 

14  "Reform  Proposals  Costly,"  American  Hospital  Association,  July  15,  1991,  p. 2. 
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In  addition,  AMCRA's  Medicare  Policy  Task  Force  has  focused  on  the 
following  federal  issues  as  critical  to  the  expansion  of  the  Medicare 
managed  care  program:  focusing  of  Administration  attention  on  improving 
the  current  managed  care  programs;  reforming  the  Medicare  managed  care 
payment  formula  to  assure  adequate  rates;  and  establishing  a  quality 
assurance  mechanism  that  takes  advantage  of  the  sophisticated 
mechanisms  inherent  in  managed  care  entities  instead  of  relying  on 
outdated  proxies  for  quality'5.  Reform  measures  that  also  propose  to 
assist  Medicare  beneficaries  should  be  willing  to  address  the  integration  of 
managed  care.  Medicare  managed  care  has  already  helped  to  meet  the 
health  care  needs  of  over  1. 1  million  Medicare  beneficiaries  -  and  has 
provided  these  beneficiaries  with  much  more  than  traditional  Medicare 
coverage  at  much  lower  cost  to  the  beneficiary. 


We  would  be  more  than  pleased  to  work  with  any  member  on  identifying  other  barriers 
to  managed  care  as  they  exist  in  public  programs  like  FEHBP,  Medicaid,  and  Medicare. 


CONCLUSION 

In  conclusion,  AMCRA  appreciates  the  consideration  afforded  by  Chairman  Rostenkowski 
and  the  other  members  of  the  House  Ways  and  Means  Committee.  Managed  care  has 
demonstrated  itself  to  be  a  better  value  for  every  health  care  dollar  spent.  Managed  care 
has  demonstrated  that  quality  of  care  in  the  managed  care  setting  is  as  good  as  if  not 
better  than  fee  for  service.  Managed  care  has  demonstrated  its  willingness  to  actively 
participate  in  delivering  quality  health  care  to  the  poor  and  underserved.  Managed  care 
has  received  the  continued  endorsement  of  the  public  as  more  individuals  choose  to  join 
a  managed  health  care  program  either  through  their  employer  or  through  an  individual 
plan. 

Making  quality  health  care  affordable  and  accessible  to  all  has  been  a  cornerstone  to 
managed  care.  As  health  care  reform  initiatives  focus  on  the  issues  of  costs  and  access  - 
-  both  in  public  and  private  programs  --  managed  care  should  be  integral  to  the  debate. 

Once  again,  thank  you  for  your  time.  I  would  welcome  any  questions  you  may  have. 


15  The  American  Managed  Care  and  Review  Association's  Medicare  White  Paper, 
1991. 
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Mr.  Andrews  [presiding].  Thank  you  very  much,  Mr.  Dobbins. 

We  have  a  vote  on.  I  would  like  to  adjourn  the  committee  for 
about  10  to  15  minutes,  and  we  will  reconvene  and  start  with  Ms. 
Hill. 

Thank  you. 

[Recess.] 

Mr.  Downey  [presiding].  Ms.  Hill,  have  you  testified? 

Ms.  Hill.  No,  I  have  not. 

Mr.  Downey.  Would  you  begin,  please. 

Ms.  Hill.  Certainly.  Thank  you. 

STATEMENT  OF  BARBARA  B.  HILL,  PRESIDENT,  PRUDENTIAL 
HEALTH  CARE  PLAN  OF  THE  MID-ATLANTIC,  ON  BEHALF  OF 
PRUDENTIAL  INSURANCE  CO.  OF  AMERICA 

Ms.  Hill.  Thank  you,  Mr.  Chairman. 

My  name  is  Barbara  Hill.  I  am  president  of  the  Prudential 
Health  Care  Plan  of  the  Mid-Atlantic,  and  I  appreciate  this  oppor- 
tunity to  testify  about  health  care  reform. 

Anybody  who  wants  to  deal  with  the  issue  of  health  care  reform 
has  to  deal  with  a  very  important  question,  and  that  is  how  do  we 
improve  access  to  care  for  our  poorest  citizens,  without  the  corre- 
sponding explosion  in  health  care  costs? 

That  is  a  very  complex  question,  but  it  reminds  me  of  a  simpler 
story,  if  you  will  allow  me. 

Imagine,  if  you  will,  that  a  long  time  ago,  and  far  away,  there 
lived  a  king.  And  in  his  kingdom  were  lots  of  hungry  and  poor  sub- 
jects. And  the  king  felt  sorry  for  them,  so  he  issued  a  proclamation. 
"Henceforth  all  my  subjects  shall  dine  only  on  caviar." 

Well,  it  was  a  very  popular  decision,  but  it  was  a  pretty  expen- 
sive one,  because  the  price  of  caviar  kept  going  up,  and  the  number 
of  hungry  people  kept  going  up,  too.  So  the  king  tried,  first,  chang- 
ing the  qualifications  of  who  would  be  allowed  to  have  the  free 
caviar.  That  did  not  control  the  cost,  so  then  he  tried  reducing  the 
quantity  and  the  quality  of  caviar  that  was  distributed,  and  that 
did  not  work  either.  The  costs  still  remained  high. 

So,  he  was  not  sure  what  to  do.  Then  a  wise  old  doctor  in  the 
kingdom  said  to  him,  "Why  don't  you  try  giving  people  meat  and 
potatoes  instead  of  caviar?  Maybe  then  they  can  all  have  as  much 
as  they  want  and  it  will  not  cost  so  much." 

The  king  thought  that  was  a  pretty  good  idea,  but  the  caviar  pro- 
ducers did  not  like  it  very  much.  They  protested  and  complained 
about  the  risks  of  overeating,  and  high  cholesterol,  and  pretty  soon 
there  were  enough  regulatory  barriers  constructed  that  nobody 
could  produce  meat  and  potatoes,  and  caviar  production  continued. 

Well,  that  may  seem  like  a  silly  story,  but  unfortunately,  it  par- 
allels very  closely  the  way  we  run  the  Medicaid  program  in  our 
country.  For  Medicaid  recipients  we  dole  out  precious  little  bits  of 
health  care  "caviar."  They  live  in  neighborhoods  where  we  have  as- 
sured that  there  are  no  practicing  physicians  of  any  kind,  so  they 
have  to  take  even  their  most  routine  illnesses  to  the  most  expen- 
sive place  to  care  for  them,  and  that  is  hospital  emergency  rooms. 

Frankly,  I  think  we  can  do  better  than  that.  I  think  that  we  can 
provide  high  quality,  cost  effective  care  to  our  poorest  citizens, 
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without  some  new  and  complicated  health  insurance  scheme, 
simply  by  embracing  the  principles  of  managed  health  care. 

Over  the  last  several  years  managed  care  has  saved  money  for 
our  employers,  both  public  and  private  employers.  We  have  proven 
that  we  can  control  costs  and  keep  quality  high,  and  we  have  been 
able  to  show  that  with  32,000  Medicaid  recipients  in  Maryland, 
also.  In  our  HMO  in  Maryland,  we  do  have  32,000  members,  and 
those  members  use  half  as  many  hospital  days  as  the  rest  of  the 
Medicaid  recipients  in  the  State.  That  obviously  saves  a  lot  of 
money  and  it  improves  the  quality  of  lives. 

How  do  we  do  that?  We  do  that  by  focusing  on  preventive  care 
and  education.  We  employ  health  educators  and  nurse  practition- 
ers to  teach  our  members  how  to  keep  themselves  well.  We  have 
classes.  We  have  smoking  cessation  classes,  cooking  classes  for  dia- 
betic patients.  We  have  asthma  classes,  not  just  for  the  parents  of 
asthmatic  children,  but  for  the  children  themselves,  to  teach  them 
how  not  to  be  scared  when  they  start  to  feel  an  asthmatic  attack 
coming,  and  how  to  manage  their  own  care  in  small  ways. 

Prevention  is  not  just  an  empty  promise.  We  work  hard  at  it. 
Also,  we  are  not  afraid  to  get  creative  in  the  ways  we  manage 
health  care  costs.  We  are  not  afraid  to  reallocate  dollars.  If  we  can 
trace  the  health  care  problems  of  a  family  back  to  the  lack  of  heat 
in  the  home,  we  might,  in  fact,  buy  a  heater  for  the  family.  We 
might  buy  a  refrigerator  for  a  family  that  needs  a  place  to  refriger- 
ate medications,  and  they  do  not  have  one. 

One  of  our  most  successful  programs,  is  we  struggled  for  years 
for  how  to  get  moms  to  come  in  for  prenatal  care  during  their  preg- 
nancy, and  were  sad  when  the  first  time  we  saw  them  was  when 
they  came  in  to  the  labor  and  delivery  room  in  the  hospital.  Half 
our  babies  were  being  born  sick,  as  in  the  Medicaid  program  as  a 
whole.  What  we  started  doing  was  offering  moms  $10  every  time 
they  would  come  in  for  a  prenatal  check  up. 

What  happened?  Our  number  of  visits  tripled  immediately.  It 
cost  us  about  $120  a  pregnancy.  It  shaves  many  days  off  the  hospi- 
tal stay  for  the  babies  and  for  the  moms,  and  probably  saves  a  lot 
of  health  care  dollars  over  the  next  years  of  that  baby's  life. 

Unorthodox?  Yes.  OK.  But,  I  assure  you,  it  is  both  cost  effective 
and  compassionate. 

When  our  patients  do  need  care,  they  have  better  choices  than 
emergency  rooms.  They  have  managed-care  physicians  right  there 
in  their  communities,  the  same  managed-care  physicians  caring  for 
the  commercially  insured  members,  insured  through  their  employ- 
ers in  our  HMO  program. 

If  they  need  care  after  hours,  we  have  urgent  care  centers  for 
them.  The  bottom  line  is  that  only  the  true  emergency  cases  go  to 
emergency  rooms. 

And  we  do  all  that  for  94.5  percent  of  the  fee-for-service  equiva- 
lent, and  factored  into  that  rate  is  only  2.5  percent  for  administra- 
tive costs.  So,  if  we  are  so  terrific,  and  that  is  such  a  great  pro- 
gram, why  are  there  not  more  programs  like  that  around  the  coun- 
try? 

Well,  because  there  are  problems  and  barriers  in  the  Medicaid 
HMO  program,  and  we  have  outlined  them  specifically  in  our  writ- 
ten testimony,  and  proposed  solutions  for  them. 
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We  need  help,  also,  in  preventing  the  antimanaged  care  legisla- 
tion, which  is  cropping  up  in  legislatures  all  around  the  country. 
The  "caviar  producers"  simply  do  not  like  the  growth  of  our  meat- 
and-potatoes  industry,  and  a  lot  of  legislation  is  coming  at  us  which 
will  prohibit  the  fulfillment  of  what  managed  care  can  really  pro- 
vide. 

The  private  sector  has  developed  tools  to  manage  care,  reduce 
costs  and  keep  quality  high,  and  we  can  do  just  that  with  managed- 
care  programs  for  Medicaid,  Medicare,  and  privately  insured  folks 
as  well.  We  can  improve  access,  we  can  increase  quality,  and  we 
can  control  the  inflation  which  plagues  Medicaid  programs  around 
the  country. 

The  fairytale  that  I  told  does  not  have  to  have  the  ending  that  it 
did.  All  the  poor  people  can  get  fed.  The  king  has  to  listen  to  the 
wise  old  doctor.  If  we  put  people  on  a  well-balanced  diet  of  health 
care,  with  an  emphasis  on  wellness  and  prevention,  they  will  also 
be  satisfied,  and  that  would  be  a  very  happy  ending. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  follows:] 
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PRESIDENT,  THE  PRUDENTIAL  HEALTH  CARE  PLAN 
OF  THE  MID-ATLANTIC 


Mr.  Chairman,  members  of  the  Committee,  I  am  Barbara  Hill, 
President,  The  Prudential  Health  Care  Plan  of  the  Mid-Atlantic. 

Anyone  setting  out  to  reform  American  health  care  faces  a  key 
question:  How  do  we  increase  access  without  setting  off  an 
explosion  of  costs?  The  answer,  I  believe,  is  through  managed 
care,  not  just  in  the  private  sector  but  in  the  public  sector  as 
well.  Today,  I  would  like  to  give  you  some  examples  of  our  success 
in  providing  high-quality  health  care  for  Maryland  Medicaid 
recipients,  at  substantial  savings.  But  first,  let  me  start  with 
a  parable. 

Imagine  for  a  moment  that  once  upon  a  time  in  a  faraway  land,  there 
lived  a  good  king  who  had  many  poor  and  hungry  subjects.  He  took 
pity  on  them  and  decreed:  "Henceforth,  all  my  hungry  subjects 
shall  dine  only  on  caviar." 

This  turned  out  to  be  a  very  expensive  policy  as  the  number  of 
hungry  people  grew  and  the  cost  of  caviar  increased  significantly. 
So  the  king  gradually  cut  back  the  numbers  of  hungry  who  could 
qualify  for  caviar  and  the  quality  and  quantity  of  caviar  they 
could  eat.  But  more  and  more  people  went  hungry  and  the  cost 
continued  to  rise. 

One  day,  a  wise  doctor  suggested  a  simple  and  cost-effective 
solution:  feed  the  people  meat  and  potatoes  —  then  all  will  have 
plenty  at  lower  cost.  The  king  thought  this  was  a  pretty  good 
idea,  but  the  caviar  providers  opposed  it  strongly,  pointing  out 
the  dangers  of  cholesterol  and  overeating.  As  a  result,  many 
regulatory  barriers  were  erected  to  prevent  meat  and  potato 
providers  from  feeding  the  poor. 

This  may  sound  like  a  silly  story  but  it  all  too  sadly  parallels 
the  way  we  operate  the  Medicaid  program. 

When  Medicaid  recipients  are  hungry  for  health  care,  we  feed  them 
"caviar".  They  continue  to  show  up  at  emergency  rooms  to  have 
their  routine  illnesses  treated,  consuming  too  much  of  the  wrong 
kind  of  care  —  at  staggering  costs.  Meanwhile,  they  do  not 
receive  the  preventive  medicine  that  should  be  the  "meat  and 
potatoes"  of  our  health  care  system. 

A  few  years  ago,  Maryland  state  officials  asked  me  to  arrange  a 
meeting  with  Medicaid  recipients.  To  a  person,  every  recipient 
said  he  or  she  got  care  in  the  most  expensive  (and  least  efficient) 
fashion:  directly  from  the  emergency  room.  When  asked  why,  their 
answer  was  simple:  because  hospitals  were  the  only  providers  in 
their  neighborhoods. 

There  are  solutions  to  these  problems.  What's  more,  these 
solutions  do  not  require  the  invention  of  complicated  national 
insurance  schemes.  In  fact,  they  often  require  no  more  than  the 
adoption  of  managed  care  systems  similar  to  those  that  government 
already  offers  its  own  employees,  and  we  operate  for  Medicaid 
recipients  in  Maryland. 
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There  are  still  too  few  large  Medicaid  managed  care  programs  in  the 
country.  The  Prudential  Health  Care  Plan  of  the  Mid-Atlantic  is 
one  of  them;  of  our  120,000  HMO  members  in  Maryland,  32,000  are 
Medicaid  recipients.  We  attribute  our  success  to  our  focus  on 
wellness  and  preventive  services.  In  the  managed  care  industry,  we 
measure  hospital  use  based  on  the  number  of  hospital  days  used. 
For  every  1,000  people  enrolled,  we  look  at  the  number  of  hospital 
days  that  group  incurred.  In  the  fee-for-service  Medicaid 
population  in  the  area  we  are  serving,  hospital  use  runs  around 
1200  days  per  1,000  people.  In  our  Medicaid  HMO  program,  hospital 
use  runs  around  650  days  per  1,000.  In  other  words,  we  have  almost 
halved  the  hospital  use  by  Medicaid  recipients  enrolled  in  our 
program.  How?  By  focusing  our  time  and  attention  on  outpatient 
care.  Our  medical  groups  employ  social  services  staff,  health 
educators,  and  nurse  practitioners,  whose  job  it  is  to  educate  our 
members  and  their  families.  We  hold  cooking  classes  for  diabetic 
patients.  We  offer  smoking  cessation  classes.  Our  Urgent  Care 
Center  is  open  in  the  evenings  to  provide  care  for  members  after 
hours.  The  only  patients  sent  on  to  a  hospital  emergency  room  are 
those  with  true  acute  emergency  problems. 

I  have  often  explained  the  HMO  program  as  being  an  instance  where 
the  angels  and  the  devils  are  on  the  same  side.  Whether  you 
believe  that  those  of  us  in  Medicaid  HMOs  focus  our  energies  on 
preventive  services  because  we  are  angels  and  believe  that  everyone 
should  have  good  health,  or  whether  we  do  it  because  we  are  devils 
trying  to  save  money  on  expensive  impatient  care,  the  results  are 
the  same.  We  keep  our  members  healthier,  and  thus  are  able  to  keep 
costs  down. 

One  of  the  tools  we  use  to  save  costs  is  the  reallocation  of  funds 
into  services  which  may  not  be  strictly  categorized  as  health  care. 
For  instance,  we  have  on  occasion  bought  a  refrigerator  or  a  heater 
for  a  patient  whose  chronic  health  care  problem  could  be  traced 
back  to  a  lack  of  heat  in  the  home  or  simply  lack  of  a  place  to  put 
medications  which  require  refrigeration.  Are  we  just  being  kind? 
Perhaps,  but  we  are  also  saving  on  long-term  health  care  costs  by 
keeping  our  members  healthier  with  these  sorts  of  expenditures. 
Another  good  example  is  a  program  we  run  called  Better  Beginnings. 
Fifty  percent  of  the  babies  born  to  Medicaid  mothers  in  the  State 
of  Maryland  are  born  ill;  either  they  are  low  birth  weight,  or  have 
been  exposed  to  drugs  in  utero.  We  tried  to  find  a  way  to  get  our 
Medicaid  moms  to  come  in  for  prenatal  care,  and  were  saddened  by 
the  number  we  saw  for  the  first  time  when  they  entered  the  hospital 
in  labor.  We  finally  decided  to  offer  an  incentive  to  those  who 
practiced  responsible  health  care  during  their  pregnancy.  The 
Better  Beginnings  program  now  pays  $10  in  cash  to  every  Medicaid 
mother  each  time  she  comes  into  our  medical  offices  for  prenatal 
care.  The  cost  to  our  program?  About  $100  in  cash  outlays  during 
the  course  of  a  woman's  pregnancy.  The  savings?  They  can  be 
substantial.  One  day  shaved  off  the  mother's  hospital  stay  will 
save  $850  to  $1,000.  A  healthier  pregnancy  makes  for  a  healthier 
baby,  a  shorter  hospital  stay,  and  fewer  health  care  costs  for  the 
child  over  the  next  several  years  of  life. 

But  with  the  number  of  success  stories  that  we  have  to  offer,  why 
are  there  not  more  Medicaid  HMOs?  Because  there  are  problems  which 
stand  in  the  way  of  the  growth  of  these  programs.  These  problems 
can  be  grouped  into  three  categories:  rates  paid,  marketing 
issues,  and  administrative  headaches. 
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We  need  to  bring  some  order  and  logic  to  how  much  is  paid  to  manage 
care  for  Medicaid.  The  capitation  rates  paid  to  Medicaid  HMOs  are 
calculated  differently  in  each  of  the  fifty  states.  There  is  no 
formula  determined  by  the  Federal  government,  and  the  only  guidance 
given  to  states  by  the  Health  Care  Financing  Administration  is  that 
a  capitation  rate  paid  to  Medicaid  HMOs  shall  not  exceed  100%  of 
the  fee-for-service  equivalent  cost.  Medicaid  HMOs  are  then  asked 
to  provide  greater  access  to  health  care  services,  with  much 
tighter  quality  assurance  control,  for  a  percentage  of  the  amount 
the  state  would  have  spent  on  a  fee-for-service  basis  (94.5%  in 
Maryland) .  The  argument  between  the  states  and  their  HMOs  arises 
over  how  the  fee-for-service  equivalent  is  computed.  The 
methodology  is  different  in  each  state.  Actuarial  assistance  for 
the  states  and  their  Medicaid  HMOs  is  desperately  needed. 

The  issue  of  marketing  is  also  a  problem.  While  some  states  allow 
HMOs  to  promote  their  services  through  the  welfare  offices,  others 
limit  the  HMOs1  ability  to  market  by  requiring  door-to-door 
solicitation.  I  assure  you  that  it  is  difficult  to  hire  staff 
willing  to  cold-call  door-to-door  through  the  housing  projects  in 
our  cities.  Such  a  marketing  system  is  not  only  dangerous  and 
difficult  to  control;  it  is  also  expensive.  In  1989,  we  calculated 
what  it  cost  us  to  enroll  new  members  going  door-to-door.  The 
answer:  $284  per  person.  If  we  could  market  to  Medicaid 
recipients  as  efficiently  as  we  market  to  employers,  we  could  save 
dollars  for  the  state  and  Federal  governments  and  assure  that  the 
plan  focus  more  resources  on  providing  health  services. 

The  third  set  of  problems  has  to  do  with  administration  of  the 
program.  In  many  states,  one  department  may  determine  the 
eligibility  of  recipients  for  Medicaid,  another  may  produce 
Medicaid  enrollment  cards  or  administer  the  benefits.  This  is 
confusing,  and  speaking  of  confusing,  if  any  of  you  have  ever  tried 
to  fill  out  the  form  to  see  if  you  are  eligible  for  Medicaid 
benefits,  you  would  understand  the  potential  for  Medicaid 
recipients  to  get  lost  in  the  large  bureaucracies  that  exist  in 
many  states.  The  antiquated  computer  systems  in  most  states  only 
add  to  the  problems.  Our  managed  care  plan  is  required  to  employ 
a  staff  whose  full  time  job  is  to  try  to  track  recipients1 
eligibility  through  the  system,  to  make  sure  that  members  do  not 
get  dropped  from  the  Medicaid  rolls  without  cause. 

Some  positive  steps  have  been  taken  to  move  in  the  direction  of 
increasing  the  availability  of  managed  care  for  Medicaid 
recipients,  as  well.  We  consider  it  to  be  a  giant  step  forward 
that  the  Health  Care  Financing  Administration  has  created  a 
Medicaid  Bureau.  Clearly,  the  managers  of  the  Medicaid  Bureau 
recognize  the  value  of  the  managed  care  program  for  Medicaid 
recipients,  and  have  good  rapport  with  those  of  us  administering 
Medicaid  HMOs  around  the  country.  The  National  Academy  for  State 
Health  Policy  has  also  formed  a  Task  Force  on  Medicaid  Managed  Care 
and  the  Health  Care  Financing  Administration  has  named  a  Technical 
Advisory  Group  to  try  to  provide  more  information  to  the  states  on 
how  to  effectively  run  Medicaid  managed  care  programs. 

But  more  is  needed.  The  savings  which  can  be  generated  for  the 
Medicaid  program  through  the  use  of  managed  care  is  considerable. 
The  savings  can  preclude  the  need  for  rationing  and  can  free  funds 
to  cover  those  who  are  simply  now  uninsured.  Managed  care  can 
address  a  number  of  difficult  problems  which  confront  us: 
improving  access  for  Medicaid  recipients;  assuring  quality  health 
care;  and  decreasing  the  steep  rate  of  inflation  now  being 
experienced  by  Medicaid  programs  all  over  the  country.  Those  of  us 
who  have  struggled  to  stay  in  the  Medicaid  HMO  program  because  we 
believe  so  firmly  in  its  future  ask  that  you  consider  making  the 
^  programmatic  changes  which  would  lure  our  competitors  into  this 
business,  as  well.  Some  may  argue  whether  managed  care  plans 
should  be  required  to  participate  in  the  Medicaid  program;  however, 
©  I  do  believe  that  changes  could  be  made  which  make  participation  so 
«•  attractive  that  managed  care  plans  that  operate  in  areas  where 
CO  there  are  concentrations  of  Medicaid  recipients  could  hardly  refuse 
to  be  a  part  of  the  program.  Then  this  country's  Medicaid 
recipients  would  have  the  freedom  to  choose  from  among  a  number  of 
managed  care  programs  whose  fundamental  mission  is  to  keep  them 
healthy. 
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Finally,  I  would  suggest  that  our  health  care  system  would  benefit 
significantly  if  we  were  to  set  forth  a  national  vision  to  foster 
the  expansion  of  managed  care. 

Critical  to  the  development  and  expansion  of  managed  care  programs 
is  the  identification  of  institutional  and  legal  barriers  which 
prevent  managed  care  from  achieving  its  full  potential.  An 
essential  role  for  government  to  play  in  health  care  at  both 
Federal  and  state  levels  should  be  to  assure  that  regulation  and 
incentives  are  carefully  balanced  —  encouraging  affordable  private 
insurance  plans  and  effective  managed  care  systems.  All  too  often 
today,  efforts  to  develop  managed  care  arrangements  are  severely 
constrained  by  ill-conceived  state  legislation  and  a  lack  of 
flexibility  in  the  government  programs.  Impractical  limits  placed 
on  cost  containment  programs  are  destructive  and  inflationary. 

Financing  entities  should  be  allowed  to  provide  low-cost  indemnity 
benefit  programs  and  a  complete  range  of  managed  care  programs. 
To  accomplish  this  end,  state  mandated  benefit  requirements  and 
unreasonable  state  restrictions  on  managed  care  plans  should  be 
eliminated.  Here's  where  Congress  can  play  an  important  role  in 
establishing  a  national  framework  which  will  allow  the  private 
sector  to  respond  to  consumer  needs. 

We  have  identified  a  number  of  laws  in  the  various  states  which 
pose  barriers  to  managed  care,  including  ones  that  limit  the 
development  of  effective  networks  and  restrain  effective 
utilization  review  programs.  Examples  include  such  laws  and 
regulations  that: 

o  Restrict  the  ability  of  third-party  payors  to  negotiate 
the  form  and  rate  of  reimbursement  with  providers  and 
require  them  to  reimburse  providers  based  on  customary 
charges  determined  by  the  providers;  these  laws  restrict 
the  ability  of  managed  care  plans  to  develop  cost- 
effective  care; 

o  Require  a  managed  care  plan  to  pay  the  same  fees  to 
providers  who  are  not  included  in  its  system  as  those  who 
are  which  destroys  the  incentives  necessary  to  develop  a 
managed  care  system  and  undermine  its  purpose; 

o  Restrict  the  rights  of  sponsors  of  managed  care  plans  to 
contract  selectively  with  a  limited  number  of  providers. 
This  limitation  prevents  managed  care  plans  from 
contracting  with  providers  who  meet  their  practice 
standards ; 

o  Restrict  the  right  of  plans  to  utilize  primary  care 
physicians  in  a  gatekeeper  role  which  limit  plans1 
ability  to  ensure  that  appropriate  and  cost-effective 
treatment  is  provided; 

o  Limit  the  co-payment  that  a  managed  care  plan  may  require 
a  beneficiary  to  pay  when  a  non-plan  provider  is  used. 
These  limits  undermine  the  ability  of  a  plan  to  give 
sufficient  incentive  to  patients  to  use  the  network  of 
cost-effective  providers; 

o  Prohibit  utilization  review  of  certain  treatments  or 
conditions  which  guts  a  critical  element  of  managed  care; 
and 

o        Require    utilization    review    decisions    to    be    made  by 
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residents  of  the  state  in  which  the  treatment  is  offered. 
These  requirements  make  it  difficult  for  national 
companies  to  participate  in  the  local  market  and  add 
unnecessary  costs. 

The  artificial  barriers  I've  described  constrain  our  ability  to 
meet  consumer  demand  for  managed  care  programs  and  deprive  our 
customers  and  the  nation  of  the  savings  and  quality  assurance  of 
managed  care.  These  examples  are  not  unique.  Hundreds  of  anti- 
managed  care  bills  have  been  introduced  in  the  states  this  year 
alone.  These  bills  do  not  come  from  our  customers  but  from  special 
interests  in  the  health  care  industry  seeking  to  preserve  the 
status  quo  and  prevent  our  switching  from  caviar  to  meat  and 
potatoes. 

Managed  care  can  only  succeed  as  a  means  of  controlling  national 
health  care  costs  if  it  is  broadly  implemented.  A  few  cases  or 
even  a  few  hundred  cases  of  substantial  size  will  have  a  very 
modest  impact  in  containing  costs  and  modifying  physician  behavior. 
Conversely,  if  managed  care  is  broadly  implemented,  it  will  have  a 
major  impact  on  costs  and  quality. 

Mr.  Chairman,  I  thank  you  for  the  opportunity  to  appear  before  your 
committee  today,  and  I  will  try  to  answer  any  questions  you  may 
have. 

Mr.  Downey.  Thank  you  very  much,  Ms.  Hill. 
Mr.  Branchini. 

STATEMENT  OF  FRANK  BRANCHINI,  PRESIDENT  AND  CHIEF 
EXECUTIVE  OFFICER,  GROUP  HEALTH  INC.,  NEW  YORK,  N.Y. 

Mr.  Branchini.  Thank  you,  Mr.  Chairman,  and  the  members  of 
the  Ways  and  Means  Committee. 

I  appreciate  the  opportunity  to  speak  with  you  today  about 
health  insurance  reform  and  efforts  to  improve  health  care  access 
while  containing  costs.  I  am  particularly  pleased  to  offer  my  sup- 
port for  the  efforts  commenced  by  H.R.  3205,  the  Health  Insurance 
Coverage  and  Cost  Containment  Act  of  1991. 

I  am  the  president  and  CEO  of  Group  Health  Inc.  GHI  was 
founded  in  1937  as  one  of  the  first  not-for-profit  health  insurance 
organizations  in  the  United  States.  We  currently  provide  hospital, 
medical,  surgical,  dental,  and  medigap  coverage  to  more  than  2 
million  people  in  New  York  State.  GHI  also  serves  as  the  Medicare 
part  B  carrier  for  Queens  County,  serving  over  425,000  Medicare 
beneficiaries. 

In  addition,  we  provide  health  coverage  to  more  than  65,000  Fed- 
eral employees  through  the  Federal  Employee  Health  Benefits 
Plan. 

Current  estimates  tell  us  that  more  than  33  million  Americans 
are  without  health  care  coverage  of  any  kind.  In  New  York  alone, 
recent  figures  suggest  that  over  2.5  million  New  Yorkers  lack 
health  insurance,  and  over  700,000  of  the  uninsured  in  our  State 
are  children.  A  1988  Chicago  Tribune  article  estimated  that  over  15 
percent  of  the  people  in  the  State  of  Illinois  under  the  age  of  65 
lack  health  insurance. 

What  is  most  startling  about  these  figures  is  that  half  of  the  un- 
insured are  employed.  They  are  workers  employed  by  businesses 
which  either  cannot  or  will  not  provide  health  insurance  to  their 
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employees.  These  workers  are  left  totally  unprotected  in  case  of  ill- 
ness. In  a  society  such  as  ours,  these  statistics  are  simply  unaccept- 
able. 

GHI,  as  a  not-for-profit  health  insurer,  has  made  a  long-term 
commitment  to  help  reduce  the  number  of  uninsured  and  underin- 
sured  people  in  New  York  State.  GHI  offers  year-round  open  en- 
rollment. Anyone  can  obtain  health  insurance  at  any  time,  without 
medical  examination,  consideration  of  history  of  illness,  or  other 
evidence  of  insurability.  The  only  limitation  placed  on  new  open 
enrollment  members  is  on  preexisting  conditions,  which  are  not 
covered  for  the  first  11  months.  Premiums  for  our  individual  and 
small  group  policies  are  determined  on  a  community-rated  basis. 
That  is,  the  premiums  for  these  groups  and  individuals  are  based 
upon  the  overall  health  experience  of  the  community,  not  upon  an 
individual  or  group's  history  of  illness. 

In  1987,  with  a  grant  from  New  York  State,  GHI  initiated  a  pro- 
gram to  provide  health  care  services  to  homeless  women  in  New 
York  City.  In  cooperation  with  St.  Barnabas  Hospital  in  the  South 
Bronx,  we  have  begun  a  program  to  provide  special  health  benefits 
to  children  of  working  families  who  have  no  health  insurance  and 
who  are  not  eligible  for  Medicaid.  While  we  believe  these,  and 
other  of  our  efforts,  help  to  relieve  the  burden  for  some,  it  is  clear- 
ly not  enough  to  make  a  dent  in  the  larger  problem  of  providing 
universal  health  care  to  all  Americans. 

Our  major  effort  has  been  focused  on  trying  to  control  health 
care  costs,  by  utilizing  existing  and  emerging  technology  to  deliver 
services  in  a  timely  and  more  efficient  manner.  In  fact,  as  a  result 
of  these  efforts,  GHI  has  been  ranked  by  HCFA  as  the  number  one 
Medicare  carrier  in  the  United  States,  for  administration  and  oper- 
ational efficiency,  for  the  past  5  years. 

GHI  also  has  a  long  history  of  innovation  in  controlling  health 
care  costs  while  improving  access  to  health  care  for  working  people 
and  their  families.  In  fact,  GHI  was  the  first  insurer  to  initiate  a 
second  surgical  consultation  program,  and  today  offers  a  number  of 
managed-care  programs. 

Recently,  we  have  taken  the  following  administrative  cost  con- 
tainment steps: 

Number  one,  we  have  increased  the  number  of  medical  and  phar- 
macy claims  submitted  electronically.  By  eliminating  the  need  to 
file  and  process  paper  claim  forms,  we  have  reduced  processing 
time,  lowered  claims  costs,  and  accelerated  the  payment  of  claims. 
In  fact,  in  1990,  over  one-half  of  our  Medicare  claims  was  submit- 
ted electronically. 

We  have  developed  a  computerized  voice  response  system  to 
enable  subscribers  to  more  quickly  locate  participating  physicians, 
including  medical  specialists,  within  a  designated  area.  The  partici- 
pating providers  who  accept  our  discounted  fee  schedules  as  pay- 
ment in  full,  work  through  a  coordinated  preferred  provider  net- 
work. 

Despite  these  efforts,  GHI  and  other  not-for-profit  insurers  face 
numerous  obstacles.  One  of  the  biggest  obstacles  to  increasing  the 
access  and  affordability  of  health  care  has  been  the  underwriting 
practice  of  many  commercial  health  insurance  companies,  by  ex- 
cluding individuals  from  group  coverage  based  on  the  industry  in 


574 


which  they  work,  their  past  medical  history,  or  other  evidence  of  a 
lack  of  insurability.  ' 'Cherry  picking,"  as  these  practices  have  come 
to  be  known,  has  left  millions  of  Americans  without  any  health  in- 
surance, because  of  the  prohibitive  costs  associated  once  defined  in 
the  bad-risk  category. 

These  practices  have  also  had  a  serious  impact  on  the  economic 
position  of  not-for-profit  health  insurance  companies  like  GHI,  and 
many  of  the  Blue  Cross  and  Blue  Shield  plans  throughout  the 
Nation.  By  denying  coverage  to  individuals  and  small  groups  who 
have  a  history  of  poor  health,  and  only  providing  insurance  to 
those  groups  whom  they  view  as  good  risks,  the  commercial  carri- 
ers provide  insurance  to  the  groups  that  consume  the  least  amount 
of  health  care.  The  result  is  not  only  millions  of  Americans  left  on 
the  rolls  of  the  uninsured,  but  the  loss  of  these  better  risks  from 
community  rated  pools. 

Therefore,  the  not-for-profit  companies  have  been  forced  to 
charge  higher  premiums  for  the  remaining  members  of  the  commu- 
nity pool.  This  results  in  a  loss  of  revenue,  and  even  worse,  people 
can  no  longer  afford  the  insurance  they  desperately  need.  In  effect, 
the  not-for-profits  lose  their  social  mission  as  the  insurer  of  last 
resort. 

In  New  York  State,  Governor  Cuomo  and  Assemblyman  Gotfried 
recently  offered  proposals  which  would  prohibit  these  practices, 
and  require  all  health  insurers  to  charge  premiums  on  a  communi- 
ty-rated basis  for  small  groups.  GHI  strongly  supports  these  efforts. 
However,  I  do  not  believe  that  the  States  can  tackle  this  problem 
alone.  We  need  swift  action  on  the  Federal  level  to  stop  these  prac- 
tices. Mr.  Chairman,  your  bill,  H.R.  3205,  is  an  important  step  in 
that  direction. 

We  strongly  support  the  major  provisions  of  your  bill,  and  we  be- 
lieve that  requiring  employers  to  provide  insurance  for  their  work- 
ers, or  pay  a  surtax  to  help  finance  universal  coverage,  is  a  critical 
step  toward  decreasing  the  number  of  uninsured  in  our  country. 
However,  we  believe  that  one  of  the  most  significant  provisions  in 
the  legislation  is  section  2302,  which  would  prevent  discrimination 
by  any  health  insurance  company  on  the  basis  of  health  status, 
claims  experience,  medical  history  or  further  evidence  of  insurabil- 
ity. 

Mr.  Chairman,  while  your  legislation  provides  the  impetus  for 
important  long-term  solutions  to  this  country's  health  care  crisis, 
there  are  millions  of  people  who  need  health  insurance  today. 
Therefore,  while  this  debate  over  the  future  of  health  care  contin- 
ues, we  urge  you  and  your  colleagues  to  immediately  enact  legisla- 
tion to  provide  small  businesses  with  easier  access  to  health  bene- 
fits, and  to  stop  the  predatory  underwriting  practices  by  the  com- 
mercial insurers. 

We  want  to  thank  you  again  for  allowing  us  the  opportunity  to 
address  the  committee  today,  and  would  be  happy  to  answer  any 
questions  you  might  have. 

Thank  you. 

[The  prepared  statement  follows:] 
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STATEMENT    OF    FRANK    BRANCHINI,    PRESIDENT    AND  CHIEF 
EXECUTIVE  OFFICER,  GROUP  HEALTH  INC. 

Mr.  Chairman  and  Members  of  the  Ways  and  Means  Committee:  I  appreciate  the 
opportunity  to  speak  with  you  today  about  health  insurance  reform  and  efforts  to  improve 
health  care  coverage  while  containing  costs.  I  am  particularly  pleased  to  offer  my  support  for 
the  efforts  commenced  by  H.R.  3205,  The  Health  Insurance  Coverage  and  Cost  Containment 
Act  of  1991. 

I  am  the  President  and  Chief  Executive  Officer  of  Group  Health  Incorporated.  GHI 
was  founded  in  1937  as  one  of  the  first  not-for-profit  health  insurance  organizations  in  the 
United  States.  We  currently  provide  hospital,  medical,  surgical,  dental  and  "Medi-gap" 
coverage  to  more  than  two  million  people  in  New  York  state.  GHI  serves  as  the  Medicare 
Part  B  carrier  for  Queens  County,  serving  over  425,000  medicare  beneficiaries.  In  addition, 
we  provide  health  coverage  to  more  than  65,000  federal  employees  through  the  Federal 
Employee  Health  Benefits  Plan. 

Current  estimates  tell  us  that  more  than  33  million  Americans  are  without  health  care 
coverage  of  any  kind.  In  New  York  alone,  recent  figures  suggest  that  there  are  over  2.5 
million  New  Yorkers  who  lack  health  insurance,  and  over  700,000  of  the  uninsured  in  our 
state  are  children.  Mr.  Chairman,  a  1988  Chicago  Tribune  article  estimated  that  over  15% 
of  the  people  in  your  home  state  of  Illinois  under  the  age  of  65  lacked  health  insurance. 

What  is  most  startling  about  these  figures  is  that  half  of  the  uninsured  are  employed. 
They  are  workers  employed  by  businesses  which  either  can  not  or  will  not  provide  health 
insurance  to  their  employees.  These  workers  are  left  totally  unprotected  in  case  of  illness. 
In  a  society  such  as  ours,  these  statistics  are  simply  unacceptable. 

GHI,  as  a  not-for-profit  health  insurance  carrier,  has  made  a  long-term  commitment  to 
help  reduce  the  number  of  uninsured  and  underinsured  people  in  New  York  state.  GHI  offers 
year-round  open  enrollment.  Anyone  can  obtain  health  insurance  at  any  time  without  medical 
examination,  consideration  of  history  of  illness,  or  other  evidence  of  insurability.  The  only 
limitation  placed  on  new  open  enrollment  members  is  on  pre-existing  conditions,  which  are  not 
covered  for  the  first  1 1  months.  Premiums  for  our  individual  and  small  group  policies  are 
determined  on  a  community-rated  basis;  that  is,  the  premiums  for  these  groups  and  individuals 
are  based  upon  the  overall  health  experience  of  the  community,  not  upon  an  individual  or 
groups  history  of  illness. 

In  1987,  with  a  grant  from  New  York  state,  GHI  initiated  a  program  to  provide  health 
care  services  to  homeless  women  in  New  York  City.  In  cooperation  with  St.  Barnabas  Hospital 
in  the  Bronx,  we  have  begun  a  program  to  provide  special  health  benefits  to  children  of  working 
families  who  have  no  health  insurance  and  who  are  not  eligible  for  Medicaid.  While  we  believe 
these  and  other  of  our  efforts  help  to  relieve  the  burden  for  some,  it  is  clearly  not  enough  to 
make  a  dent  in  the  larger  problem  of  providing  universal  health  care  to  all  Americans. 

Our  major  effort  has  been  focused  on  trying  to  control  health  care  costs  by  utilizing 
existing  and  emerging  technologies  to  deliver  services  in  a  timely  and  more  efficient  manner. 
In  fact,  as  a  result  of  these  efforts,  GHI  has  been  ranked  by  the  Health  Care  Finance 
Administration  (HCFA)  as  the  number  one  Medicare  carrier  in  the  United  States  for 
administration  and  operational  efficiency  for  the  last  five  years. 

GHI  has  had  a  long  history  of  innovation  in  helping  to  control  health  care  costs  while 
providing  access  to  health  care  for  working  people  and  their  families.  In  fact,  GHI  was  the 
first  New  York  carrier  to  institute  a  second  surgical  consultation  program  and  today  offers  a 
number  of  managed  care  products. 

Recently,  we  have  taken  the  following  cost  containment  steps: 

•  We  have  increased  the  number  of  medical  and  pharmacy  claims 
submitted  electronically.  By  eliminating  the  need  to  file  and 
process  paper  claim  forms,  we  have  reduced  processing  time, 
lowered  claims  preparation  costs,  and  accelerated  the  payment  of 
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claims.   In  fact  in  1990,  over  one  half  of  our  Medicare  claims 
were  submitted  electronically. 

•  This  year,  we  are  developing  a  new  computerized  voice  response 
system  to  enable  subscribers  to  more  quickly  locate  participating 
physicians,  including  medical  specialists,  within  a  designated 
location.  There  are  over  19,000  participating  providers  who 
accept  GHI's  discounted  fee  schedules  as  payment  in  full  through 
a  PPO  style  network. 

•  In  1990,  GHI's  Medicare  division  was  selected  by  HCFA  to 
administer  "Data  Match,"  a  project  designed  to  identify  those  cases 
where  Medicare  should  be  the  Secondary  rather  than  primary 
payer.  The  Data  Match  project  entails  contacting  over  one  million 
employers  and  matching  information  from  the  IRS,  Social  Security 
Administration  and  HCFA  in  ten  million  patient  cases  in  order  to 
determine  where  Medicare  overpaid.  HCFA  has  estimated  that 
this  program  will  recoup  up  to  $600  million  dollars. 

Despite  these  efforts,  GHI,  as  a  not-for-profit  health  insurer,  faces  numerous  obstacles. 
One  of  the  biggest  obstacles  to  increasing  the  access  and  affordability  of  health  care  has  been 
the  predatory  underwriting  practice  of  many  commercial  health  insurance  companies  of 
excluding  individuals  from  group  coverage  based  on  the  industry  in  which  they  work,  their  past 
medical  history,  or  other  evidence  of  a  lack  of  insurability.  "Cherry  picking,"  as  these 
practices  have  come  to  be  known,  has  left  millions  of  Americans  without  any  health  insurance. 

These  practices  have  also  had  a  serious  impact  on  the  economic  position  of  non-profit 
health  insurance  companies  like  GHI  and  many  of  the  Blue  Cross  and  Blue  Shield  plans.  By 
denying  coverage  to  individuals  and  small  groups  who  have  a  history  of  poor  health  and  only 
providing  insurance  to  those  groups  whom  they  view  as  "good  risks,"  the  commercial  carriers 
provide  insurance  to  the  groups  that  consume  the  least  amount  of  health  care.  The  result  is  not 
only  millions  of  Americans  left  on  the  rolls  of  the  uninsured,  but  the  loss  of  these  "better  risks" 
from  community  rated  pools.  Therefore,  the  non-profit  companies  have  been  forced  to  charge 
higher  premiums  for  the  remaining  members  of  the  community  pool.  This  results  in  a  loss  of 
revenue  income  for  these  companies,  and  even  worse,  people  can  no  longer  afford  the 
insurance  they  most  desperately  need. 

In  New  York,  Governor  Cuomo  and  Assemblyman  Richard  Gotfried  recently  offered 
proposals  which  would  prohibit  these  practices  and  require  all  health  insurers  to  charge 
premiums  on  a  community-rated  basis  for  small  groups.  GHI  strongly  supports  these  efforts. 
However,  I  do  not  believe  that  the  states  can  tackle  this  problem  alone.  We  need  swift  action 
on  the  federal  level  to  stop  these  practices.  Mr.  Chairman,  your  bill,  HR  3205,  is  an  important 
step  in  that  direction. 

We  strongly  support  the  major  provisions  of  your  bill.  We  believe  that  requiring 
cniyioycia  iu  yioviuc  insurance  for  their  workers  or  pay  a  surtax  to  help  finance  universal 
coverage  is  a  critical  step  toward  decreasing  the  number  of  uninsured  in  our  country. 
However,  we  believe  that  one  of  the  most  significant  provisions  in  the  legislation  is  Section 
2302,  which  would  prevent  discrimination  by  any  health  insurance  company  on  the  basis  of 
health  status,  claims  experience,  medical  history  or  further  evidence  of  insurability. 

Mr.  Chairman,  while  your  legislation  provides  the  impetus  for  important  long-term 
solutions  to  this  country's  health  care  crisis,  there  are  millions  of  people  who  need  health 
insurance  today.   Therefore,  while  this  debate  over  the  future  of  health  care  continues,  we 
would  urge  you  and  your  colleagues  to  immediately  enact  legislation  to  provide  small 
businesses  with  easier  access  to  health  benefits,  and  to  stop  the  predatory  underwriting  practices 
by  the  commercial  insurers. 

Thank  you  again  for  allowing  me  the  opportunity  to  address  the  committee  today.  I 
would  be  glad  to  answer  any  questions  you  might  have 
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Mr.  Anthony  [presiding].  Thank  you  very  much. 
Unfortunately  I  walked  in  as  this  panelist  was  testifying.  Has  ev- 
eryone on  the  panel  now  completed  their  testimony? 
Ms.  Brainerd. 

STATEMENT  OF  MARY  K.  BRAINERD,  SENIOR  VICE  PRESIDENT, 
BLUE  CROSS  AND  BLUE  SHIELD  OF  MINNESOTA,  AND  CHIEF 
OPERATING  OFFICER,  BLUE  PLUS,  ON  BEHALF  OF  THE  MINNE- 
SOTA COUNCIL  OF  HMO'S 

Ms.  Brainerd.  Mr.  Chairman,  members  of  the  committee,  thank 
you  for  giving  me  the  opportunity  to  testify  before  you  today. 

My  name  is  Mary  Brainerd.  I  am  chief  operating  officer  of  Blue 
Plus,  the  HMO  affiliate  of  Blue  Cross  and  Blue  Shield  of  Minneso- 
ta. I  am  here  today  on  behalf  of  the  Minnesota  Council  of  HMOs, 
an  organization  representing  all  10  not-for-profit  licensed  HMOs  in 
the  State.  Together,  we  provide  coverage  to  more  than  1.2  million 
Minnesotans. 

I  would  like  to  tell  you  about  the  Minnesota  Council  of  HMOs' 
proposal  to  reform  the  Minnesota  health  care  system,  and  assure 
access  to  health  care  coverage  for  all  the  citizens  of  our  State.  Min- 
nesota has  led  the  Nation  in  designing  innovative  managed-care 
programs.  Today,  more  than  1  out  of  4  residents  receive  their  care 
in  HMOs,  and  as  a  result,  health  care  costs  in  our  State  are  23  per- 
cent below  the  national  average.  And  we  think  we  can  do  more.  We 
believe  the  time  has  come  for  all  Minnesotans  to  receive  cost-effec- 
tive, high-quality  care. 

The  fundamental  principle  underlying  our  proposal  is  that  all 
Minnesotans  have  a  right  to  receive  health  care.  We  believe  this 
can  best  be  accomplished  by  building  on  the  existing  employer- 
based  system  of  health  care  delivery — a  system  that  has  already 
proven  itself  effective  for  providing  coverage  to  most  Minnesotans. 

We  know  that  over  90  percent  of  Minnesota  companies  with  30 
or  more  employees  already  make  health  coverage  available.  How- 
ever, only  one-third  of  our  smallest  employers,  those  with  fewer 
than  30  employees,  make  coverage  available. 

We  believe  that  by  reforming  the  employer-based  health  care 
system,  we  can  make  coverage  available  to  all. 

Under  our  proposal,  all  Minnesotans  would  be  required,  through 
a  State  mandate,  to  have  health  care  coverage.  The  mandate  would 
apply  to  both  employers  and  individuals.  Beginning  in  1993,  em- 
ployers of  all  sizes  would  be  required  to  offer  coverage  to  their  em- 
ployees who  work  more  than  20  hours  per  week.  However,  the  em- 
ployer would  not  be  required  to  contribute  to  the  cost  of  that 
health  care  coverage. 

To  assure  universal  coverage  for  all  Minnesotans,  regardless  of 
whether  they  are  employed,  there  is  a  second  part  to  our  mandate. 
This  part  applies  to  individuals.  By  1997,  all  individuals  would  also 
be  required  to  have  coverage. 

Our  proposal,  if  adopted,  would  remove  the  barriers  that  have 
prevented  Minnesota  small  businesses  from  providing  health  cover- 
age to  their  employees  and  dependents.  Specifically,  any  small  em- 
ployer wishing  to  purchase  group  health  coverage  would  be  guaran- 
teed acceptance,  and  insurers  would  be  required  to  offer  a  more  af- 
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fordable  basic  benefit  package,  one  which  includes  physician  and 
hospital  services,  and  first-dollar  coverage  for  preventive  care,  in- 
cluding prenatal  and  well-baby  care. 

While  these  measures  will  help  improve  access  and  make  cover- 
age more  affordable,  assuring  stable  rates  for  small  employers  is 
just  as  important.  For  that  reason,  we  are  proposing  rating  restric- 
tions for  the  small-employer  market.  Under  our  proposal,  rates 
would  not  be  allowed  to  vary  more  than  30  percent  plus  or  minus 
an  average  rate,  and  over  the  5  year  period  during  which  universal 
coverage  becomes  a  reality,  the  small-employer  market  would  move 
to  a  community-rating  system. 

Individuals  would  also  find  it  easier  and  more  affordable  to 
obtain  health  coverage.  No  longer  would  they  be  subjected  to  the 
unlimited  health  history  underwriting  that  occurs  in  today's 
market.  Rather,  the  insurer  would  be  allowed  to  assess  the  health 
status  of  the  applicant  only.  Those  individuals  who  did  not  pass 
this  limited  health  screening  would  be  provided  with  coverage 
anyway.  The  cost  of  that  coverage  would  be  shared  through  a  large 
risk-pool  reinsurance  program. 

Also  under  our  proposal,  gender  would  be  eliminated  as  a  basis 
for  determining  rates.  This  means  that  no  longer  would  the  rates 
charged  to  young  women  bear  all  the  costs  of  maternity  care. 

We  recognize  we  cannot  mandate  coverage  without  also  provid- 
ing subsidies  for  those  least  able  to  afford  coverage.  We  propose 
doing  this  in  two  ways.  Individuals  under  200  percent  of  the  Feder- 
al poverty  level  would  be  eligible  to  receive  premium  subsidies  on  a 
sliding-scale  basis.  This  subsidy  would  be  available  to  qualified  indi- 
viduals, regardless  of  whether  or  not  they  are  currently  employed 
or  insured. 

Additionally,  the  council  recommends  that  employer  subsidies 
and  tax  incentives  be  targeted  to  small  employers  with  between 
two  and  five  employees,  the  employers  of  a  large  percentage  of  the 
uninsured.  For  employers  of  this  size  that  are  financially  stressed, 
a  subsidy  would  encourage  them  to  contribute  to  a  health  coverage 
program. 

The  financial  stress  test  we  are  considering  is  based  on  a  similar  J 
test  used  in  the  Hawaii  prepaid  program. 

Additionally,  our  proposal  calls  for  the  creation  of  State  tax  in-  j 
centives  to  encourage  employers  to  contribute  to  the  cost  of  health  | 
care  for  their  employees  and  dependents. 

The  subsidies  we  are  proposing  would  be  paid  for  with  a  6-per- 
cent surcharge  on  inpatient  hospitalizations.  This  surcharge  would 
be  collected  by  hospitals,  but  would  be  passed  directly  to  the  third- 
party  payers,  who  must  pay  the  surcharge. 

Why  a  surcharge?  First,  because  it  provides  a  dedicated  funding 
mechanism  that  does  not  require  State  or  Federal  dollars.  Second, 
as  the  program  expands,  the  surcharge  can  be  broadened,  either  by 
increasing  the  percentage  of  the  surcharge  or  expanding  its  base. 
This  surcharge  assures  equitable  distribution  of  health  care  fund- 
ing for  the  uninsured  across  the  widest  possible  funding  pool,  in- 
cluding self-insured  companies. 

While  these  measures  would  remove  many  of  the  obstacles  in  the 
way  of  making  health  coverage  accessible,  we  recognize  that 
making  health  coverage  affordable  and  containing  costs  are  the 
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major  challenges  of  the  1990s.  For,  ultimately,  affordable  health 
care  means  accessible  health  care. 

While  we  have  demonstrated  that  managed  care  is  effective  at 
controlling  costs,  there  is  more  that  we  can  do  together  to  contain 
the  costs  of  health  coverage  for  Minnesotans.  Specifically,  the  coun- 
cil proposal  calls  for  development  of  a  process  to  determine  commu- 
nity priorities  for  expenditure  of  health  care  dollars,  collaboration 
by  health  plans  in  the  development  and  sharing  of  effective  care 
protocols,  sharing  of  information  among  health  plans  on  effective 
management  of  high-cost  cases,  development  of  a  process  to  plan 
and  coordinate  technology  use  and  development,  and  reform  of  the 
tort  liability  system. 

Finally,  our  proposal  recognizes  that  insurers  and  HMOs  have 
contributed  to  the  costs  of  the  health  care  delivery  system.  Our 
proposal  requires  insurers  and  HMOs  to  eliminate  costly,  ineffi- 
cient administrative  processes.  Our  experience,  as  a  group  of 
health  plans,  has  demonstrated  that  some  administrative  expendi- 
tures, such  as  those  used  for  cost  containment  and  quality  manage- 
ment, do  add  value  to  health  care  in  Minnesota.  But  other  adminis- 
trative expenditures  do  not. 

We  are  proposing  to  eliminate  administrative  inefficiencies  by 
developing  uniform  credentialing  of  providers  and  facilities,  uni- 
form enrollee  applications,  uniform  ambulatory  claim  forms, 
common  provider  identification  numbers,  and  industry-wide  data 
system  links. 

In  conclusion,  the  Minnesota  Council  of  HMOs'  proposal  will  pro- 
vide health  care  coverage  for  all  Minnesotans.  In  the  process,  it 
will  define  a  new  competitive  model  for  health  care,  a  model  that 
we  believe  will  ensure  the  delivery  of  cost-effective,  high  quality 
care  to  all  Minnesotans. 

Thank  you  very  much. 

[The  prepared  statement  follows:] 
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STATEMENT  OF  MARY  K.  BRAINERD,  CHIEF  OPERATING  OFFICER, 
BLUE  PLUS,  AND  SENIOR  VICE  PRESIDENT,  BLUE  CROSS  AND 
BLUE  SHIELD  OF  MINNESOTA,  ON  BEHALF  OF  MINNESOTA 
COUNCIL  OF  HMO'S 

Introduction 

Chairman  Rostenkowski  and  members  of  the  committee.  Thank  you  for 
the  opportunity  to  testify  before  you  today.  My  name  is  Mary  Brainerd.  I 
am  chief  operating  officer  of  Blue  Plus,  the  HMO  affiliate  of  Blue  Cross 
and  Blue  Shield  of  Minnesota.  I  am  here  today  on  behalf  of  the 
Minnesota  Council  of  HMOs— an  organization  representing  all  10 
licensed  HMOs  in  the  state.  Together,  we  provide  coverage  to  more  than 
1.2  million  Minnesotans. 

I  would  like  to  tell  you  about  the  Minnesota  Council  of  HMOs'  proposal  to 
reform  the  Minnesota  health  care  system  and  assure  access  to  health 
care  coverage  for  all  of  the  citizens  of  our  state.  Minnesota  has  led  the 
nation  in  designing  innovative  managed  care  systems.  Today,  more  than 
1  out  of  4  residents  receive  their  care  in  HMOs,  and,  as  a  result,  health 
care  costs  in  our  state  are  23  percent  below  the  national  average.  We 
think  we  can  do  more.  And  we  believe  the  time  has  come  for  all 
Minnesotans  to  receive  cost-effective,  high-quality  health  care. 

Elements  of  the  proposal 

The  fundamental  principle  underlying  our  proposal  is  that  all 
Minnesotans  should  have  access  to  health  care.  This  can  best  be 
accomplished  by  building  on  our  employer-based  system  of  health  care 
delivery — a  system  that  has  already  proven  itself.  We  know  that  over  90 
percent  of  Minnesota  companies  with  30  or  more  employees  make  health 
coverage  available.  When  we  examine  the  availability  of  coverage 
among  the  smallest  employers,  however,  we  see  a  decline  in  the 
availability  of  coverage.  We  believe  that  by  reforming  the  employer- 
based  health  care  system,  we  can  make  coverage  available  to  all. 

Under  our  proposal,  all  Minnesotans  would  be  required  to  have  health 
coverage.  This  would  be  accomplished  by  having  a  dual  mandate  on 
employers  and  individuals.  Beginning  in  1993,  employers  of  all  sizes 
would  be  required  to  offer  coverage  to  their  employees  who  work  more 
than  20  hours  per  week.  However,  under  this  mandate  and  because  of 
ERISA,  the  employer  would  not  be  required  to  contribute  to  the  cost  of 
that  health  care  coverage.  In  order  to  assure  universal  coverage  for  those 
who  are  not  employed,  all  Minnesotans  would  be  required  to  have  health 
coverage  by  1997. 

Our  proposal  also  seeks  to  remove  the  barriers  that  have  prevented 
Minnesota  small  business  from  providing  health  coverage  to  their 
employees  and  dependents.  Specifically,  any  small  employer  (2-29) 
wishing  to  purchase  group  health  coverage  would  be  guaranteed 
acceptance.  And  insurers  would  be  required  to  offer  a  more  affordable 
basic  benefit  package,  one  which  includes  coverage  for  physician  and 
hospital  services  and  first-dollar  coverage  for  certain  preventive  services, 
including  prenatal  and  well-baby  care.  By  making  these  changes, 
accessibility  would  be  significantly  improved.  Eighty  percent  of  the 
uninsured  who  work  for — or  who  are  dependents  of  those  working  for — 
small  employers  in  Minnesota  would  have  access  to  health  coverage. 

While  these  measures  will  help  to  improve  accessibility  and  affordability, 
assuring  stable  rates  for  small  employers  is  just  as  important.  For  that 
reason,  we  are  proposing  rating  restrictions  for  the  small-employer 
market.  Under  our  proposal,  rates  would  not  be  allowed  to  vary  more 
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than  30  percent  plus  or  minus  an  average  rate.  And,  over  a  five-year 
period,  the  small-employer  market  would  move  to  a  community  rate. 

Individuals  would  also  find  it  easier  and  more  affordable  to  obtain  health 
coverage.  No  longer  would  they  be  subjected  to  the  unlimited  health 
history  underwriting  that  goes  on  today.  Rather,  the  insurer  would  be 
allowed  to  assess  the  health  status  of  the  applicant  only.  Those 
individuals  who  do  not  pass  this  limited  health  screening,  would  be 
provided  coverage  through  a  reinsurance  system.  Also,  under  our 
proposal,  gender  would  be  eliminated  as  a  basis  for  determining  rates. 
This  means  that  no  longer  would  a  25-year-old  female's  rates  bear  all  the 
costs  of  maternity. 

We  cannot  move  to  mandated  coverage  without  also  providing  subsidies 
for  those  least  able  to  afford  coverage.  We  propose  doing  this  in  two 
ways.  Individuals  under  200  percent  of  the  federal  poverty  level  would  be 
eligible  to  receive  premium  subsidies  on  a  sliding-scale  basis.  This 
subsidy  would  be  available  to  qualified  individuals  regardless  of  whether 
or  not  they  are  employed  or  currently  insured.  Additionally,  the  Council 
recommends  that  subsidies  be  targeted  to  small  employers  with  between 
2  and  5  employees,  the  employers  of  a  large  percentage  of  the 
uninsured.  For  employers  of  this  size  that  are  financially  stressed,  a 
subsidy  would  be  provided  to  encourage  them  to  contribute  to  a  health 
coverage  program.  The  financial  stress  test  we  would  use  is  based  on  a 
similar  test  used  in  the  Hawaii  prepaid  program.  Additionally,  tax 
incentives  should  be  identified  to  encourage  and  maintain  employer 
contributions  to  the  costs  of  a  health  care  program  for  employees  and 
dependents. 

The  subsidies  we  are  proposing  for  both  financially  stressed  small 
businesses  and  individuals  would  be  paid  for  with  a  6  percent  surcharge 
on  inpatient  hospitalizations.  This  surcharge  would  be  collected  by  the 
hospitals  but  would  be  passed  directly  to  the  third-party  payers  who  must 
pay  the  surcharge.  Why  a  surcharge?  First,  because  it  provides  a 
dedicated  funding  mechanism  that  does  not  require  state  or  federal 
dollars.  Second,  as  the  program  expands,  the  surcharge  can  be 
broadened  to  cover  increased  costs.  This  can  be  done  by  either 
increasing  the  percentage  of  the  surcharge  or  expanding  the  base  of 
services  to  which  the  surcharge  applies,  or  both.  This  surcharge  also 
assures  the  equitable  distribution  of  health  care  funding  for  the  uninsured 
across  all  purchasers,  including  self-insured  companies. 

While  these  measures  would  remove  many  of  the  obstacles  in  the  way  of 
making  health  coverage  accessible,  we  recognize  that  health  coverage 
affordability  is  the  major  challenge  of  the  1990s.  For,  ultimately,  health 
care  affordability  defines  health  care  accessibility.  While  we  have 
demonstrated  that  managed  care  is  effective  at  controlling  costs,  there  is 
more  that  we  can  do  together  to  contain  the  costs  of  health  coverage  for 
all  Minnesotans: 

Specifically,  the  council  proposal  calls  for: 

•  development  of  rational  priorities  on  a  communitywide  basis,  for 
expenditures  of  health  care  dollars 

•  collaboration  by  health  plans  in  the  development  and  sharing  of  care 
protocols. 

•  sharing  of  information  among  health  plans  on  effective  management  of 
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high-cost  cases. 

•  development  of  a  process  to  plan  and  coordinate  technology 
development  and  use  in  the  state. 

•  reform  of  the  tort  liability  system 

And  finally,  our  proposal  recognizes  that  insurers  and  HMOs  have  also 
contributed  to  some  of  the  rising  costs  of  health  care  delivery.  Our 
proposal  requires  insurers  and  HMOs  to  commit  to  the  elimination  of 
costly  administrative  inefficiencies.  Our  experience,  as  a  group  of  health 
plans,  has  demonstrated  that  some  administrative  expenditures,  such  as 
those  used  for  cost  containment  and  quality  management  programs,  do 
add  value  to  the  health  care  delivered  in  Minnesota.  But  other 
administrative  expenditures  do  not.  We  are  proposing  to  eliminate 
administrative  inefficiencies  by  examining  the  feasibility  of  such  things  as 
the  development  of  uniform  credentialing  of  providers  and  facilities, 
enrollee  applications,  ambulatory  claim  forms,  and  provider  identification 
numbers.  We  also  are  proposing  an  initiative  calling  for  a  coordinated 
examination  of  health  care  data  and  the  methods  used  for  data  collection, 
examination,  and  dissemination. 

Conclusion 

The  Minnesota  Council  of  HMOs  proposal  will  provide  health  care 
coverage  for  all  Minnesotans.  In  the  process,  it  will  also  define  the  new 
competitive  model  for  health  care.  By  limiting  the  ability  of  health  plans  to 
compete  on  risk  selection  and  rating,  health  plans  will  be  required  to 
compete  on  their  ability  to  deliver  efficient,  high-quality  care.  In 
Minnesota,  we  believe  that's  what  competition  should  be  about. 

Mr.  Anthony.  Thank  you,  Ms.  Brainerd. 
Mr.  Schmitt. 

STATEMENT  OF  CONRAD  V.  SCHMITT,  CHAIRMAN,  AURORA 
HEALTH  PLAN,  MINNEAPOLIS,  MINN. 

Mr.  Schmitt.  Thank  you,  Mr.  Chairman,  for  the  opportunity  to 
be  here  today.  I  am  Conrad  Schmitt,  chairman  of  the  Aurora 
Health  Plan,  a  development  stage  managed-care  health  plan. 

I  speak  as  someone  who  has  experienced  medical  care  as  a  pa- 
tient, and  as  an  executive  with  15  years'  experience  in  the  health 
care  field,  dealing  with  chemical  dependency,  chronic  pain,  mental 
health,  and  HMO  management. 

Current  proposed  solutions  to  the  health  care  crisis  require  more 
central  planning,  more  cost  controls,  more  regulations,  and  more 
policing  mechanisms.  History  is  replete  with  examples  proving  that 
these  strategies  do  not  work.  It  is  interesting  to  note  that  since  the 
advent  of  cost  containment,  prices  have  escalated. 

Our  solution  is  designed  to  reduce  health  cost  by  30  to  40  percent 
within  3  years  after  implementation,  freeing  up  more  than  enough 
dollars  to  provide  medical  care  to  the  35  million  uninsured,  and 
that  is  regardless  of  the  payment  mechanism. 

To  appreciate  our  solution,  I  want  to  first  review  with  you  the  13 
month  medical  claims  history  of  a  52-year-old  male  coronary  heart 
disease  patient.  This  is  an  extreme  example,  however  it  is  an  indi- 
cation of  the  way  tens  of  millions  of  patients  are  being  treated  on  a 
regular  basis,  for  lifestyle-related  diseases,  regardless  of  whether 
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they  are  enrolled  in  Medicare,  Medicaid,  Blue  Cross,  HMOs,  TP  As, 
or  any  other  managed  system. 

This  example  illustrates  very  clearly  how  physicians'  practice 
style,  which  is  considered  sacred,  and  the  procedural-based  reim- 
bursement system,  impacts  the  results  of  medical  treatment  of  life- 
style-related diseases,  which  are  responsible  for  80  percent  of  the 
costs  of  health  care. 

I  hope  you  have  the  medical  claims  history  in  front  of  you.  Just 
please  follow  the  historical  data.  The  patient's  first  visit  is  to  a 
family  practice  physician,  and  the  patient  had  symptoms  of  angina. 
The  physician  did  his  diagnosis,  and  immediately  wrote  prescrip- 
tions for  six  different  medications.  He  also  referred  the  patient  to  a 
specialist,  who  did  his  diagnosis  and  wrote  prescriptions  for  six 
more  medications. 

During  the  next  13  months,  the  patient  was  treated  by  15  differ- 
ent physicians,  was  hospitalized  eight  different  times,  and  received 
181  different  prescriptions,  at  a  total  cost  of  $228,000. 

This  patient  had  everything  that  modern  medicine  had.  Every- 
thing that  was  available,  this  patient  had.  The  bottom  line  was  a 
tragedy,  in  that  the  patient  died,  and  the  doctors  said,  "We  did  ev- 
erything we  could."  But  did  they? 

Please  note  that  not  one  doctor  felt  it  was  his  responsibility  to 
help  the  patient  get  healthy,  other  than  maybe  a  modicum  of 
advice  or  a  handout  pamphlet,  or  a  10-minute  visit  with  a  nutri- 
tionist. The  patient  was  treated  as  if  he  had  an  incurable  disease. 
As  a  matter  of  fact,  the  doctors  were  not  paid  to  get  the  patient 
healthy.  They  were  paid  to  do  procedures  to  treat  the  symptoms  of 
coronary  heart  disease. 

Please  note  that  all  the  doctors  were  paid,  all  the  hospitals  were 
paid,  all  the  drug  companies  were  paid,  as  well  as  all  the  medical 
equipment  companies.  Everybody  was  paid,  with  no  accountability 
for  results.  The  more  procedures  done,  the  more  money  made. 

Today  there  are  560,000  physicians,  and  they  were  all  straight-A 
students,  and  they  are  all  getting  paid  to  do  procedures  to  treat 
symptoms  of  disease.  There  is  no  accountability  for  results.  Pa- 
tients with  chronic  diseases  are  not  getting  well.  This  is  what  is 
driving  costs. 

Now,  let  us  look  at  an  alternative.  I  have  here  a  book  by  Dr. 
Dean  Ornish.  The  book  is  called  "Reversing  Heart  Disease,"  and  it 
is  describing  a  scientifically  proven,  nondrug,  nonsurgical  treat- 
ment of  heart  disease,  where  the  result  is  a  healthy  patient,  and  a 
very  low  utilizer  of  the  medical  system.  Now,  we  can  provide  this 
type  of  program  for  less  than  $15,000  for  most  chronic  diseases. 

So,  the  choice  is,  expensive  treatment  of  symptoms  with  poor  re- 
sults, or  low-cost  treatment  of  causes  with  excellent  results. 

Our  solution  is  quite  simple.  The  solution  is  to  pay  doctors  to  get 
patients  healthy.  This  might  sound  simplistic,  but  I  can  assure  you 
it  is  very  profound. 

We  have  developed  the  systems  and  protocols  to  pay  doctors  for 
results,  and  if  you  have  an  interest,  I  will  be  happy  to  provide  you 
with  the  details.  Thank  you  very  much. 

[The  charts  referred  to  follow:] 
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MEDICAL  CLAIMS  HISTORY 


AM«  HEALTH  PLAH  OF  ARIZONA  INC  FROM  0184  TO  1187 

•st  ems:  11/oi/B*  begin:  n/oi/87  end:  10/31/B7  ,  

t   SS  i  fi  S  Aot  Addrl.,?v»//«  


•vider  Nik. 


■  Mi  L  507386519  01  ft  52    15415  N.  35TH  AVE 

t    on€S  AM)  LNSFECIFIED  ANGINA  PECTORIS 

OTHER  FORMS  Of  CLONIC  ISCHEMIC  HEAR1  DISEASE 

ones  forms  of  chronic  ischemic  heart  mk«k 

4  ACUTE  MYOCARDIAL  INFARCTION  OF  OTHER  INFERIOR  WALL 
XB  MYXARDIAl  INFARCTION 

SYMPTOMS  INVXV1NG  RESPIRATORY  SYSTEM  Aflli  OIHER  CHEST  SYMPTOMS 
OLD  flYOCARPIAl  INFARCTION 

OTHER  FORMS  OF  CHRONIC  ISCHEMIC  HEART  DISEASE 
BRONCHITIS,  NOT  atClFIED  AS  ACUTE  OR  CHRONIC 

5  BACKACHE,  UISFECIFIED 

91  OTHER  ANT  UNSPECIFIED  DISC  DISORDER  Of  LUMBAR  REGION 
:    DISPLACEMENT  OF  INTERVERTEBRAL  DISC,  SHE  UNSfEClFlED, 

OTHER  FORflS  OF  CHRONIC  1SCHF.MC  HEART  DISEASE 
10  DISPLACEMENT  OF  LUMBAR  INTERVERTEBRAL  DISC  WITHOUT  MYELOPATHY 
52  DEOENE RATION  OF  LUMBAR  OR  LUMBOSACRAL  INTERVEMEBRAL  DISC 
5   ACUTE  ARTERIOSCLEROSIS 


:  DISPLACEMENT  OF  INTERVERTEBRAL  DISC,  SITE  UNSFtClFlED, 
1    STRICTURE  OF  ARTERY 


STRICTURE  OF  ARTERY 


10037 
111? 

10014 
1255 

80007 
1954 
101? 
1957 
111? 

100M 


III? 

1324 
80012 
B0001 
10014 

110? 
1030 
1324 
4127 
1022 

80001 
4002 
105? 
1667 
3023 
4210 
1406 
1278 
1406 
4232 

B0001 
1562 
1158 
1022 

80001 
4315 
1158 


FW3ENIX 

RAJ  t).  SAVAJltAfll,  MD  0 

FIFTH  AVENUE  CARDIOLOGISTS  0 

ROBERT  L.  FOX  0 

CITY  OF  FWXXIX.EMS  TRANS  SRV  0 

THJNICR61RD  Samaritan  1 

JOSEFH  A  LAPLAN  MD  0 

VALLEY  RADIOLOGISTS,  LID,  0 

EIUARD  L  SCHWARTZ  ftD  0 

FIFTH  AVENUE  CARDIOLOGISTS  0 

ROBERT  L,  F0>  0 

VALLEY  RADIOLOGISTS,  LTD.  0 

GOOD  SAMARITAN  0 

RICHARD  I..  FOX  0 

NEURUSUMjIU*.  AbbULIAlLJ  LtU  0 

FIFTH  AVENUE  CAROIOLX-ISTS  0 

RADIOLOGY  4  IMAGING  ASSOC  0 

SI  JOSEPH'S  HOSPITAL  0 

FIFTH  AVENUE  CARDIOLOGISTS  0 

FAX  U.  I.APRAPE  JR.  ,  M.D,  0 

FH0EN1X  BAPTIST  HOSPITAL  0 

GOOD  SAMARITAN  I 

ROBERT  L.  FOX  0 

FHXN1X  RADIOLOGY  ASSOC  6' 

CLINICAL  DIAGNOSTIC  RADIXXY  0 

RAUL  W.  LAPRADE  JR.,  U.K.  0 

GLEN  R.  HAIR,  ft.D.  0 

FYCEN1X  HEART  ASSOCIATES,  Ft  0 

GOOD  SAMARITAN  1 

WILLIAM  P.  CORNELL,  M.I'.  0 

gerald  s.  joknsom  md  o 

VAC  ANESTHESIA.  0 

SOUTHWEST  PERFUSION  INC.  0 

ABRAHAM  GOLDSTEIN  HH  0 
FULMONARY  ASSXIATES  F'.A. 
FVOENIX  N£URO  ASSOCIATES  LTD 
FULMONARY  ASSOCIATES  F'.A. 
MARK  E.  BALDREE,  M.D. 
GOOD  SAMARITAN 
FAKN1CX,  JENSEN,  6  CUCHER 
JOHN  M  RAINES  MD 
F1CEN1X  HEART  ASSOCIATES,  (C 
GOOD  SAMARITAN 
ROBERT  A,  BARATZ,  M.D. 
JOHN  M  RAINES  MD 


11/04/86 
0  U/24/B4 
0  11/24/84 

0  12/l?/84 

1  12/19/84 
0  11/19/86 
0  12.'l?/84 

o  n/ro/86 

0  1/05/87 

0  1/04/87 

0  2/02/87 

0  1/04/87 

0  2/14/87 

0  3/04/87 

0  3/09/87 

0  4/15/87 

0  4/15/87 

0  7/14/87 

0  7/17/87 

0  7/17/87 

1  7/22/87 
0  7/27/87 

6  7/17/87 

0  7/22/87 

0  7/22/87 

0  7/23/87 

0  8/13/87 

1  8/13/87 
0  8/14/87 
0  8/17/87 
0  8/17/87 
0  8/17/87 
0  8/17/87 
0  8/l?/87 
0  8/22/87 
0  8/24/87 

0  9/10/87 

1  9/14/87 
0  9/24/87 
0  9/24/87 

0  10/01/87 

1  10/14/87 
0  11/14/87 
0  11/17/87 


2/20/87  700032490 
2/20/87  700007930 
5/01/87  700091430 
4/05/87  700019390 
4/10/e7  700102550 
3/04/87  700020410 
4/10/87  700102540 


7493  1 

7704  t 

9454  1 

10547  i 

9090  1 

7900  1 

9081  1 


10/13/87  70OC31440  3002537 


;/20/87  700072730 
3/27/87  700064530 
4/24/87  700090080 
6/05/87  700162240 
8/11/87  700239500 
5/29/87  700! 13910 
0/00/00  7OO19OO40 
0/00/00  700161030 
0/00/00  700273800 
0/00/00  700295390 
0/00/00  7002S3300 
0/00/00  700293890 
0/00/00  700299490 

-  0/00/06"700364O80 
0/00/00  700344070 
0/00/00  7003 IB  130 
0/00/00  700344700 
0/00/00  700358840 
0/00/00  700345410 
0/00/00  700344370 
0/00/00  700342870 
0/00/00  700352200 
0/00/00  700352220 
0/00/00  700381810 
0/00/00  700350740 
0/00/00  700348540 
0/00/00  700352230 
0/00/00  700388450 
0/00/00  700379390 
0/00/00  700407070 
O/OO/OO  700431530 
0/00/00  70O4O7840 
0/00/00  700424650 
0/00/00  700430540 
0/00/00  700432940 

MEMBER  totals:  XLMS 


8474  1 

8402  t 

9385  1 

10523  t 

13944  1 

10210  1 


00.00 
144.95 
,848. BS 


61.00 
590.20 

35.00 
140.00 


752.00 
90.00 

100.00 
42.88 
2,007. ?5 


%  135.00 

t  3,547.00 

1  90.214.63 

1  7,949.00 

J  1,644.00 

1  2,772.00 

1  900.00 

J  1,444.00 

»  540.00 

\  465.00 

1  570.00 

t  100.00 

»  25,482.94 

t  315.00 

»  525.00 

J  1,005.00 

I  20,749.70 


Patient  Died  12/15/07 


Good  Samaritan 
Multiple  MD's 


5224.025.00 


MEDICATIONS 


iEDMARK  HEALTH  FLAM  OF  ARIZONA  INC 
rILL  DATE     N/R     QTY     HAYS  AMOUNT 


NDC  CODE 


DESCRIPTION 


11/04/86 

N 

120 

30 

44.75 

8000602 

UNKNOWN ! 

.1/04/86 

N 

120 

30 

35.80 

2036302 

DARVOCET-N  100  ^ 

1/04/86 

N 

60 

30 

7.47 

39006050 

UNKNOWN ! 

1/04/86 

N 

120 

20 

50.26 

88177247 

UNKNOWN : 

1/04/86 

N 

120 

30 

24.55 

82415901 

UNKNOWN ' 

1/04/86 

N 

100 

10 

2.25 

71057024 

UNKNOWN! 

1/24/86 

N 

100 

20 

28.36 

2036302 

DARVOCET-N  100  1 

l/24/e6 

N 

100 

30 

45.40 

. 108501320 

UNKNOWN ! 

1/24/86 

N 

100 

10 

2.25 

71057024 

UNKNOWN! 

1/24/86 

N 

180 

30 

75.38 

88177247 

UNKNOWN! 

1/24/86 

N 

240 

30 

89.50 

80O06O2 

UNKNOWN ! 

l/24/e6 

N 

60 

30 

7.47 

39006050 

UNKNOWN ! 

1/24/86 

N 

120 

30 

24.55 

82415901 

UNKNOWN ! 

2/ll/e6 

100 

13 

46.04 

37210301 

UNKNOWN ! 

2/11/86 

N 

100 

15 

5.07 

71057013 

UNKNOWN ! 

2/11/86 

ft 

100 

15 

5.07 

71057013 

UNKNOWN ! 

2/29/86 

R 

180 

30 

75.38 

.88177247 

UNKNOWN ! 

2/29/86 

R 

100 

37.29 

8000602 

UNKNOWN ! 

2/29/86 

R 

100 

37.29 

8000602 

UNKNOWN ! 

1/03/87  . 

R 

120 

30 

24.55 

82415901 

UNKNOWN ! 

1/13/87 

N 

21 

7 

7.78 

5314531 

UNKNOWN ! 

1/13/G7 

N 

180 

8.47 

37481210 

UNKNOWN ! 

1/13/87 

R 

21 

7 

7.78 

5314531 

UNKNOWN ! 

l  .'21/87 

100 

17 

41.88 

88177247 

UNKNOWN ! 

:/21/87 

N 

60 

30 

7.47 

39006050 

UNKNOWN ! 

.'21/F47 

100 

22.51 

82415901 

■'"•"OWN! 

1/12/37 

R 

100 

17 

41 .88 

88 177  2470 

CARDIZEM  60MG  TABLET 

V14/37 

R 

100 

15 

5.68 

710570130 

NIFROSTAT  SUB   •  4MG  Tf 

1/16/87 

N 

100 

16 

37.29 

80006024 

SERAX  15MG  CAPSULE 

1/16/87 

N 

100 

13 

26.36 

20363024 

DARVOCET-N  100  TABLETS 

V13/S7 

R 

60 

30 

7.47 

390060500 

LASIX  40MG  TABLETS 

•/ 13/87 

R 

100 

22.51 

824159010 

ISORDIL  30MG  TABLET 

,'25/87 

R 

100 

13 

46.04 

372103010 

SOMA  COMPOUND  TABLET 

.'25/37 

R 

100 

13 

28.36 

20363024 

DARVOCET-N  100  TABLETS 

.'25/87 

R 

100 

17 

41.88 

881772470 

CARDIZEM  60MG  TABLET 

,'04/87 

R 

100 

16 

37.29 

80006024 

SERAX  15MG  CAPSULE 

.'09/87 

R 

100 

13 

28.36 

20363024 

DARVOCET-N  100  TABLETS 

,'09/87 

Ft 

100 

17 

41.88 

881772470 

CARDIZEM  60MG  TABLET 

.'3  4/87 

R 

100 

16 

37.29 

80006024 

SERAX  15MG  CAPSULE 

,'19/87 

R 

100 

22.51 

824159010 

ISORDIL  30MG  TABLET 

585 


,0  3     J  PRESCRIPTION  DETAIL  FORMEMBER  *  507-38-65: 

iEDHARK  HEALTH  PL  AH  OF  ARIZONA  INC  tU  «■»  L  AGE' 


ILL  DATE 

N/R 

QTY 

DAYS 

AMOUNT 

NDC  CODE 

DESCRIPTION 



/ 19/87 

R 

100 

13 

28.36 

—  

20363024 

DARVOCET-N  100  TABLETS 

.'19/87 

R 

100 

41 .88 

881772470 

CARDIZEM  60MG  TABLET 

.'24/87 

N 

10 

4 

3.22 

90055034 

XANAX  0.5M6  TABLET 

'30/87 

R 

LOO 

16 

37 . 29 

80006024 

SERAX  15M6  CAPSULE 

.'30/87 

R 

100 

13 

46.04 

372103010 

SOMA  COMPOUND  TABLET 

'30/87 

R 

100 

13 

2G.36 

20363024 

DARVOCET-N  100  TABLETS 

'30/87 

R 

100 

15 

5.68 

710570130 

NITROSTAT  SUK   . 4MG  TABLET 

'30/87 

R 

100 

17 

41 .88 

881772470 

CARDIZEM  60MG  TABLET 

'07/87 

N 

24 

8 

B.89 

53145310 

UNKNOWN  f 

'07/87 

R 

100 

13 

28.36 

20363024 

DARVOCET-N  100  TABLETS 

'10/87 

N 

100 

25 

49.73 

372103010 

SOMA  COMPOUND  TABLET 

10/87 

R 

100 

25 

22.51 

824159010 

ISORDIL  30MG  TABLET 

4/10/87 

R 

100 

17 

41.88 

881772470 

CARDIZEM  60MG  TABLET 

4/16/87 

R 

100 

16 

37.29 

80006024 

SERAX  15MG  CAPSULE 

4/17/87 

R 

24 

8 

8.89 

53145310 

UNKNOWN ! 

4/20/87 

N 

100 

13 

28.36 

20363024 

DARVOCET-N  100  TABLETS 

4/20/87 

R 

100 

17 

41.88 

881772470 

CARDIZEM  60MG  TABLET 

4/29/87 

R 

100 

25 

22.51 

824159010 

ISORDIL  30MG  TABLET 

4/29/87 

R 

100 

13 

28.36 

20363024 

DARVOCET-N  100  TABLETS 

4/29/87 

R 

100 

17 

41.88 

881772470 

CARDIZEM  60MG  TABLET  1 

5/01/87 

R 

100 

16 

37.29 

.  80006024 

SERAX  15MG  CAPSULE 

5/01/87 

R 

100 

2S 

49.73 

372103010 

SOMA  COMPOUND  TABLET 

5/12/87 

R 

100 

13 

28.36 

20363024 

DARVOCET-N  100  TABLETS 

5/13/87 

N 

100 

16 

37.29 

80006024 

SERAX  15MG  CAPSULE 

5/13/87 

R 

100 

17 

41.88 

881772470 

CARDIZEM  60MG  TABLET 

5/20/87 

R 

100 

25 

49.73 

372103010 

SOMA  COMPOUND  TABLET 

5/20/87 

R 

100 

25 

22.51 

824159010 

ISORDIL  30MG  TABLET 

5/20/87 

R 

100 

15 

5.68 

710570130 

NITROSTAT  SUB   .  4MQ  TABLET 

5/22/87 

R 

100 

13 

28.36 

20363024 

DARVOCET-N  100  TABLETS 

5/24/87 

R 

100 

16 

37.29 

.80006024 

SERAX  15MG  CAPSULE 

5/26/87 

R 

100 

17 

41.88 

881772470 

CARDIZEM  60MG  TABLET 

4/02/87 

R 

100 

13 

28.36 

20363024 

DARVOCET-N  100  TABLETS 

A/04/87 

R 

100 

25 

22.51 

824159010 

ISORDIL  30MG  TABLET 

4/04/87 

R 

100 

17 

41.88 

881772470 

CARDIZEM  60MG  TABLET 

4/03/87 

R 

100 

16 

37.29 

80006024 

SERAX  15MG  CAPSULE  ,; 

6/15/87 

R 

100 

13 

28.36 

20363024 

DARVOCET-N  100  TABLETS 

4/15/87 

R 

100 

15 

S.68 

710570130 

NITROSTAT  SUB   .4MG  TABLET 

4/15/87 

R 

100 

17 

41.88 

881772470 

CARDIZEM  60MG  TABLET 

4/14/87 

R 

100 

25 

49.73 

372103O1O 

SOMA  COMPOUND  TABLET 

4/19/87 

R 

100 

16 

37.29 

80006024 

SERAX  15MD  CAPSULE 

R 

100 

25 

22.51 

824159010 

ISORDIL  30MG  TABLET 

4/25/87 

N 

100 

13 

28.36 

20363024 

DARVOCET-N  100  TABLETS 

4/25/87 

R 

100 

IS 

5.68 

710570130 

NITROSTAT  SUB   . 4MG  TABLET 

4/25/87 

R 

100 

17 

41.88 

881772470 

CARDIZEM  60MG  TABLET 

4/30/87 

R 

100 

16 

37.29 

80006024 

SERAX  15MG  CAPSULE 

7/05/87 

R 

100 

13 

28.36 

20363024 

DARVOCET-N  100  TABLETS 

7/09/87 

R 

100 

16 

37.29 

80006024 

SERAX   15MG  CAPSULE 

7/09/87 

R 

100 

25 

22.51 

824159010 

ISORDIL  30MG  TABLET 

7/09/87 

R 

100 

17 

41.88 

881772470 

CARDIZEM  60MG  TABLET 

7/13/87 

20363024 

DARVOCET-N   100  TABLETS 

7/15/87 

N 

100 

25 

5.68 

710570130 

NITROSTAT  SUB   . 4MG  TABLET 

7/14/87 

N 

100 

25 

22,51 

34159010 

ISORDIL  30MG  TABLET 

7/16/87 

N 

100 

12 

29.83 

20363024 

DARVOCET-N  100  TABLETS 

7/14/87 

N 

100 

16 

41.88 

881772470 

CARDIZEM  60MG  TABLET 

7/19/87 

N 

100 

10 

2.51 

710570240 

NITROSTAT  SUB   • 4MG  TABLET 

7/20/87 

N 

24 

4 

8.95 

80006024 

SERAX  15MG  CAPSULE 

7/24/87 

N 

100 

10 

37.29 

80006024 

SERAX  15MG  CAPSULE 

7/27/87 

R 

100 

10 

2.51 

710570240 

NITROSTAT  SUB   . 4MG  TABLET 

7/30/37 

R 

100 

25 

22.51 

84159010 

ISORDIL  30MG  TABLET 

7/30/87 

R 

100 

10 

2.51 

710570240 

NITROSTAT  SUB   . 4MG  TABLET 

7/30/87 

R 

100 

16 

41 .88 

881772470 

CARDIZEM  60MG  TABLET 

7/31/87 

R 

100 

12 

32.51 

20363024 

DARVOCET-N  100  TABLETS 

8/03/87 

R 

80006024 

SERAX  15MG  CAPSULE 

3/03/87 

R 

100 

10 

2.51 

710570240 

NITROSTAT  SUB   .4MG  TABLET 

1/05/87 

N 

100 

45.40 

1085013200 

TAGAMET  300MG  TABLET 

1/05/87 

N 

60 

30 

7.47, 

390060100 

LASIX  40MG  TABLET 

i/07/87 

N 

100 

20 

2.51 

710570240 

NITROSTAT  SUB   . 4MG  TABLET 

1/03/87 

R 

100 

25 

22.51 

84159010 

ISORDIL  30MG  TABLET 

1/03/87 

R 

100 

10 

2. SI 

710570240 

NITROSTAT  SUB   . 4MQ  TABLET 

1/03/87 

R 

100 

16 

41.88 

881772470 

CARDIZEM  60MG  TABLET 

3/10/87 

N 

100 

3 

2. SI 

71057124O 

NTTROSTAT  Sim  TABLET 

fllTST- 

N 

100 

30 

12.00 

710153240 

UNKNOWN ! 

1/11/87 

R 

100 

12 

32.51 

.  20363024 

DARVOCET-N  100  TABLETS 

:fort  totals 

3,213.92 

113 

PRESCRIPTIONS 

586 


Mr.  Anthony.  Thank  you,  Mr.  Schmitt. 

I  have  some  general  questions  I  would  like  to  ask  of  the  panel, 
and  then  go  back  and  ask  some  specific  questions  based  on  your 
specific  testimony,  Mr.  Schmitt,  on  the  example  you  just  gave. 

This  committee  was  told  in  1979,  that  competition  and  managed 
care  were  the  answer  to  the  health  care  cost  crisis.  You  know  that 
CBO  has  testified,  others  have  testified  throughout  this  2-day  hear- 
ing, about  how  health  care  costs  are  outstripping  inflation,  so  com- 
petition and  managed  care  do  not  appear  to  have  been  the  solu- 
tions that  we  were  told  they  would  be  in  1979. 

Some  of  you,  in  your  testimony,  still  talk — and  I  think,  Ms. 
Brainerd,  you  are  specifically  talking  about  HMOs  under  the  man- 
aged-care system.  Why  today?  Why  do  you  think  it  is  the  answer 
today,  when  we  were  told,  and  it  has  not  worked. 

Ms.  Brainerd.  I  think  our  experience  in  Minnesota  is  that  it  has 
worked.  Our  costs  are  23  percent  lower  than  the  national  average 
health  care  costs. 

Mr.  Anthony.  How  long  have  you  had  that  implemented  in  the 
State  of  Minnesota? 

Ms.  Brainerd.  Really,  it  has  been  a  growing  change  over  time. 
Each  year  enrollment  in  HMOs  and  other  managed-care  programs 
has  continued  to  grow.  And  while  about  25  percent  of  the  popula- 
tion in  our  State  are  in  HMOs,  another  25  are  in  another  form  of 
managed-care  program. 

So  I  think  it  is  getting  a  large  enough  percentage  of  the  popula- 
tion in  the  programs  to  make  them  function  effectively. 

In  addition,  the  same  study  showed  that  HMO  premiums  are 
about  8  percent  less  than  traditional  premiums,  and  8  percent  is  a 
significant  difference  has  also  been  growing  over  time. 

I  think  the  strategies — the  data  are  starting  to  very  clearly  dem- 
onstrate the  results  that  managed  care  have  had  in  our  State. 

Mr.  Anthony.  I  believe  I  could  argue  with  you  on  the  HMOs, 
which  are  very  tightly  controlled,  very  well  managed — or  at  least 
most  of  them  appear  to  be  very  well  managed.  But  what  about  the 
other  provider  groups  that  are  out  there  with  looser  organizations. 
Do  you  have  the  same  hopes  and  aspirations  for  them?  What  could 
be  done  in  that  regard? 

Ms.  Brainerd.  I  think  there  is  good  evidence  that  the  staff-model 
HMOs  are  very  effective  at  delivering  low-cost,  quality  care.  But, 
really,  only  one  of  the  HMOs  in  our  State  is  a  staff-model  HMO, 
and  the  other  HMOs  have  been  able  to  offer  similar  kinds  of  re- 
sults, or  at  least  extensive  savings. 

There  is  sort  of  a  range  in  performance,  and  I  think  there  are 
some  tradeoffs  between  broad  accessed  physicians  who  are  less 
committed  to  managing  care  and  cost,  so,  certainly,  the  less  man- 
aged the  program,  the  higher  the  cost. 

Mr.  Anthony.  Does  anybody  else  on  the  panel  have  a  response  to 
either  one  of  the  two  questions? 

Ms.  Hill.  If  I  may,  Mr.  Chairman. 

Mr.  Anthony.  Ms.  Hill. 

Ms.  Hill.  I  think  when  we  talk  about  managed  care  as  the  *  'solu- 
tion," obviously  it  is  not  the  only  solution.  There  is  no  one  solution 
to  a  problem  as  complicated  as  this,  but  I  do  not  think  we  can 
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judge  what  has  happened  with  health  care  costs  and  declare  man- 
aged care  a  failure. 

Still,  the  vast  majority  of  Americans  are  not  in  managed-care 
programs.  Medicare  and  Medicaid,  which  are  very,  very  expensive 
components  of  our  health  care  system  are  not  managed-care  pro- 
grams. Very  small  components  of  those  populations  are  in  what  we 
would  really  consider  the  purest  of  managed  care,  which  are 
HMOs,  and  none  are  in  preferred  provider  organizations,  or  the 
kinds  of  other  hybrid  managed-care  programs. 

Employers  have  been  moving  quickly  in  the  last  year  or  two 
toward  more  and  more  managed-care  programs,  but  it  is  an  evolu- 
tion not  a  revolution.  So,  as  they  adopt  more  managed-care  tools 
and  techniques  into  their  programs,  they  are  seeing  the  slowing  of 
the  rapid  inflation  on  their  premium  that  my  colleague  here  was 
speaking  about. 

I  think  that  the  impact  of  the  tools  that  we  have  learned  with 
managed  care  are  only  just  beginning  to  show  in  the  kinds  of  stud- 
ies being  referenced,  and  I  think  we  have  a  long  way  to  go  in  get- 
ting other  sectors  of  the  population  into  managed-care  programs. 

Mr.  Anthony.  What  about  this  mandate? 

Ms.  Hill.  Well,  certainly  there  are  States  that  have  applied  for 
waivers.  For  instance,  1,815  waivers  to  get  more  Medicaid  recipi- 
ents into  mandated  managed-care  programs  to  try  to  control  the  in- 
flation on  those  budget  programs. 

I  think  that  there  has  been  an  enormous  political  resistance  to 
thinking  about  mandating  Medicare  recipients  into  managed-care 
programs.  So,  I  do  not  claim  to  suggest  that  we  could  mandate  the 
public  payer  patients,  like  Medicare,  but  certainly  more  and  more 
employers  are  decreasing  the  number  of  choices  they  are  offering 
to  their  employees,  in  order  to  control  their  costs,  and  are  perhaps 
giving  options  among  managed-care  programs,  but  not  offering  a 
pure  old-fashioned  indemnity  fee-for-service  choice  much  longer. 

Mr.  Anthony.  Let  me  just  tell  you  two  things  that  bother  me. 
First,  I  come  from  a  long  line  of  independent  timber  producers 
back  home — fourth  generation — and  I  like  to  go  back  to  the  annual 
stockholders'  meeting  just  to  see  what  is  happening.  That  is  about 
the  only  time  I  get  to  participate. 

But  when  the  president  of  the  company  this  year  gave  a  report 
on  health  insurance,  health  insurance  costs,  and  what  the  company 
was  trying  to  do  to  stem  the  increase,  I  found  that  over  the  last  3 
years  our  health  care  costs  had  increased  88  percent.  These  costs 
were  absorbed  by  the  company  rather  than  passing  them  on  to  the 
employees.  Furthermore,  costs  are  expected  to  double  again  in  the 
next  3  years. 

So,  that  told  me,  right  there,  that  we  better  find  some  solution  to 
this  health  crisis,  or  it  is  going  to  put  small  business  out  of  busi- 
ness, and  the  people  who  depend  upon  the  benefit  do  not  get  it. 

But,  another  thing  that  really  bothers  me,  and  I  wish  you  could 
address  this — the  person  that  is  employed  by  a  company  that  pro- 
vides no  health  benefit,  and  the  person  who  works  for  a  company 
that  does  provide  health  benefits,  it  seems  to  me  that  we  are  treat- 
ing that  one  person  unfairly  under  the  Tax  Code,  because  one  is 
receiving  benefits  with  after-tax  dollars,  and  the  other  one  receives 
the  same  benefit  with  before-tax  dollars. 
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The  chairman  has  introduced  a  bill  on  tax  fairness  and  tax  sim- 
plification. Is  there  any  way  that  we  could  use  tax  fairness  and 
simplification  at  the  same  time  to  try  to  balance  the  differential 
between  what  employer  provides  health  and  what  employer  does 
not? 

Anybody  want  to  take  a  stab  at  that? 

Mr.  Branchini.  I  am  not  a  tax  expert,  but  one  of  the  provisions 
in  the  bill  is  to  encourage  community  rating,  and  to  eliminate 
many  of  the  barriers  to  provide  health  insurance  for  small  busi- 
nesses and  individuals. 

I  think  that  some  of  the  risk  classifications,  and  particularly 
with  small  business,  as  they  have  one  claim — maybe,  they  may 
have  250  employees,  249  are  very  fit  and  well,  and  one  large  claim 
for  

Mr.  Anthony.  They  will  have  the  one  cancer  patient  that  drags 
on  and  

Mr.  Branchini.  And  the  premiums  would  be  just  driven — the 
cost  for  that  particular  employer  would  be  very  significant. 

Mr.  Anthony.  It  is  interesting,  what  I  found  out.  Rather  than 
somebody  being  hurt  in  the  mill  because  of  the  machinery,  that  is 
exactly  what  happened  in  this  case.  They  had,  one  was  a  heart 
attack  and  one  was  a  cancer  patient,  and  they  just  dragged  on  and 
on  and  on,  much  like  Mr.  Schmitt's  example,  where  they  had  an 
enormous  outlay  of  cost  over  a  short  period  of  time  that  changed 
the  rating. 

Mr.  Branchini.  Yes.  I  think  that  one  of  the  solutions  in  the  bill 
is  community  rating,  and  I  think  the  problem  is  more  predominant 
in  small  business  and  individuals  looking  for  insurance,  that  you 
create  a  large  community  rate,  so  that  fluctuations  in  premiums 
will  be  smoothed  out  from  year  to  year. 

What  you  see,  and  what  we  are  faced  with,  particularly  in  New 
York,  and  I  know  this  is  true  throughout  the  Nation,  is  discrimina- 
tory underwriting  practices,  which  basically  looks  at  the  age,  sex, 
and  occupation  of  individuals  in  a  small  group,  and  says,  "This  is  a 
high  risk." 

Actors'  Equity  was  here  before.  Certainly,  I  am  sure  that  that 
has  to  be  categorized  as  a  high  risk  welfare  fund.  And  I  think  that 
when  you  have  the  capability  to  exclude  coverage  for  those  you  cat- 
egorize as  high  risk,  I  think  you,  over  time,  significantly  increase 
the  number  of  uninsured. 

I  do  not  think  there  is  a  simple  answer  to  that,  other  than,  per- 
haps, to  go  to  some  form  of  community  rating,  without  regard  to 
specific  age,  occupation,  sex,  and  prior  illness  history,  and  create 
such  a  large  pool  that  you  would  be  able  to  absorb  this  1  claim  out 
of  250,  which  prohibits  continuation  of  insurance,  in  many  cases. 

Mr.  Anthony.  Ms.  Brainerd,  what  do  you  do  with  the  person 
that  works  part  time? 

Your  testimony  said  that  if  they  work  up  to  20  hours  they  will  be 
covered,  but  if  they  work  19  hours  they  are  not  covered.  What  do 
we  do  with  that  person  that  just  works  19  hours  a  week? 

Ms.  Brainerd.  In  our  proposal,  we  would  assume  that  someone 
who  works  19  hours  would  be  eligible  for  individual  coverage.  If 
they  were  working  19  hours  and  able  to  afford  individual  coverage 
on  their  own,  they  would  buy  in  the  private  market,  where  we 
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would  eliminate  health  underwriting  as  a  way  of  preventing  people 
from  getting  coverage. 

The  other  alternative  is  you  have  an  individual  purchasing  cov- 
erage who  is  low  income  because  they  only  work  19  hours  a  week, 
in  which  case  we  would  provide  a  subsidy  for  them  to  get  coverage 
in  the  private  market. 

Mr.  Anthony.  So  you  do  take  care  of  that  category. 

Ms.  Brainerd.  Yes,  we  do.  In  fact,  we  are  very  concerned  about 
that. 

Mr.  Anthony.  Well,  I  will  tell  you  what  bothers  me.  I  know  that 
there  are  a  lot  of  large  companies  that  have  a  practice  of  hiring 
full-time  and  part-time  employees,  and  they  work  them  right  up  to 
the  minute  that  they  qualify  for  a  whole  host  of  benefits,  and  then 
they  terminate  them. 

It  is  amazing  to  me  how  many  of  those  employees  think  that 
they  are  getting  a  good  deal.  No  one  has  really  set  them  down  and 
walked  through  the  benefit  charts,  obviously. 

But,  my  final  question  would  be,  how  could  we  transfer  the  Min- 
nesota example  nationally? 

Ms.  Brainerd.  Well,  I  think  our  feeling  is  we  would  like  to  be 
able  to  have  the  flexibility  to  try  our  reform  in  Minnesota  as  a 
State  initiative,  and  I  think,  again,  like  our  colleagues  who  believe 
that  some  of  the  obstacles  that  exist  in  other  States  that  are  pre- 
venting them  from  moving  to  a  Minnesota  model;  it  would  be  good 
if  those  were  removed. 

I  think  our  experience  is  a  success  experience.  We  are  the  State 
that  is  second  only  to  Hawaii  in  the  percentage  of  our  population 
that  is  insured  today,  and  that  is  with  a  private  delivery  system. 
Lower  cost,  more  people  covered — we  think  that  is  a  good  track 
record.  We  would  like  to  see  it  replicated. 

Ms.  Hill.  If  I  may,  Mr.  Chairman? 

Mr.  Anthony.  Ms.  Hill. 

Ms.  Hill.  I  think  one  of  the  things  that  is  key  is  the  flexibility 
for  each  State  to  try  different  approaches  to  these  issues.  They  are 
so  complex,  I  do  not  think  anybody  pretends  to  have  one  answer 
that  we  are  so  confident  is  the  right  one  that  we  should  impose  it 
nationally. 

We  think  that  flexibility  at  the  State  level  to  try  the  kinds  of 
proposals  that  are  suggested  in  various  States  is  critical.  And 
maybe  we  will  learn  some  tremendously  useful  answers  by  some  of 
the  efforts  that  various  States  are  making. 

I  think  that  flexibility  at  the  State  level  is  critical. 

Mr.  Anthony.  Well,  I  know  this  committee  from  time  to  time 
has  mandated  certain  tests,  but  what  I  am  hearing  you  say  is  that 
you  think  there  should  even  be  greater  flexibility  than  what  we 
have  exercised  in  the  past,  to  see  if  there  are  creative  ways  to 
achieve  cost  containment. 

Ms.  Hill.  Yes,  I  think  so.  I  think  there  is  tremendous  pressure 
locally,  all  over  the  country,  from  employers  like  the  one  you 
talked  about,  or  the  State  budgets  from  trying  to  fund  Medicaid,  or 
the  elderly  wanting  better  coverage  under  their  Medicare  program, 
to  look  for  creative  answers  to  health  insurance. 

I  do  not  think  there  is  a  State  legislature  in  the  country  where 
health  issues  are  not  being  discussed.  And  I  think  that  we  will 
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learn  a  lot  by  watching  the  various  kinds  of  reforms  that  are  pro- 
posed. I  think  we  all  recognize  the  need  for  reforms  in  certain  seg- 
ments of  the  health  care  industry.  I  do  not  think  we  want  to  throw 
the  baby  out  with  the  bath  water,  though.  We  have  parts  of  what 
we  do  that  work  well. 

So,  the  issue  is  to  structure  the  degree  of  reform  that  we  need  for 
the  part  that  is  hurting,  and  to  leave  what  is  good  strong. 

Mr.  Anthony.  I  am  glad  to  hear  you  say  that,  because  you  have 
summed  up  my  personal  attitude. 

I  was  on  the  Health  Subcommittee  several  years  ago,  and  I  of- 
fered the  amendment  to  go  to  the  preferred  provider  system,  think- 
ing that  it  would  work.  It  did  not.  And  I  happened  to  be  in  the 
middle  of  the  debate  when  we  went  to  the  relative-value  system, 
thinking  it  is  going  to  help  a  poor  State  like  Arkansas,  only  to  find 
out,  now  that  the  formulas  have  been  written  and  they  have  been 
released,  the  physicians  in  Arkansas  that  are  under  Medicare  will  i 
get  paid  better  from  a  poor  State  under  Medicaid  than  they  do 
under  Medicare. 

So  we  are  back  at  the  drawing  board  trying  to  figure  out  how  to 
just  get  some  basic  equity  under  the  existing  program,  much  less 
how  do  you  expand  it  into  different  categories. 

So,  I  thank  you  for  your  comment  about  that. 

Mr.  Schmitt,  the  only  comment  that  I  have,  that  I  know  in  my 
State  I  get  a  lot  of  complaints  from  the  physicians  about  the  peer 
review  system,  and  that  they  think  that  sometimes  they  are  told 
what  to  do  too  many  times,  and  that  many  times  they  have  there 
checks  and  balances. 

This  particular  case,  you  do  not  think  a  subject  of  that?  Or  was 
the  system  working  in  this  particular  case? 

Mr.  Schmitt.  Well,  you  see,  I  do  not  think  the  peer  review 
system  

Mr.  Anthony.  Would  go  to  the  heart  of  this  problem? 

Mr.  Schmitt.  Yes.  It  does  not,  because  what  it  is  doing,  it  is  re-  j 
viewing  standard  medical  practice,  so  if  they  are  

Mr.  Anthony.  So,  if  they  prescribe  the  right  medicines,  and  if 
they  did  it  in  an  acceptable  way,  the  system  would  approve  that. 

Mr.  Schmitt.  But,  see,  I  do  not  think  that  that  gets  to  the  funda- 
mental issue.  The  fundamental  issue  is  that,  under  our  present 
system — and  all  systems  today  reimburse  doctors  to  do  procedures, 
or  they  are  cost  management  systems — they  pay  doctors  to  do  en-  i 
counters,  to  see  patients,  irrespective  of  the  results  of  their  treat- 
ment. 

So,  if  you  examine  claims,  and  very  few  people  have  ever  put  to- 
gether claims  histories,  and  I  doubt  whether  anybody  on  this  com- 
mittee has  ever  analyzed  claims  histories  

Mr.  Anthony.  We  have  tried. 

Mr.  Schmitt.  But  I  can  assure  you  that  I  can  go  into  any  compa- 
ny in  America  and  pull  claims  histories,  and  you  will  see  thou- 
sands and  millions  of  these  things. 

What  is  happening  is  we  are  paying  doctors  to  do  the  wrong 
thing.  We  are  paying  doctors  to  do  procedures,  where  we  should 
pay  them  to  get  patients  healthy.  Because  the  technology  is  there. 
You  know,  all  the  techniques  are  there  to  get  people  healthy,  but 
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we  are  not  using  them  because  doctors  are  getting  paid  to  do  proce- 
dures, and  the  more  they  do,  the  more  money  they  make. 

Until  we  correct  that  issue,  I  do  not  think — because  there  are 
two  issues.  The  issues  are  either  financial  and  mechanical,  or  who 
is  going  to  pay  for  it  and  how  it  is  going  to  be  paid.  I  think  that  is 
one  issue.  But  the  issue  that  I  am  concerned  with  is  what  doctors 
are  doing  today — does  it  work,  specifically  with  chronic  disease. 

If  you  examine  claims,  you  find  out  that  what  they  are  doing 
does  not  work.  It  is  that  simple.  It  does  not  work. 

Mr.  Anthony.  Mr.  Dobbins,  you  want  to  say  something? 

Mr.  Dobbins.  I  think  a  point  that  was  made  earlier  in  Mr. 
Schmitt's  testimony  and  the  point  that  he  is  making  now,  is  a  very 
important  issue  with  respect  to  managed-care,  and  what  managing 
care  is  all  about. 

Traditionally,  the  system  has  been  a  system  that  pays  people  to 
do  things.  I  think  the  example  used  by  Mr.  Schmitt  is  evidence  of 
this.  It  does  not  take  long  to  figure  out,  "The  more  I  do,  the  more  I 
get  paid." 

And  there  has  not  always  been  a  direct  relationship  between 
what  was  done  and  what  was,  in  fact,  needed. 

Managed  care,  I  believe,  tends  to  focus  on  what  is  needed  for  the 
patient?  What  has  to  be  done?  And  where  is  the  best  place  to  have 
it  done? 

It  may  very  well  be  that  we  have  to  give  some  consideration  to 
restricting  choices.  But  who  is  often  ill-prepared,  especially  medi- 
cally, to  decide  what  is  needed  and  where  it  should  be  provided? 
Often  times  that  is  the  patient. 

I  think  that  if  we  have  effective  health  care  management,  provid- 
ing what  is  needed,  providing  it  where  it  is  most  efficiently  and 
most  economically  provided,  we  begin  to  affect  the  cost  of  health 
care. 

I  think,  also,  that  there  are  a  lot  of  factors,  when  we  talk  about 
what  happens  in  the  various  States — you  know,  you  take  the  State 
of  Minnesota,  and  I  think  that  HMOs  operating  in  all  other  49 
States  in  the  country  are  envious  of  Minnesota,  in  terms  of  the  per- 
centage of  the  population  that  has  been  enrolled  in  HMOs. 

But  there  is  probably  a  lot  of  discouraging  enrollment  in  HMOs 
in  a  lot  of  other  States,  and  it  is  influenced  by  things  like  what 
does  the  union  contract  call  for?  How  much  flexibility  does  the  em- 
ployer have? 

I  think  one  of  the  things  we  find  in  the  State  of  Michigan  is  that 
there  is  a  desire  to  cause  more  people  to  be  enrolled  in  managed- 
care  programs,  but  it  is  not  happening  because  there  is  that  negoti- 
ation with  the  labor  element  within  the  organization  that  just  pre- 
cludes that  being  the  case — that  we  have  got  to  have  the  flexibility, 
the  freedom  of  choice. 

And  I  think  maybe  there  has  to  be  a  willingness  on  the  part  of 
the  population  to  accept  something  other  than  what  exists,  and  I 
think  that  eventually  leads  to  a  whole  better  system. 

Mr.  Anthony.  Well,  I  thank  you  for  your  testimony,  and  the  full 
committee  thanks  you  for  your  contribution  to  the  record. 

Our  next  panel  is  the  National  Association  for  Uniformed  Serv- 
ices and  the  Society  of  Military  Widows,  Col.  Charles  C.  Partridge, 
U.S.A.  (retired),  legislative  counsel;  the  Confederated  Salish  and 
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Kootenai  Tribes  of  the  Flathead  Reservation  and  Chickepawa  Cree 
Tribe  of  the  Rocky  Boys  Reservation,  Laurence  Kenmille,  tribal 
vice  chairman,  the  Confederated  Salish  and  Kootenai  Tribes  of  the 
Flathead  Reservation. 
If  you  gentlemen  would  come  forward. 

Mr.  Kenmille,  if  I  got  through  that  properly,  you  can  make  me 
an  honorary  member  of  the  tribe. 

Colonel  Partridge,  both  of  your  full  testimonies,  obviously,  will 
be  included  in  the  record,  and  we  will  allow  you  to  summarize  as 
you  see  fit. 

Colonel  Partridge. 

STATEMENT  OF  COL.  CHARLES  C.  PARTRIDGE,  U.S.A.  (RETIRED), 
LEGISLATIVE  COUNSEL,  NATIONAL  ASSOCIATION  FOR  UNI- 
FORMED SERVICES  AND  THE  SOCIETY  OF  MILITARY  WIDOWS 

Colonel  Partridge.  Thank  you,  Mr.  Anthony.  I  appreciate  the 
opportunity  to  present  the  view  of  the  National  Association  for 
Uniformed  Services  and  the  Society  of  Military  Widows. 

We  represent  all  grades  and  ranks  of  all  the  uniformed  services, 
and  with  such  membership,  we  are  able  to  draw  information  from 
a  broad  base  for  our  legislative  activities. 

National  health  insurance  legislation  will  affect  many  of  the  9.2 
million  Department  of  Defense  medical  care  beneficiaries. 

Today  I  would  like  to  address  two  points  regarding  the  establish- 
ment of  a  national  health  plan. 

First,  as  these  national  plans  are  developed,  current  medical  pro- 
grams should  be  considered,  so  that  in  the  process  of  taking  care  of 
the  majority  of  our  citizens,  we  do  not  injure  a  minority — in  this 
case,  military  retirees  and  other  veterans. 

For  example,  when  military  retirees  reach  the  age  of  65,  or  earli- 
er if  they  become  eligible  for  Medicare  earlier,  they  lose  eligibility 
for  their  Department  of  Defense  medical  program,  which  is  called 
CHAMPUS.  And  since  CHAMPUS  is,  in  general,  more  generous 
than  Medicare,  this  is  a  source  of  great  dissatisfaction  to  military 
retirees. 

Our  concern  with  the  national  health  plans,  particularly  H.R. 
3205,  is  that  by  reducing  the  age  of  eligibility  for  Medicare  from  65 
to  60,  military  retirees  and  their  spouses  will  lose  CHAMPUS  5 
years  earlier  than  they  do  now.  Accordingly,  we  would  like  to  see  a 
safeguard  built  into  the  legislation  that  would  prevent  the  loss  of 
CHAMPUS  prior  to  age  65  when  military  retirees  would  normally 
revert  to  Medicare. 

Our  second  proposal  is  that  any  national  health  program  include 
reimbursement  by  the  Health  Care  Financing  Administration  to 
military  medical  treatment  facilities  for  treatment  of  Medicare-eli- 
gible military  retirees  and  their  dependents.  Under  current  law,  no 
such  reimbursement  can  be  made. 

Retirees  and  their  families  who  have  reached  the  age  of  65  and 
become^  eligible  for  Medicare,  as  I  mentioned,  lose  their  entitlement 
under  CHAMPUS.  However,  they  continue  to  be  eligible  to  receive 
care  in  a  military  treatment  facility  on  a  space-available  basis. 
This  means  if  there  is  extra  space  available  after  the  active-duty 
and  others  are  taken  care  of,  then  the  retirees  may  be  treated. 
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The  growing  population  of  senior  citizen  retirees,  coupled  with 
the  closure  of  numerous  medical  facilities  as  a  result  of  the  base 
closures,  is  increasing  dependence  on  CHAMPUS  for  those  under 
65,  and  greater  reliance  on  Medicare  for  those  over  65. 

The  premise  underlying  this  interagency  reimbursement  is  that 
care  in  military  treatment  facilities  is  less  costly  than  care  at  pri- 
vate medical  facilities,  and  therefore  will  result  in  savings  for  Med- 
icare. Currently,  MTF  commanders  turn  Medicare-eligible  retirees 
away,  and  focus  their  scarce  resources  on  CHAMPUS  eligibles,  be- 
cause CHAMPUS  dollars  are  Department  of  Defense  dollars,  and 
Medicare  dollars  are  other  dollars,  and  therefore  do  not  come  out 
of  the  military  commander's  pocket. 

We  know  that  authority  for  Health  Care  Financing  Administra- 
tion reimbursement  to  military  hospitals  can  be  a  money  saver  for 
them.  I  will  cite  an  example  which  occurred  between  November 
1988  and  March  1990,  between  Health  Care  Financing  Administra- 
tion Region  IX,  and  the  Naval  Hospital-San  Diego. 

The  test  involved  75  coronary  artery  bypass  grafts,  which  were 
done  by  the  Navy  on  behalf  of  Health  Care  Financing  Administra- 
tion, which  then  reimbursed  the  Navy.  Savings  to  HCFA  were 
$17,000  per  procedure,  conservatively  estimated,  with  a  total  sav- 
ings of  over  $1  million. 

We  believe,  sir,  if  these  two  proposals  are  worked  into  the  nation- 
al health  plan,  it  would  be  most  beneficial  to  the  Nation  and  our 
retirees. 

Thank  you. 

[The  prepared  statement  follows:] 
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Mr.  Chairman  and  members  of  the  Committee,  thank  you  for  the  opportunity  to 
present  the  views  of  the  National  Association  for  Uniformed  Services  and  the 
Society  of  Military  Widows  to  this  distinguished  panel. 

The  National  Association  for  Uniformed  Services  and  the  Society  of  Military 
Widows  (NAUS/SMW)  are  unique  in  that  we  represent  all  grades  and  ranks  of 
uniformed  services  personnel  and  their  spouses  and  survivors.  Our  membership 
includes  active,  retired  and  reserve  personnel  of  all  seven  uniformed  services: 
Army,  Navy,  Air  Force,  Marines,  Coast  Guard,  Public  Health  Service,  and  the 
National  Oceanic  and  Atmospheric  Administration.  With  such  membership,  we  are 
able  to  draw  information  from  a  broad  base  for  our  legislative  activities.  National 
health  insurance  legislation  will  affect  many  of  the  9.2  million  Department  of 
Defense  medical  care  beneficiaries. 

Today,  I  would  Eke  to  address  two  points  regarding  establishment  of  a  National 
Health  Plan. 

First,  As  these  plans  are  developed  current  medical  programs  should  be  considered 
so  that  in  the  process  of  taking  care  of  the  majority  of  our  citizens  we  do  not 
injure  a  minority,  in  this  case  military  retirees  and  other  veterans. 

For  example,  when  military  retirees  reach  the  age  of  65,  or  earlier  if  they  become 
eligible  for  Medicare  earlier,  they  lose  their  Department  of  Defense  medical 
program,  Civilian  Health  and  Medical  Program  of  the  Uniformed  Services 
(CHAMPUS).  Since  CHAMPUS  is,  in  general,  more  generous  than  medicare,  this 
is  a  source  of  great  dissatisfaction  to  military  retirees. 

Our  concern  with  HR  3205  is  that  by  reducing  the  age  of  eligibility  from  65  to  60, 
military  retirees  and  their  spouses  will  lose  CHAMPUS  five  years  earlier  than 
they  do  now.  Accordingly,  we  would  like  to  see  a  safeguard  built  into  HR  3205 
that  would  prevent  the  loss  of  CHAMPUS  prior  to  age  65. 
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Our  second  point  pertains  to  the  reimbursement  by  Health  Care  Financing 
Administration  to  military  medical  treatment  facilities  for  treatment  of  Medicare 
eligible  military  retirees  and  their  dependents. 

The  significant  decrease  in  the  availability  of  affordable  and  reliable  health  care 
has  made  it  a  top  priority  for  our  members.  With  increasing  restrictions  on  access 
to  care  in  the  Department  of  Defense  (DoD)  military  treatment  facilities  (MTFs), 
and  the  increased  cost  of  civilian  health  care,  fueled  by  a  health  care  inflation  rate 
higher  than  the  Consumer  Price  Index  (CPI),  our  concerns  are  greater  than  ever. 
The  coming  25  percent  reduction  in  the  size  of  the  active  forces  with  its 
consequent  closing  of  military  bases  and  existing  medical  treatment  facilities  only 
serves  to  exacerbate  our  members'  fears. 

We  believe  that  a  greater  emphasis  upon  sharing  of  resources,  mutual  support, 
integration  of  planning  and  operations  at  the  local  level  might  produce  both 
greater  savings  and  improved  health  care  delivery. 

Retirees  and  their  families  who  have  reached  the  age  of  65  and  become  eligible 
for  Medicare  insurance  lose  their  entitlement  to  care  under  CHAMPUS.  Many 
seek  care  in  MTFs  (71,000  admissions)  and  3  million  outpatient  visits  per  year. 
However,  DoD  does  not  get  any  reimbursement  for  the  care  they  provide  to  these 
dual-eligibles. 

DoD  patients  who  are  in  the  age  group  65-74  use  twice  as  many  bed  days  per 
year  as  patients  45-64.  By  the  time  a  patient  reaches  age  75,  he  uses  four  and 
one-half  times  as  many  hospital  bed  days  per  year.  By  the  year  2000,  DoD 
conservatively  projects  the  number  of  persons  over  age  65  who  are  eligible  for  care 
in  military  hospitals  will  exceed  1.5  million.  That  is  four  times  more  than  the 
number  of  those  eligible  in  1980,  and  approaches  twice  the  910,000  who  are 
eligible  today. 

The  growing  population  of  senior  citizen  retirees  coupled  with  the  closure  of 
numerous  MTFs  portends  increasing  dependence  on  civilian  sources  of  care 
through  CHAMPUS  for  those  under  age  65  and  greater  reliance  on  Medicare  for 
those  over  age  65. 

Despite  an  overall  lack  of  resources  to  care  for  DoD  beneficiaries,  there  is  excess 
capacity  from  time  to  time  in  some  hospitals.  If  this  capacity  is  not  used  the 
hospital  loses  it.  By  expanding  eligibility  to  additional  beneficiaries  on  a 
reimbursable,  space-available  basis,  the  facility  obtains  funds  enabling  it  to 
continue  providing  care  to  primary  beneficiaries. 

We  believe  that  HCFA  reimbursement  can  pave  the  way  for  substantial  cost 
savings  for  DoD  and  HCFA.  To  permit  the  HCFA  to  reimburse  DoD  for  the  care 
provided  to  Medicare-eligible  retirees  and  their  dependents  in  DoD  MTFs  or 
contract  network  would  facilitate  maximum  use  of  all  Federal  facilities.  If 
adopted,  DoD  MTF  commanders  would  have  the  wherewithal  to  expand  services 
and  use  existing  inpatient  capacity  that  is  now  either  underutilized  or  unused. 
Without  this  provision  for  HCFA  to  reimburse  DoD  many  Medicare  beneficiaries, 
who  prefer  care  in  those  facilities  where  they  are  accustomed  to  receiving  care, 
will  continue  to  seek  care  from  more  expensive  civilian  providers  and  hospitals. 

The  premise  underlying  interagency  reimbursement  or  "subvention"  is  that  care 
in  MTFs  is  less  costly  than  care  at  private  medical  facilities  and  therefore  will 
result  in  savings  for  Medicare.  However,  MTF  commanders  turn  Medicare  eligible 
retirees  away  and  focus  scarce  resource  on  CHAMPUS  eligibles. 
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The  reason  is  that  current  budget  practices  financially  penalize  MTF  commanders 
for  providing  care  to  Medicare-eligible  retirees.  A  simple  example  helps  illustrate 
the  problem.  Imagine  that  a  military  hospital  commander  is  faced  with  two 
retirees  who  need  hospitalization.  One  retiree  is  less  than  sixty-five  years  of  age 
and  eligible  for  CHAMPUS.  The  other  is  sixty-five  and  eligible  for  Medicare.  By 
law,  both  military  retirees  are  entitled  for  care  on  a  space-available  basis  in 
military  hospitals.  But  when  care  is  not  available,  the  Army,  Navy,  Coast  Guard 
or  Air  Force  has  to  pay  the  CHAMPUS  users.  So,  if  all  other  things  are  equal, 
and  they  never  really  are  ~  especially  if  you  are  elderly  -  the  military  commander 
has  an  incentive  to  hospitalize  the  CHAMPUS  retiree  and  to  refer  the  Medicare- 
eligible  retiree  for  civilian  care  -  so  Medicare  can  pay  the  bill. 

As  the  number  of  Medicare-eligible  retirees  increases  over  the  next  decade  to 
almost  double  what  it  is  today,  the  commander's  incentive  to  turn  away  Medicare- 
eligible  retirees  will  be  even  greater.  If  larger  numbers  of  Medicare  eligible 
retirees  can  be  treated  in  MTFs,  substantial  savings  can  accrue  as  shown  by  the 
following  example. 

In  a  Medicare/mihtary  treatment  facility  pilot  project  conducted  at  U.S.  Naval 
Hospital,  San  Diego,  between  November  1988  and  March  1990,  significant  savings 
were  realized  by  HCFA. 

The  program  provided  for  the  treatment  of  DoD  beneficiaries  who  were  eligible  for 
Medicare.  Under  this  project  the  Navy  authorized  two  private  Medicare  certified 
physicians  to  perform  inpatient  and  outpatient  services  at  the  military  hospital. 
The  Navy  negotiated  the  rate  with  the  physicians.  HCFA  authorized  the  waiver 
of  the  Medicare  co-payment  and  the  Naval  Hospital  provided  the  facility  at  no  cost 
to  Medicare.  Over  the  test  period  75  coronary  artery  bypass  grafts  were 
performed  in  the  Naval  Hospital  at  a  conservatively  estimated  savings  of  $17,000 
per  procedure,  with  a  total  savings  over  the  period  of  $1,275,000. 

The  Navy  analysis  indicated  that  the  $17,000  per  procedure  savings  is  minimal 
and  true  savings  were  probably  closer  to  $30,000  per  case  since  pharmacy, 
radiology  and  outpatient  clinic  visits  were  not  reflected  in  the  cost  comparison. 
In  the  words  of  the  Navy  analyst,  "the  true  cost  savings  benefits  of  resource 
sharing  between  MTF's,  Medicare  and  CHAMPUS  are  monumental". 

When  such  savings  are  possible,  it  is  clear  that  maximum  use  should  be  made  of 
MTFs.  This  is  further  supported  by  a  recent  GAO  Study  directed  by  the  House 
Armed  Services  Committee.  The  GAO  report  (GAO/HRD90-131)  dated  September 
7,  1990,  indicated  that  in  1988  military  hospitals  had  an  overall  occupancy  rate 
of  45  percent  of  designed  capacity.  At  the  same  time  approximately  70  percent 
of  the  CHAMPUS  costs  were  being  incurred  near  military  hospitals.  The  GAO 
concluded  that  by  adding  staff  and  equipment  for  their  care  under  CHAMPUS, 
DoD  would  reap  substantial  savings.  The  same  logic  applies  to  treatment  of 
Medicare  eligible  beneficiaries  in  MTFs. 

Based  on  a  review  of  six  hospitals,  GAO  estimated  savings  ranging  from  $18 
million  to  $21  million  in  CHAMPUS  funds.  If  Medicare  eligible  beneficiaries  were 
included,  the  savings  to  the  Government  would  be  substantially  greater.  The 
estimates  showed  that  military  hospital  care  would  cost  from  43  to  52  percent  less 
than  care  by  private  providers.  Since  these  data  are  four  years  old,  and  Medical 
spending  as  a  percent  of  Gross  Domestic  Product  has  increased  from  10%  to  12% 
per  year  during  the  period,  the  savings  today  would  be  even  greater. 

By  authorizing  reimbursement  by  HCFA  for  treatment  of  Medicare  eligible  DoD 
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beneficiaries,  additional  funds  would  be  available  to  expand  care,  make  greater 
use  of  hospital  space  and  thus  obtain  even  greater  savings. 

The  desired  result  of  this  concept  would  be  that  military  hospital  commanders 
would  be  motivated  to  increase  patient  load  knowing  that  the  reimbursement  they 
receive  would  permit  them  to  expand  further  the  capacity  of  their  facilities.  The 
authority  to  use  the  additional  funds  to  hire  or  contract  for  additional  medical 
personnel  and  purchase  necessary  equipment  is  an  essential  underpinning  of  the 
program.  Without  it,  the  ability  to  expand  in-house  care  would  not  be  realized. 
Further,  since  the  rates  charged  by  the  military  facility  would  be  less  than  the 
prevailing  local  provider  rate,  the  HCFA  Regional  Director  would  have  an 
incentive  to  use  the  less  expensive  MTF  facilities,  thus  creating  a  win- win- win 
situation  for  the  patient,  HCFA,  DoD  and,  of  course,  the  taxpayer. 

Mr.  Chairman,  to  accomplish  the  above,  we  recommend  that  a  medical  treatment 
facility  operated  by  the  Department  of  Defense  or  the  Department  of  Veterans 
Affairs  which  provides  medical  care  in  such  facilities  to  a  beneficiary  enrolled  in 
the  Defense  Enrollment  Eligibility  Reporting  System  and  who  is  eligible  for  health 
care  insurance  under  Title  XVIII  of  the  Social  Security  Act  (42,  U.S.A.  1395  ET 
SEQ.),  will  be  reimbursed  from  funds  authorized  under  Title  XVIII  of  the  Social 
Security  Act.  Funding  payments  to  the  providing  medical  treatment  facility  will 
be  at  a  rate  as  determined  by  the  agencies  according  to  existing  directives. 

Mr.  Anthony.  Thank  you,  Colonel  Partridge. 
Mr.  Kenmille. 

STATEMENT  OF  LAURENCE  KENMILLE,  VICE  CHAIRMAN,  TRIBAL 
COUNCIL  OF  THE  CONFEDERATED  SALISH  AND  KOOTENAI 
TRIBES  OF  THE  FLATHEAD  RESERVATION 

Mr.  Kenmille.  Thank  you. 

Mr.  Chairman  and  distinguished  members  of  the  Ways  and 
Means  Committee,  my  name  is  Laurence  Kenmille,  and  as  vice 
chairman  of  the  Confederated  Salish  and  Kootenai  Tribes,  I  would 
first  like  to  express  to  you  our  appreciation  for  the  opportunity  to 
provide  testimony  on  health  care  reform. 

For  Indian  people  on  our  reservation,  access  to  health  care  over 
the  last  two  decades  has  gradually  deteriorated  into  a  bureaucratic 
nightmare.  This  nightmare  does  not  stem  from  an  absence  of  avail- 
able health  care,  but  is  instead  a  direct  result  of  multiple  agencies 
having  responsibilities  for  providing  health  services  to  Indian 
people,  each  claiming  that  another  agency  should  have  the  primary 
responsibility  for  paying  for  it. 

Ironically,  in  this  bureaucratic  entanglement  of  Medicare,  Medic- 
aid, Veterans'  Administration,  Indian  Health  Service,  and  various 
insurance  programs,  the  Indian  Health  Service  has  taken  the  lead 
by  referring  to  itself  as  the  "payer  of  last  resort." 

Sadly,  the  irony  does  not  end  here.  In  recognition  of  the  Federal 
obligations  for  Indian  health  care  undertaken  with  the  signing  of 
the  Hellgate  Treaty  of  1885  with  my  people,  Congress  established,  a 
full  century  later,  the  Indian  Health  Service  in  the  mid-1950s. 
Then,  with  a  measure  of  national  health  care  reform  in  the  1960s, 
a  health  care  entitlement  for  the  poor  and  elderly  was  created  by 
the  establishment  of  the  Medicare  and  Medicaid  programs.  Iron- 
ically, the  Indian  Health  Service  has  never  lived  up  to  its  obliga- 
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tion  pursuant  to  our  treaty  to  guarantee  health  care  for  our  people 
as  an  entitlement. 

National  health  care  reform  in  the  1960s  failed  to  take  into  ac- 
count the  treaty-based  Federal  obligation  to  provide  health  care  to 
Indian  people.  This  has  resulted  in  wasting  scarce  health  care  re- 
sources by  relegating  the  chore  of  wading  through  the  ensuing  bu- 
reaucratic entanglements  of  reservation  health  care  providers. 

I  am  here  today  to  request  that  this  committee  not  only  take  into 
account  the  unique  aspects  of  reservation  health  care  when  discuss- 
ing national  health  care  reform,  but  to  use  this  as  an  opportunity 
to  correct  some  of  the  inherent  flaws  in  national  health  care  poli- 
cies with  respect  to  the  Indian  people. 

As  a  preface  to  some  specific  recommendations,  I  would  like  to 
share  with  this  committee  a  recent  case  which  illustrates  some  of 
the  problems  I  have  already  referred  to. 

A  young  boy  was  having  severe  emotional  problems  and  was  re- 
ferred to  our  Indian  Health  Service  funded  mental  health  clinic  for 
therapy.  After  many  visits  over  a  period  of  several  weeks,  the  coun- 
selor was  able  to  gain  the  confidence  of  the  boy,  and  then  was  able 
to  determine  that  the  boy  was  being  abused  within  his  family. 

During  this  same  time  our  social  services  program  was  alerted  to 
this  abuse  by  a  family  member,  and  took  him  into  protective  foster 
care.  When  he  became  a  foster  child,  the  Indian  Health  Service 
would  no  longer  pay  for  his  counselor,  because  Medicaid  provides 
health  services  for  foster  children.  Medicaid,  of  course,  would  not 
pay  for  an  Indian  Health  Service  counselor,  and  this  boy  was  left 
without  his  therapist  when  he  needed  him  the  most. 

While  this  example  does  not  pose  the  life  and  death  drama  sur- 
rounding an  emergency  surgery  situation,  it  does  reveal  that  even 
the  simplest  cases  often  get  deadlocked  in  a  senseless  array  of  con- 
flicting policies.  With  this  in  mind,  I  submit  that  in  order  to  make 
any  changes  in  national  health  policy  which  will  have  desired  ef- 
fects on  reservation  health  care  systems,  the  following  two  changes 
must  be  included. 

First,  that  Indian  health  sersrices  be  established  as  an  entitle- 
ment. Health  care  services  for  Indian  people  on  a  reservation  need 
a  foundation — something  that  people  can  count  on  and  build  on  to 
best  cope  with  the  myriad  of  health  problems  which  can  differ  sig- 
nificantly from  tribe  to  tribe. 

For  many  areas,  the  Indian  Health  Service  is  the  only  provider 
in  town,  even  though  the  patient  may  be  eligible  for  other  health 
resources.  No  other  Federal  of  State  agency  currently  exhibits  the 
cultural  sensitivity,  or  has  demonstrated  any  capability  to  work 
with  tribal  governments  to  the  degree  that  the  Indian  Health  Serv- 
ice has  been  able  to  achieve  over  the  last  40  years.  To  attempt  to 
build  on  anything  else  would  be  a  big  step  backward. 

The  second  policy  issue  which  needs  to  be  addressed  is  to  estab- 
lish the  Indian  Health  Service  as  the  primary  provider  on  Indian 
reservations,  rather  than  the  payer  of  last  resort  as  is  the  current 
policy. 

This  is  not  to  say  that  the  resources  an  Indian  patient  is  eligible 
for  should  be  forfeited,  but  rather,  should  be  payable  to  the  reser- 
vation health  systems  to  build  upon  Indian  Health  Service  re- 
sources with  programs  for  prevention,  early  detection,  and  health 
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maintenance.  Services  from  IHS  to  Indians  as  a  primary  provider 
truly  need  to  include  much  more  of  an  emphasis  on  preventive 
health  care. 

Under  the  present  policies  of  the  IHS,  be  they  philosophical  or 
monetary,  a  patient  must  be  quite  ill  to  qualify  for  IHS  services. 
Contract  care,  for  instance,  is  generally  offered  only  on  an  '  'urgent 
or  emergent"  basis,  which  is  penny- wise  and  pound  foolish. 

Our  people  deserve  better,  Mr.  Chairman,  and  we  look  forward  to 
working  with  this  committee  on  addressing  health  care  needs  in 
Indian  country.  History  has  shown  that  the  solutions  to  problems 
on  Indian  reservations  must  come  from  the  Indian  people,  and  not 
be  foisted  on  tribes  by  Washington,  D.C. 

To  that  end,  we  applaud  the  committee's  interest  in  our  views, 
and  we  look  forward  to  the  establishment  of  a  long-term  relation- 
ship with  this  committee  as  you  move  forward  in  exploring  meth- 
ods of  providing  health  care  to  all  Americans,  including  the  Indian 
people — the  first  Americans. 

Thank  you  very  much,  Mr.  Chairman. 

Mr.  Anthony.  Thank  you,  Mr.  Kenmille. 

You  mentioned  entitlement,  and  you  also  mentioned  Indian 
Health  Service's  being  the  primary  provider.  Do  you  think  if  we 
created  it  into  an  entitlement,  we  could  check  the  cost — the  future 
cost — so  that  it  would  not  become  a  runaway?  Because  we  have  a 
lot  of  entitlement  programs  on  the  books  in  the  Government  right 
now,  really  creating  some  very  terrible  constraints  against  the 
budget. 

Mr.  Kenmille.  Yes,  Mr.  Chairman.  IHS  has  been  in  existence,  as 
I  had  mentioned,  for  about  40  years.  As  the  rules  and  regulations 
have  gone  forth,  they  are  put  into  a  position  where  they  no  longer 
have  the  moneys  to  provide  the  necessary  health  care  for  the 
Indian  tribes. 

And  if  you  provide  that  with  an  entitlement,  and  working  that 
consistent  with  Medicare,  Medicaid,  or  into  the  national  reform,  I 
think  the  benefits  would  be  greatly  received  by  the  Indian  people, 
and  also  making  it  more  accountable  to  the  budget. 

Mr.  Anthony.  So  you  feel  that  we  could  make  it  accountable  to 
the  budget  so  that  we  would  not  create  a  cost-push  problem  there 
on  the  Indian  reservations? 

Mr.  Kenmille.  Yes,  Mr.  Chairman. 

Mr.  Anthony.  I  do  not  think  there  is  any  question  that  you  have 
a  strong  amount  of  support  in  the  Congress  to  see  that  whatever 
programs  are  implemented  are  done  properly  for  native  Ameri- 
cans, and  we  will  certainly  work  with  you  in  that  regard. 

Colonel  Partridge,  I  just  have  one  area  I  would  like  to  discuss 
with  you,  sir.  You  suggested  that  Medicare  pay  to  treat  military  re- 
tirees and  military  treatment  facilities.  Given  the  excess  capacity 
in  the  civilian  sector,  and  the  need  to  close  military  bases,  would  it 
not  make  more  sense  to  treat  all  retirees,  military  or  not,  in  civil- 
ian facilities? 

Colonel  Partridge.  Well,  the  situation  is  that,  based  on  our  stud- 
ies, it  is  less  expensive  to  treat  people  in  the  military  treatment  fa- 
cilities. You  have  to  maintain  a  certain  number  of  doctors  and  hos- 
pitals for  mobilization  and  readiness  and  to  treat  the  active  force. 
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Once  you  do  that,  you  have  to  have  a  certain  number  of  hospitals 
and  beds  and  so  forth. 

Then,  if  the  hospital  commander  has  this  population  to  draw  on; 
that  is,  the  retirees,  then  he  is  going  to  be  able  to  use  his  excess 
capacity  there  at  less  cost  than  if  they  were  treated  downtown. 

Mr.  Anthony.  Well,  let  me  give  you  a  prime  example.  I  happen 
to  have  a  World  War  II  veteran  on  my  staff  in  Arkansas. 

My  home  area  happens  to  be  a  regional  health  center,  with  two 
hospitals,  not  one.  The  town  population  is  only  25,000  with  a  lot  of 
physicians  there,  and  it  has  developed  into  a  strong  regional  medi- 
cal area. 

But,  in  order  for  him  to  be  treated,  he  has  to  drive  120  miles 
north,  wait,  be  treated,  and  turn  around  and  drive  120  miles  back. 
Yet  we  have — both  hospitals  are  only  operating  at  about  50  to  40 
percent  capacity. 

It  does  not  make  any  sense  to  you,  or  do  you  not  think  that  we 
could  have  some  cost  savings  if  he  could  just  go  three  blocks,  in- 
stead of  240  miles? 

Colonel  Partridge.  Well,  there  are  situations  where  he  could 
save  money.  For  example,  if  he  could  get  a  Department  of  Defense 
negotiated  rate  at  a  local  hospital,  then  it  might  make  a  lot  of 
sense  for  him  to  go  there. 

I  was  describing  a  situation  where  retirees  settle,  generally, 
around  military  hospitals,  and  then  they  use  the  military  hospital. 
But  if,  for  example,  as  the  case  in  California,  with  the  CHAMPUS 
reform  initiative,  where  the  Department  of  Defense  has  an  area- 
wide  medical  care  network  where  they  negotiate  rates  with  physi- 
cians— private  physicians  as  well  as  other  health  care  providers — it 
makes  sense  for  him  not  to  have  to  go  to  the  military  hospital,  but 
to  use  the  facility  right  in  his  town,  based  on  a  negotiated  rate,  if 
those  physicians  were  willing  to  meet  the  price  that  was  negotiated 
by  the  Department  of  Defense. 

Mr.  Anthony.  Well,  it  is  an  area  that  I  would  like  to  explore 
some  more,  because  we  are  going  to  shut  down  a  lot  of  bases  

Colonel  Partridge.  We  are. 

Mr.  Anthony  [continuing].  And  it  looks  like,  with  the  current 
situation  of  the  breakup  of  the  Soviet  Union,  and  with  the  disman- 
tling, now,  of  an  awful  lot  of  nuclear  arsenal,  that  we  may,  over 
the  next  5  years,  have  a  severe  reduction  in  active  troop  strength. 
And  it  looks  like  we  are  going  to  have  a  strong  excess  capacity  in 
the  civilian  market. 

We  obviously  are  going  to  have  to  find  a  way  to  combine  the  two, 
because,  as  I  recall,  the  United  States  is  the  only  country  that  has 
a  split  medical  system,  where  we  provide  separately  for  the  mili- 
tary and  separately  for  the  civilian.  In  other  countries,  they  do  it 
all  out  of  the  civilian  sector. 

Unfortunately,  we  have  a  vote  on,  and  I  have  just  a  couple  of 
minutes  to  get  over  and  cast  that  vote.  It  is  lucky,  in  the  sense  that 
you  are  the  two  last  witnesses  of  a  long  day,  and  this  is  only  the 
second  day  of  a  multitude  of  hearings  that  the  Ways  and  Means 
Committee  will  hold  on  the  various  alternatives  to  try  to  solve  this 
health  care  crisis  that  we  are  facing  in  the  United  States. 

I  thank  you,  and  the  full  committee  thanks  you  for  your  testimo- 
ny and  for  your  participation  to  the  record. 
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The  committee  stands  in  recess,  subject  to  the  call  of  the  Chair. 
Thank  you. 

[Whereupon,  at  3:52  p.m.,  the  committee  adjourned,  to  reconvene 
at  10  a.m.,  Thursday,  October  10,  1991.] 
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THURSDAY,  OCTOBER  10,  1991 

House  of  Representatives, 
Committee  on  Ways  and  Means, 

Washington,  D.C. 

The  committee  met,  pursuant  to  notice,  at  10  a.m.,  in  room  1100, 
Longworth  House  Office  Building,  Hon.  Dan  Rostenkowski  (chair- 
man of  the  committee)  presiding. 

Chairman  Rostenkowski.  The  committee  will  come  to  order. 
Today,  we  continue  the  job  of  finding  a  solution  to  our  Nation's 
most  vexing  problem — how  to  provide  high  quality  health  care  at 
an  affordable  cost  to  all  of  our  citizens. 

More  than  34  million  Americans  lack  health  insurance.  Millions 
more  are  seeing  their  health  insurance  benefits  scaled  back.  And 
millions  of  American  workers  are  discovering  that  finding  that  new 
and  better  job  comes  at  too  high  a  cost — the  loss  of  health  insur- 
ance. 

Health  care  costs  are  rising  at  a  double-digit  annual  rate.  By 
some  estimates,  the  date  is  not  far  off  when  health  care  will  count 
for  one-fifth  of  the  Nation's  gross  national  product. 

The  lack  of  health  care  coverage  and  the  prospect  of  skyrocket- 
ing health  care  costs  are  twin  issues.  We  cannot  address  one  with- 
out addressing  the  other.  I  believe  everybody  agrees  on  that. 

But  that  is  where  the  agreement  ends.  There  is  no  consensus  on 
a  solution. 

These  hearings  are  an  effort  to  stimulate  debate  and  narrow  our 
differences.  This,  I  am  sure,  will  not  be  an  easy  task.  It  is  a  task 
made  more  difficult  by  the  fact  that,  so  far,  the  administration  has 
yet  to  propose  a  comprehensive  solution. 

Today  we  will  hear  from  two  top  administration  officials  on  this 
issue.  Perhaps  they  will  explain  to  us  where  the  President  stands 
on  this  matter  of  vital  importance  to  millions  of  Americans.  More 
importantly,  I  hope  they  will  tell  us  when  they  will  be  ready  to 
present  their  proposals  on  both  the  access  and  cost  issues. 

We  know  that  the  administration  opposes  a  Canadian-style  solu- 
tion, and  we  know  that  it  opposes  an  employer-based  approach.  The 
administration  has  spoken  loudly  and  clearly  about  the  reform 
measures  it  does  not  like.  Today's  hearing  is  an  opportunity  for 
them  to  tell  us  just  what  they  are  for. 
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The  administration's  active  participation  and  leadership  is  abso- 
lutely critical  to  our  chances  for  successful  reform.  I  hope  that  the 
administration  will  come  forward  with  a  plan,  and,  of  course,  the 
sooner  they  do  it  the  better. 

We  cannot  fail  the  American  people  on  this  issue.  It  is  too  impor- 
tant to  ignore  any  longer.  I  believe  we  ought  to  roll  up  our  sleeves 
and  get  to  work. 

This  morning  we  begin  the  testimony  with  Dr.  Louis  Sullivan, 
Secretary  of  Health  and  Human  Services.  Following  Dr.  Sullivan, 
we  will  hear  from  Dick  Darman,  Director  of  the  Office  of  Manage- 
ment and  Budget. 

I  certainly  want  to  welcome  you  back  to  our  committee.  You 
have  been  here  before.  You  are  well  aware  of  the  procedures  here, 
and  I  am  hoping  that  we  can  get  into  an  exchange  and  get  through 
this  mired  difficulty  together. 

Mr.  Archer. 

Mr.  Archer.  Thank  you,  Mr.  Chairman.  I  want  to  add  my  re- 
marks of  welcome  to  the  Secretary  of  HHS,  and  to  the  Director  of 
OMB,  both  of  whom  are  doing  outstanding  service  for  this  country. 
I  think,  just  very  briefly,  if  I  might  say  so,  Mr.  Chairman,  the  ad- 
ministration has  not  been  lacking  in  coming  forward  with  some 
particular  recommendations  in  this  area. 

It  is  absolutely  essential  that  we  look  at  the  root  causes  of  the 
increases  in  medical  care,  not  just  simply  cover  it  all  up  with  some 
giant  panoply  or  umbrella  of  an  answer  that  seems  to  be  the  big- 
bang  approach. 

I  want  to  congratulate  you  for  your  work  in  proposing  to  the 
Congress  an  effort  for  tort  reform,  because  most  everyone  in  this 
country  today  realizes  that  one  of  the  cost  pressures  on  medical 
care  is  the  exorbitant  premiums  that  doctors  and  hospitals  have  to 
pay  for  malpractice.  The  resulting  defensive  medicine  which  comes 
along  with  this,  which,  up  to  this  time,  no  one  has  been  able  to 
quantify,  clearly  drives  up  the  cost  of  medical  care. 

You  have  a  proposal  and  a  program  to  strike  at  that  which  the 
Congress  has  sat  on  and  has  done  nothing  about  since  you  have 
presented  it. 

I  think  we  have  to  unearth  more  of  these  cost  drivers  and  consid- 
er specific  ways  to  get  at  them,  and  I  compliment  you  for  at  least 
striking  out  on  one  of  the  major  ones. 

So,  I  look  forward  to  your  testimony,  and  we  are  pleased  to  have 
you  before  our  committee. 

Chairman  Rostenkowski.  Mr.  Dorgan. 

Mr.  Dorgan.  Mr.  Chairman,  I  wanted  to  submit  today  a  state- 
ment for  the  record,  and,  Mr.  Chairman,  I  had  conducted  a  series 
of  forums  across  the  State  of  North  Dakota  in  the  last  4  months  on 
this  subject,  and  have  collected  some  information  that  North  Dako- 
tans  wanted  submitted  for  the  record. 

I  would  ask  that  the  chairman  allow  me  to  submit,  for  the 
record,  recommendations  and  suggestions  from  the  people  of  North 
Dakota.  They,  too,  feel — like  I  am  sure  our  witnesses  and  others 
feel — that  the  cost  of  health  care  is  skyrocketing.  Too  many  fami- 
lies are  finding  that  they  cannot  any  longer  afford  health  care,  and 
that  Congress  must  do  something  about  it. 
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So,  I  would  like  to  submit  these  recommendations  for  the  record, 
Mr.  Chairman. 
Chairman  Rostenkowski.  Without  objection,  so  ordered. 
Mr.  Dorgan.  Thank  you,  Mr.  Chairman. 
[The  prepared  statement  and  information  follow:] 
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STATEMENT  OF  THE  HONORABLE  BYRON  L .  DORGAN 

COMMITTEE  ON  WAYS  AND  MEANS  HEARINGS  ON 
COMPREHENSIVE  HEALTH  INSURANCE  LEGISLATION 

October  10,  1991 

Mr.   Chairman,  thank  you  for  holding  this  latest  set  of  hearings, 
continuing  the  Committee's  examination  of  health  care  reform.     It  seems  that 
there  is  a  growing  consensus  that  the  U.S.  health  care  system  is  in  desperate 
need  of  comprehensive  reform.     However,  that  is  where  the  consensus  ends.  As 
the  scope  of  these  hearings  demonstrate,  there  are  numerous  proposals  to 
reform  our  health  care  system.     It  is  imperative  that  this  Committee  continue 
to  explore  the  problems  of  skyrocketing  health  care  costs,   shrinking  access  to 
health  care,   and  the  challenge  of  finding  a  solution  to  reform  our  entire 
health  care  system. 

Our  current  health  care  system  is  a  mess.     It  costs  too  much,  and  too 
many  Americans  are  now  unable  to  afford  basic  health  insurance  coverage.  We 
have  34  million  uninsured  persons  in  the  U.S.   and  another  20  million  have 
inadequate  health  insurance.     Despite  the  fact  that  we  outspend  other  western 
industrialized  countries  like  Canada,  Great  Britain,  Germany,   and  Japan,  we 
rank  far  below  those  countries  and  several  others  on  key  health  indicators. 
For  example,  the  U.S.  ranks  an  embarrassing  22nd  in  the  world  in  infant 
mortality,   18th  in  child  mortality,   11th  in  maternal  mortality,   and  8th  in 
overall  life  expectancy. 

This  past  summer,  Mr.   Chairman,   I  sought  to  inquire  what  the  people  in 
North  Dakota,  the  state  I  represent  in  the  Congress,  think  about  the  U.S. 
health  care  system.     I  held  a  number  of  forums  throughout  the  state  of  North 
Dakota  to  understand  the  concerns,   listen  to  the  thoughts,   and  discern  the 
fears  of  consumers,  providers,   and  policy  makers  with  respect  to  the  U.S. 
health  care  system.     I  have  included  for  the  record  the  comments  that  were 
submitted  to  me  in  relation  to  the  health  care  forums  I  held  in  North  Dakota 
this  summer.     I  heard  a  number  of  things  from  my  constituents  including  the 
following:   health  care  costs  are  increasing  excessively;  our  system  has 
excessive  bureaucracy  and  red  tape;   insurance  companies  are  dropping  coverage 
of  sick  people;  patients,  doctors,  and  hospitals  overutilize  health  care 
services;   and  it  is  access  to  health  care  that  is  the  problem,   not  the  quality 
of  care  provided  in  this  country. 

I  also  heard  a  great  deal  about  the  excessive  increases  in  the  cost  of 
prescription  drugs.     Charges  of  unexplained  and  excessive  increases  in  drug 
prices  were  raised  by  patients,  doctors,   and  hospitals  alike.     Information  has 
been  provided  to  me  that  shows  that  some  North  Dakotans  are  paying  as  much  as 
100  to  300  percent  more  for  certain  drugs  than  Canadians  are  paying  for  the 
same  drug.     Because  of  the  high  number  of  concerns  I  heard  about  this  area  of 
health  care  inflation,   I,   along  with  Representative  Stark,   have  called  for  an 
investigation  by  the  General  Accounting  Office  in  order  to  provide  the 
Congress  with  an  explanation  for  dramatic  price  increases  in  the  cost  of 
prescription  drugs. 

North  Dakotans  know  firsthand  about  the  serious  problems  in  the  health 
care  system.     Nearly  10  percent  of  our  citizens  are  uninsured.     The  majority 
of  North  Dakotans  receive  their  health  care  coverage  through  their  jobs,  and 
wage  earners  worry  that  because  of  rising  costs  their  employers  might  not  be 
able  to  continue  their  health  beaefits.     Most  small  businesses  are  financially 
strapped  because  their  health  care  costs  are  skyrocketing  and  yet  many  of 
them,  as  well  as  farmers  and  ranchers,  do  not  receive  the  same  tax  deduction 
for  health  care  coverage  that  large  corporations  are  giver..     All  North 
Dakotans  from  farmers  to  businesses  to  wage  earners  are  caught  in  this  health 
care  price  squeeze  and  we've  got  to  do  something  to  change  it.     I  don't 
believe  that  health  care  should  be  a  function  of  how  much  money  someone  has. 
An  American  who  is  sick  and  needs  help  ought  to  have  a  right  to  get  health 
care.     All  too  often  these  days  good  health  care  is  only  available  to  those 
who  can  afford  it.     We  have  to  change  that. 

Our  country  is  the  world's  biggest  spender  on  health  care  —  both  in 
absolute  terms  and  per  capita.     In  1990,  we  spent  $675  billion  on  health 
care  —  that's  just  under  $3000  per  person  per  year.     This  absorbed  12.4 
percent  of  our  nation's  GNP.     This  compares  with  8.7  percent  of  GNP  in  Canada, 
8.2  percent  in  Germany,  and  6.7  percent  in  Japan.     Our  health  care  costs  are 
higher,  far  higher,  than  many  of  the  other  22  industrialized  nations. 
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In  testimony  before  this  Committee,  the  Congressional  Budget  Office  has 
pointed  out  that  continued  growth  in  health  care  expenditures  has  broad  and 
serious  consequences  on  employee  wages,  the  nation's  economic  health,   and  the 
federal  budget.     Most  importantly  is  the  fact  that  rising  health  care  costs 
means  that  access  to  health  care  if  further  limited. 

It  seems  to  me  that  we  have  to  take  some  dramatic  steps  in  a  number  of 
areas  to  solve  this  problem. 

*  First,  we  have  to  find  a  way  to  impose  a  strong,  workable  cost 
containment  program  on  health  care  providers.  They  won't  like  it 
but  we  don't  have  much  choice. 

*  Second,  we  need  to  find  the  way  to  provide  basic  health  care 
coverage  for  those  who  are  now  outside  the  system. 

*  Third,  we  need  to  find  some  alternative  dispute  resolution 
approaches  to  try  to  dampen  the  number  of  malpractice  lawsuits. 

*  Fourth,  we  need  to  establish  some  protection  for  citizens 
against  abrupt  cancellation  of  insurance  policies. 

These  and  other  areas  will  take  center  stage  in  a  Congressional  debate 
in  the  coming  months.     Despite  all  of  this  bleak  news  there  are  many  aspects 
of  our  health  care  system  that  most  of  us  would  not  want  to  give  up.     The  U.S. 
is  a  leader  in  many  areas  of  medical  research  for  example.     For  those  who  can 
afford  it,  we  have  some  of  the  best  state-of-the-art  medical  equipment  and  a 
seemingly  abundant  supply  of  CAT-SCANS,  MRIs,   and  highly  specialized 
physicians  and  other  health  professionals  capable  of  providing  the  best  health 
care  in  the  world.     However,  our  overall  health  care  system  has  severe 
shortcomings.     It  costs  too  much  and  too  many  people  are  not  covered.     So  how 
do  we  fix  what's  wrong  and  strengthen  what's  right?     That's  our  challenge  — 
to  all  of  us.     It's  clear  something  needs  to  be  done,  but  we  better  make  sure 
we  do  the  right  thing. 
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Congressman  Byron  L.  Dorgan 
203  Cannon  HOB 
Washington,   DC  20515 

Dear  Congressman  Dorgan, 

I'm  really  not  all  that  much  in  favor  of  cost  controls, 
but   I  do  believe   something  needs  to  be  done   real   soon  and 
that   is  the  best  quick  remedy. 

I   believe  that  there   should  be  more  done  to  encourage  more 
people   to   train  in  the  Medical  Field  and  very  possibly 
that  would  cause  more  competition.      I   feel   we  would  be  a 
lot   better  off  with  3   or  4   Doctors  making   2100,000.00  to 
3200,000.00  per  year   than  1   Doctor  making  51,000,000.00  to 
S2, 000, 000.    per  year. 

I   definitely   feel  damage   awards   in  malpractice  lawsuits 
have   to   be   limited   to   a   reasonable   amount  and   for  a  just 

reason . 

I'm   totally   against   requiring   businesses   to   provide  health 
insurance    to    their  employees.    I   think   its   great  when  a 
company  offers   the  option  of  a  good  health  insurance 
policy.      Forcing  companies   to   furnish   insurance  would  be 
an  unfair  burden   in  many  cases  and   in  a  lot  of  cases  in 
would  end  up  being  a  very  shabby  coverage.      By  leaving  it 
up   to   the  employee,    or  at   least  an  option,    they  can  get 
the  coverage   they  want. 

Sincerely,  J 


Steven  Foster 
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July  6,  1991 
1924  N.    14th  St. 
Bismarck,   N . D . 58501 201 5 


Hon.  Representative  Byron  Dorgan 
Bismarck,  N.D. 


Dear   Representative  Dorgan: 

I  was  unable   to  attend   the  hearing  held  in  Bismarck  regarding 
rising   health  costs. 

I  am  on  Civil  Service   retirement  and  as   you  know  my"Dear  Friend" 
Presidenant  Regean  eliminated  or  cut  our  cola'S  every  chance  he 
could . 

The  health  costs  to  me,  even  though  I  have  Medicare  and  Federal 
BC/BS,    haave   risen   astronomically   in   the   past   ten  years. 

I  had   an   Rt   Orchectomy   July   6,    1989  at  Medcenter  One   Inc,  Bis- 
marck,  N.D.    I  was  charged   for  a  semi-private  room  which  I  oc- 
cupied  from  8:00  AM     to  about   2:30  P.M.   as  an  outpatient. 
The  bills  I  received  were  as  follows: 

Hospital  --------     -  $1128.55 

The  above  included  -RM,   Pharmacy  Sur.  Supplies, 
Anethesia,    Resperatory  Svc,    Recovery  rm.,  treatment 
RM. ,   and  Hosp.  nurse. 

The  Surgeon  billed  seperatly  as  follows: 


R.   Pathroff  Md  -----  -       $  360.60 

2  diagnostic  X  Rays-  -  -  -  -  224.56 

Anathesiest-  ---------  420.00 

Anathesiest  Nurse-  -----       100 . 00 

Total  -  1105.16 


Total  Hospital  and  Doctor  fees  -  $2233.71.   This  was  in  1989. 

No  doubt  by  now  costs  have  increased.    I  used  toget  my  teeth  cleaned 

6  years  ago  for  $9.00,   now  its  $22.00     for  the  Hygenist  and 

7.50  for  the  Doctor  toprobe  my  teeth  a  little.   It  is  no  wonder 

the  costs  of  Health  care  has  become  so  exhorbitant. 

Please   Include  this  statement  as  an  addendum  to  your  hearing. 

Sincerely , 

..  if  V  *ZJ — ' 

Mark  D.  Worcester 
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Bismarck,  N.  D. 
July  4,  1991 


Hon.  Rep.  Byron  L.  Dorgan 
109  Cannon  House  Office  Building 
1st  and  Independence  Avenue  SE 
Washington,  D.  C.  20515 


Re: 


U.  S.  Health  Care  System 


Dear  Rep.  Dorgan 

You  will  recall  that  I  appeared  and  testified  at  your  Congressional  Hearing 
at  the  Bismarck  Public  Library  on  the  Afternoon  of  July  2,  1991.  You 
suggested  further  testimony  could  be  filed  with  you  and  that    is  the  purpose 
of  this  letter. 

The  past  four  years  I  have  had  the  privilege  of  serving  the  members  of 
the  American  Association  of  Retired  Persons  in  North  Dakota,  some 
72,000  persons  all  over  the  age  of  fifty  years.    During  those  four  years 
I  was  a  volunteer  member  of  the  State  Legislative  Committee,  the  last  two 
years  as  its    Chairman,  a  position  which  I  surrendered  on  the  30th  of  May  of 
this  year. 

I  t§stified  from  my  experience  as  a  lobbyist  for  AARP  in  the  1988  and  1990 
Sessions  of  the  North  Dakota  Legislature.     I  informed  you  and  Rob  Leonard, 
who,  as  Chief  Counsel  Committee  on  Ways  and  Means  of  the  U.  S.  Congress, 
who  appeared  with  you,  that  health  care,  its  cost  and  availability  ,  has 
been  the  principal  area  of  concern  of  ARRP  members  in  this  state,  as  well  as 
throughout  this  nation,  and  it  continues  to  be  the  focus  of  our  principal 
concern  at  this  time. 

I  directed  my  testimony  toward  three  major  areas  of  problems  that  confront 
us  : 

FIRST,  the  problem  of  uncontrolled  competition  between  the  hospitals  in 
this  community,  an  effort  by  each  hospital  to  afford  a  larger  image  of 
health  care  than  the  other,  to  the  result  that  each  of  them  is  overbuilt, 
not  only  as  to  technical  facilities,  but  also  as  to  patient  rooms.  Our 
hospitals  very  often  can  claim  no  more  than  60%  patient  occupancy,  much  . 
less  on  weekends .  .  .  This  has  resulted  in  room  costs  which  "are ^almost  $100.  00 
higher  per  patient  day  than  they  are  at  either  St.  Mary 's jor-  Methodist 
hospitals  in  Rochester,  Minnesota.    There  the  two  hospitals  have  agreed  to 
avoid  competition,  have  divided  their  patient  care  responsibility  and 
show  over  90%  room  occupancy.  ..These  facts  are  known  to  me  personally. 
At  your 'request  I  "will  provide  you  with  room " charge "billings^which  will 
support  this  assert  ion.   /  'r ';  ':'l''-T:lK"'T:^r^  ~ -^'yf^-' 


American  Association  of  Retired  Persons  •  1909  K  Street,  N.W.,  Washington,  D.C.  20049   (202)  872-4700 
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SECOND,  the  problem  of  the  U.  S.  government's  having  assigned  to  private 
health  care  insurers    the  job  of  oversight  of  Medicare  administration. 
I  deem  this  to  be  one  of  the  biggest  and  most  inexcusable  mistakes  the 
government  has  made  in  the  field  of  health  care.    In  North  Dakota  this 
assignment  has  been  made  to  Blue  Cross  and  Blue  Shield  of  North  Dakota, 
by  far  the  largest  medigap  insurer  in  this  state. 

Medicare  is,  of  course, the  principal  source  of  protection  for  all  but 
a  miniscule  percent  of  those  elegible  for  persons  elegible  for  such 
coverage.    What  Medicare  does  not  cover  falls  to  the  medigap  insurer 
(in  North  Dakota  mostly  to  Blue  Cross  and  Shield),  or  to  the  patient 
himself  if  he  has  no  coverage.      Therein  lies  the  problem.    Th  e  same 
staff  of  examiners  serves  both  Medicare  and  the  "Blues".    What  Medicare 
does  not  cover  becomes  the  "Blues*"  responsibility,  EXCEPT  FOR  THE  FACT 
THAT  SUCH  LIABILITY  CAN    -  and  often  is  -  PASSED  ON  DOWN  TO  THE  UNINSURED 
AND  THE  INSURED  MEDIGAP  PATIENT  BY  SIMPLE  AVOIDANCE  OF  SUCH  LIABILITY 
IN  THE  COLLUSIVE  ADMINISTRATION  OF  THE  ACCOUNT.     There  is  no  question  that 
the  relationship  between  Medicare  and  the  medigap  carrier  is  an  adversarial 
relationship.    A  clearly  collusive  and  dishonest  relationship  pervades 
this  unholy  alliance.  OTHER  THAN  THE  PATIENT  HIMSELF,  NO  ONE  SERVES  AS 
THE  WATCHDOG  OF  THE  PATIENT'S  INTEREST.  Quite  obviously,  the  beneficiaries 
of  maladministration  and  overcharge  are  the  owners  of  Blue  Cross  and  Blue 
Shield,  the  health  care  providers  in  this  stare. 

THIRD,  the  inefficiencies  which  have  resulted  from  the  Medicare-medigap 
co-administration  are  beyond  belief.     I  have  offered  to  you    the  volume  of 
billings  which  I  have  received  from  the  Medicare-Blues  following  my  having 
had  minor  spinal  surgery  on  November  1,  1990  (interspersed  with  day-to-day 
billings  on  occasional  medical  visits  to  the  clinic  by  me  and  my  wife). 
You  know  that  in  the  past  I  have  been  a  practicing  lawyer  and  jurist. 
Such  training  and  experience  have  made  it  possible  for  me  to  have  possibly 
a  greater  understanding  of  these  matters  than  has  the  non  law-trained 
person.    Yet,  I  admit  with  all  candor  that  I  simply  cannot  interpret  these 
billings.     I  asked  for  help  and  protested  to  the  Blues  on  my  charges  and 
coverages  with  the  result  that  my  remaining  balance  was  reduced  to  an  accept- 
able amount,    Less  than  a  month  later,  on  june  28,  1991,  I  received  a 
"NOTIFICATION  OF  BENEFITS"  wherein  a  $623.54  statement  of  "non-covered" 
was  declared  as  "subscriber  responsibility"  on  charges  made  by  doctors  who 
attended  my  back  surgery  on  November  1,  1990. 

As  a  final  note.    You  will  recall  that  I  served  on  the  North  Dakota  District 
C  ourt  for  four  ypars  in  the  70's.    How  well  I  remember  that  my  first  job  on 
Monday  mornings  was  to  sign  default  judgments  for  entry  into  the  Clerk's 
records.    Almost  one  hundred  percent  of  those  defaults  were  related  to 
doctor  and  hospital  claims.    This  protrays  most  clearly  the  problem  which 
faces  our  public. 

I  stated  in  conclusion  to  my  remarks  that  we  are  the  only  major  nation  in 
the  world  that  does  not  have  a  guaranteed  health  care  system.    The  medical 
and  hospital  professions  declare  that  it  cannot  be  done  in  this  country; 
I  do  not  believe  that  what  other  nations  of  the  world,  large  and  small, 
have  done  cannot  be  done  by  this,  the  most  advanced  of  all  of  them.  And 
I  suggest  they  ask  the  participants  in  health  programs  of  other  mat dons 
having  universal  coverage  if  they  would  return  to  what  they  had  and  what 
we  now  have.     I  have  done  so.    and  the  reply  is  an  unequivocal  "NO". 
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Thus  far  I  have  not  dealt  directly  with  the  issue  of  Health  Care  Avail- 
ability .     That  I  do  so  now  only  briefly  should  not  be  treated  as  an 
issue  of  minor  importance. 

The  past  year  we  have  witnessed,  with  both  sadness  and  concern,  the 
closure  of  three  of  North  Dakota's  smaller  hospitals,  at  Beach,  Crosby 
and  New  Rockford.     The  legislature's  wise  enactment  of  stop-gap  measures 
has  spared  them  from  the  finality  of  locking  their  doors.     But  such 
legislation  is,  at  best,  only  a  "band  aid"  on  the  problem.  Unless 
something  is  done  to  assure  income,  patient  load  and  the  availability  of 
doctor-staffing,  we  cannot,  with  any  hope,  stave  off  the  loss  of  medical 
facilities  in  the  outlying  areas.    Our  rural  people  who  have  in  large  measure 
built  this  state,  who  have  suffered  the  hardships  of  weather  and  failed 
farm  economy,  who  would  yet  remain  here  to  do  what  they  have  so  nobly  done 
for  more  than  one  hundred  years,  cannot  be  asked  to  do  so  in  the  face  of 
a  health  care  system  which  offers  much  less  than  their  urban  neighbors 
enjoy  with  allits  acknowledged  shortcomings. 

I  thank  you  and  Mr.  Leonard  for  having  afforded  me  the  opportunity  to 
present  the  AARP  position  as  we  see  it  in  North  Dakota.     If  I  can  be 
of  any  further  help  to  you,  do  not  hesitate  to  call  on  me. 
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Thank  you  for  inviting  me  to  represent  a  small  business. 
My  name  is  Frank  Underhill  &  I  am  a  co-owner  of  B  &  B  Super 
Drug.     We  have  been  in  business  since  July  1967  as  a 
corporation  with  10-12  employees. 

The  issue  is  The  High  Cost  Of  Medical  Care  in  the  USA. 
I  will  focus  on  the  escalating  cost  of  employee  health 
insurance  &  prescription  drugs.    All  I  can  do  here  is  show 
the  problem  with  no  solution. 

I  will  mention  our  group  health  insurance  cost  over 
the  last  three  years. 


1989  SINGLE  $99.40 
FAMILY  $244.25 

1990  SINGLE  $115.80 
FAMILY  $284.00 

1991  SINGLE  $139.40 
FAMILY  $343.30 


As  we  all  know  this  is  a  direct  business  expense  increasing 
30-40%  in  three  years.     These  increased  costs  have  occurred 
during  aperiod  of  recession,  when  sales  are  soft  &  cash 
flow  is  slow.     This  in  turn  creates  fewer  full  time  jobs  & 
produces  many  part-time  positions.     The  part-time  worker  or 
the  minimum  wage  earner  can  ill  afford  this  costly  expense 
for  personal  health  care  insurance. 

Next  I  will  touch  on  the  topic  of  prescription  drug 
price  increases  over  the  last  four  year  period. 
I  have  picked  seven  widely  used  products  which  are  for 
chronic  &  acute  drug  care.    The  term  "AWP"  is  the  average 
wholesale  price  of  a  product  sold  to  the  retail  pharmacy. 
SEE  ATTACHMENT. 

Now  as  the  prescription  price  soars  so  does  non-com- 
pliance of  the  patient  on  these  medications,  thus  poor 
medical  care. 

We  all  have  to  work  together  on  the  health  care  issue, 
this  includes  the  private  &  public  sectors  &  the  elected 
officials. 


6  AUG  91 
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DRUG 

PRICE  ATTACHMENT 

6  AUG  91 

AWP/100 

PREMARIN 

1.25    SYNTHROID  0.1 

CAPOTEN  25 

TAGAMET 

300    CECLOR  250 

COUMADIN  5 

INDERAL 

1-1-87 

$20.00 

$7.80 

$33.20 

$45.40 

$111.71 

$18.50 

$12.80 

1-1-88 

$25.50 

$8.80 

$36.20 

$45.40 

$119.50 

$20.40 

$14.10 

1-1-89 

$25.50 

$9.90 

$40.00 

$50.00 

$127.81 

$25.80 

$14.10 

1-1-90 

$33.60 

$12.80 

$48.80 

$57.70 

$149.10 

$33.30 

$20.10 

8-3-91 

$43.20 

$15.40 

$59.70 

$68.60 

$175.50 

$48.00 

$24.60 

NOTE:  AWP/100    AVERAGE  WHOLESALE  PRICE  OF  100  TABLETS  OR  CAPSULES 
TO  THE  RETAIL  PHARMACY 
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The  Rural  Health  Care  Environment  in  North  Dakota 
Submitted  to  Congressman  Byron  Dorgan 
August  7,  1991 

Good  evening.  My  name  is  Cynthia  Smith  and  I  am  the  Associate 
Director  of  the  Center  for  Rural  Health  at  the  University  of  North 
Dakota  School  of  Medicine.  I  would  like  to  thank  you  for  giving  me 
the  opportunity  to  discuss  issues  that  are  basic  to  our  rural 
health  care  delivery  system.  I  will  to  cover  3  main  areas  in  my 
presentation: 

1-  To  briefly  examine  rural  ND  and  how  the  rural  countryside  has 
changed . 

2-  To  examine  our  rural  health  care  delivery  system  and  the 
problems  it  faces. 

3-  To  make  some  brief  recommendations. 

I.  The  Rural  Health  context  -  Population 

There  no  question  that  the  ND  population  is  shrinking.  However, 
from  a  historical  perspective,  rural  America  for  much  of  the  20th 
Century  has  been  a  massive  Rural-Urban  migration.  The  1990  census 
reveals  that  although  North  Dakota's  overall  population  has 
remained  fairly  stable  over  the  past  50  years,  there  has  been  great 
instability  in  our  rural  areas.  This  is  demonstrated  by  the  fact 
that  although  our  overall  1990  state  population  figure  is  within  1% 
of  the  1940  figure,  since  that  time  15  rural  counties  lost  at  least 
half  of  their  total  population.  In  fact,  one  can  say  that  the 
bigger  counties  got  bigger  and  the  smaller  counties  got  smaller. 

If  one  was  to  look  at  counties  by  their  population  densities  we 
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would  find  that  just  between  1980  and  1990  the  least  dense  counties 
with  less  than  6  persons  per  square  mile  (otherwise  known  as 
"Frontier"  counties)  lost  on  average  15  percent  of  their 
population.  Rural  counties  with  densities  between  7  and  24  persons 
per  square  mile  lost  on  average  9  percent  of  their  population. 
However,  our  more  populated  counties,  with  25  or  more  persons  per 
square  mile  experienced  an  average  7  percent  population  increase 
during  the  past  decade.  Approximately  half  of  the  entire  state 
population  now  resides  within  the  counties  of  Cass,  Grand  Forks, 
Burleigh  and  Morton. 

These  population  shifts  have  had  a  tremendous  effect  on  our  ability 
to  provide  service  in  our  rural  areas.  This  is  true  for  all 
services  including  education,  transportation,  social  services,  and 
my  particular  area  of  concern,  health  care  delivery. 

Obviously,  one  effect  of  this  rural  depopulation  is  the  shrinking 
of  the  service  areas  of  rural  hospital  and  clinics.  For  many  rural 
facilities,  it  has  become  extremely  difficult,  if  not  impossible, 
to  reach  reasonable  economies  of  scale. 

We  know  that  while  11%  of  the  U.S.  population  is  65+,  15%  of  the 
rural  population  is  65+.  In  North  Dakota,  many  communities  have 
30%  or  more  of  their  population  age  65+.  Consequently,  Medicare 
plays  a  large  role  when  examining  rural  hospitals.  As  a  matter  of 
fact,  the  #1  DRG  in  ND  is  Normal  Newborn  care.  A  recent  study  by 
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the  health  department  showed  that  after  controlling  for  new  baby 
deliveries,  75%  of  all  the  discharges  in  small  rural  hospitals  were 
Medicare  beneficiaries. 

Finally,  we  have  to  look  at  rural  health  care  within  an  economic 
context.  In  many  ways,  rural  health  care  facilities  are  in  trouble 
because  rural  America  is  in  trouble.  We  cannot  realistically 
expect  rural  health  care  to  thrive  in  communities  where  there  is  8- 
10%  unemployment,  20%  underemployment,  where  farms  are  failing; 
where  mainstreet  businesses  are  closing  and  each  child  who 
graduates  from  high  school  is  either  tied  to  the  land  or  leaves. 

In  other  words,  we  cannot  look  at  rural  health  care  in  a  vacuum. 
Unfortunately,  there  are  too  many  of  my  colleagues  who  believe  that 
you  can  just  focus  in  on  the  health  sector  of  a  community  without 
seeing  the  greater  context. 

II.  Characteristics  of  our  Rural  Health  System 

North  Dakota  has  had  2  hospital  closures  in  the  first  2  months  of 
1991.  Many  studies  suggest  that  the  closing  of  a  hospital  leads  to 
the  departure  of  physicians,  however,  in  North  Dakota  the  closing 
of  these  hospitals  was  precipitated  by  the  departure  of  the  local 
physician.  This  really  speaks  to  the  critical  need  for  adequate 
numbers  of  rural  health  care  professionals.  At  the  present  time 
over  75%  of  North  Dakota's  counties  fall  under  the  federal 
designation  as  a  Health  Professional  Shortage  Area.    The  potential 
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consequences  of  such  a  lack  of  rural  health  professionals  cannot  be 
overestimated . 

The  changes  in  population,  the  severe  health  professional  shortages 
and  the  over-dependence  on  Medicare  have  created  serious  viability 
problems  for  many  of  our  rural  hospitals.  A  recent  study  by  the 
North  Dakota  Hospital  Association  ranked  the  performance  and 
financial  characteristics  of  25  of  our  smallest  hospitals  (i.e., 
with  fewer  than  500  admissions  per  year)  .  The  results  of  this 
study  document  that  most  of  these  hospitals  perform  very  few 
surgeries  or  deliveries,  have  an  average  daily  census  of  3.3  and 
most  importantly,  have  an  average  operating  loss  of  -8.2%. 

Obviously,  these  hospitals  cannot  sustain  their  operations  with 
these  kinds  of  losses  for  too  long.  They  must  change  or  fail  and 
unfortunately,  there  are  only  .a  limited  number  of  things  a  rural 
community  can  do  on  its  own.  Because  of  the  major  role  Medicare 
plays  in  reimbursing  rural  providers,  it  is  clear  that  the  Federal 
government  must  be  a  partner  in  the  solution. 

III.  Recommendations 

First,  we  must  provide  creative  incentives  to  physicians  and  other 
providers  to  encourage  them  to  locate  in  rural  areas.  It  is  clear 
that  the  current  set. of  incentives  such  as  Medicare  bonus  payments 
and  loan  repayment  options  are  not  enough.  Some  have  suggested 
income    tax    relief    for    health    care    providers    practicing  in 


4 


619 


designated  shortage  areas.  I  do  not  have  any  specific  solutions 
except  to  say  that  we  must  broaden  our  thinking  in  this  area. 

Second,  we  must  look  beyond  the  physician  as  the  sole  provider  of 
primary  care  services.  Physician  Assistants,  Nurse  Practitioners, 
and  Nurse  Midwives  have  long  proven  their  competency  and  value  in 
addressing  rural  health  care  needs.  We  must  broaden  the  scope  of 
practice  for  these  valuable  health  care  providers  and  allow  them 
opportunities  to  practice  where  they  are  most  needed. 

Third,  and  most  importantly,  we  must  move  faster.  As  you  know, 
North  Dakota  hopes  to  be  participating  in  the  EACH  program 
currently  administered  by  HCFA.  Although  this  program  will  be 
operational  in  less  than  8  weeks,  we  still  do  not  have  the  draft 
regulations  for  this  program.     This  is  absurd 1 

It  is  important  for  you  to  know  that  we  realize  that  the  wheels  of 
government  do  not  move  as  fast  as  we  all  would  like.  It  is  also 
important  for  you  to  know  that  many  of  our  rural  health  facilities 
do  not  have  much  time  left.     So  please,  move  faster. 

In  closing,  bringing  rural  people  together  with  hospital  boards, 
administrators,  providers,  and  legislators,  to  collaboratively 
develop  and  implement  ideas  is  an  ideal  format  in  fostering  change 
that  must  take  place  in  rural  North  Dakota.  Thank  you  for 
providing  such  format. 
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POPULATION 


1940-1990 

% 

Adams 

-1,490 

-31  ..95 

Barnes 

-5,269 

-29.53 

Benson 

-5,431 

-4M11 

Billings 

-1,423 

-5S.22 

Bottineau 

-5,242 

-39.44 

Boman 

-264 

-&S4 

Burke 

-4,651 

-m.ji 

Burleigh 

+37,395 

+1S4..4F7 

Cass 

450,025 

+94LJE6 

Cavalier 

-7,859 

-56.45 

Dickey 

-3,589 

-37.02 

Divide 

-4,187 

-59.09 

Dunn 

-4,371 

-52.19 

Eddy 

-2,790 

-48.59 

Emmons 

-5&71 

Foster 

-1,841 

-31.61 

Golden  Vafey 

-1,391 

-39.75 

Grand  Forks  436,165 

+104.77 

Grant 

-4,715 

-57.05 

Griggs 

-2,515 

-43.23 

Hettinger 

-4,012 

-53.81 

Kidder 

-3,360 

-50.21 

LaMoure 

-4,915 

-47.73 

Logan 

-4,714 

-62.35 

MteHeirrry 

-7,506 

-53.48 

IVTd'ntosh 

-4,963 

-55.24 

MtKefflzre 

-2,043 

-24.25 

M'cLeam 

-5,625 

-34.97 

Mercer 

-197 

-2.05 

Mortoni 

43,516 

+1742 

IWoxintrail! 

-3,4611 

-33.02 

Nelson 

-4.7TS' 

-5T.69 

Oliver 

-f,47S 

-38.3T 

Pembina 

-6,4-33 

-41.06 

Pierce 

-4,156 

-46.13 

Ramsey 

-2,946 

-16.86 

Ransom 

-4.T4C 

-4T.46 

Renville 

-2,373 

-42.35 

Rich  (and 

-2,371 

-11.56 

Rolette 

+189 

+1.51 

Sargent 

-4,144 

-47.67 

Sheridan 

-4,468 

-67.53 

CHANGE:  50  Years 


1940-1990 

% 

Sioux 

-658 

-14.89 

Slope 

-2,025 

-69.06 

Stark 

+7,418 

+48.13 

Steele 

-3,773 

-60.92 

Stutsman  -1,254 

-5.34 

Towiner 

-3,573 

-49.63 

TiraHI 

-2,548 

-28.85 

Wal'sti 

-6,907 

-33.29 

Ward 

+25,940 

+81.11 

WeCIs 

-5,334 

-47.63 

Wiifiams 

+4.814 

+29.51 

State 

-3,135 

-0.49 

Source:  U.S.  Census  of  Populatio 
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H&HUEC 


Available 

Acute 

Acute 

Dail^ 

Daily  EJL 

Daily 

Daily 

Daily 

Beds 

Length 
of  Stay 

Dafly 

^.^^ 

Qurpaifntt 

Visits 

Surgeries 

Births 

Expenses 

26 

3.1 

03 

0)83 

0.4 

0  0 

0  00 

1459 

22 

2j6 

09 

7/5 

n/a 
n/a 

0.1 

002 

1,997 

27 

33 

l  f 

n/a 
n/a 

0.1 

0.00 

19 

33 

15 

HB5 

1.2 

0.1 

0.02 

2,900 

24 

40 

15 

$4 

09 

0.1 

0.00 

20DQ 

24 

3$ 

1L5 

20) 

f  n 

0  0 

0  04 

2200 

2.8 

64 

1.1 

0  0 

0  00 

3.298 

20 

4.4 

20) 

9.S 

1.1 

0.1 

0.00 

3900 

27 

3JL 

25 

60) 

0.2 

0.03 

2.600 

22 

4.2 

22 

U6 

j_5 

0.0 

0.00 

3.800 

14 

56 

SB 

5.8 

1.0 

0.0 

0.00 

2800 

29 

315 

28 

8.6 

15 

0.1 

0.01 

3.300 

21 

4.3 

29= 

44 

1.7 

0.1 

0.04 

2800 

26 

3\5 

27/ 

66 

1.7 

0.1 

0.07 

3500 

26 

4.4 

2? 

162 

2.7 

0.2 

0.00 

3520 

50 

3.9 

4.2 

24 

0.8 

0.1 

0.00 

3,000 

25 

401 

3.0 

4L7 

1.4 

0.4 

0.04 

3.800 

26 

59 

38 

5.4 

1.1 

1.3 

0.03 

4,000 

25 

45 

48 

n/a 

1.7 

0.1 

0.03 

4582 

19 

3.1 

33 

235 

1.9 

0.6 

0.14 

4,000 

20 

4.2 

4.9 

13.4 

27 

0.0 

0.00 

5,700 

25 

4.0 

3.4 

13.2 

3.1 

0.1 

0.03 

3,800 

22 

3.6 

45 

178 

4.1 

0.1 

0.12 

3.800 

25 

4.0 

45 

23.9 

28 

05 

0.05 

5500 

21 

3.7 

5.1 

128 

2.9 

0.7 

0.04 

5,700 

35 

4.2 

12.8 

n/a 

n/a 

0.5 

0.25 

8,000 

SUMMARY  CAVERAGES)  OF  SMALL,  RURAL  HOSPITALS  IN  NORTH  DAKOTA 

Available  Beds               Acute         Acute         Daily       Daily  E.R.       Daily  Daily  Daily  Operating 

Length  Daily  Outpafnt  Visits  Surgeries  Births  Expenses  Margin 
of  Stay       Census  Visits 

24.5                       3.9            35            83            \j6            0.2  0.04  $3,639  -8.2% 
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./^MLEXIUS 

S£T  I  MEDICAL  CENTER 


July  8,  1991 


The  Honorable  Byron  Dorgan 

Congressman 

220  E.  Rosser 

Bismarck,    North  Dakota  58502 
Dear  Congressman  Dorgan: 

I  appreciated  the  opportunity  to  attend  the  Congressional  hearing 
held  in  Bismarck  on  July  2,    1991  concerning  health  care 
initiatives.      Thank  you  for  allowing  North  Dakotans  to  comment  on 
this  vital  issue.      Since  I  was  unaware  of  the  hearing  until  the 
last  minute,    I  was  unable  to  prepare  comments  which  would 
adequately  express  my  thoughts  and  concerns  regarding  health  care 
in  the  United  States.      Please  accept  these  written  comments  for 
your  consideration  and  for  inclusion  in  the  proceedings  of  the 
hearing. 

Three  basic  themes  seemed  to  recur  during  the  hearing  and  are  the 
center  of  discussions  regarding  health  care.      These  are  quality 
of  care,    cost  of  care,    and  access  to  care.      Although,    no  one 
group  seems  to  have  a  total  understanding  of  the  interaction 
between  these  concepts  and  how  to  develop  equitable  health  care 
policy  from  these  areas,    we  must  strive  to  include  all  parties, 
patients,    caregivers,    payors,    and  government,    in  the  decision 
process.      Omission  of  even  one  group  would  result  in  poor  policy, 
making  the  crisis  worse  rather  than  better. 

As  I  listened  to  the  discussions  at  the  hearing  and  have 
attempted  to  remain  informed  about  the  decision  making  process  it 
seems  that  one  particular  care  giving  group  has  been  overlooked 
and  may  loose  much  financially,    but  more  important 
professionally.      That  group  is  the  profession  which  I  have 
chosen.    Pharmacy.      Perhaps  this  omission  is  partially  due  to  the 
lack  of  awareness  of  the  pharmacist's  role  in  providing  health 
care  to  the  public  and  the  changing  education  and  practice 
environment  of  a  pharmacist.      I  would  like  to  comment  on  the 
pharmacist's  potential  for  aiding  in  the  solution  to  the  crisis 
in  American  health  care  as  it  relates  to  the  three  basic 
discussion  themes. 


1.        Quality  of  Care:     Repeated  analysis  of  the  American 
health  care  system  has  shown  it  to  be  of  highest 
quality  with  Americans  receiving  some  of  the  best 
medical  care  in  the  world.      However,    there  is  always 
room  for  improvement. 

Several  studies  in  the  medical  literature  have 
demonstrated  that  we  still  have  a  major  problem  with 
the  therapeutic  use  of  medications.      Multiple  patients 
suffer  from  inappropriate  prescribing  of  medication, 
inadequate  dosing  of  drugs,    and  poor  monitoring  of  drug 
therapy.      The  result  is  that,    depending  on  the  type  of 
patient,    25-50%  of  hospital  admissions  were  due  to 
misadventures  with  medications.      If  we  can  gain  a 
handle  on  this  problem,    we  might  put  a  major  dent  in 
the  health  care  crisis. 

Pharmacy  schools  in  the  United  States  are  undergoing  a 
major  transition  in  their  curriculum  and  the  education 
of  pharmacists.      The  change  is  being  made  to  have  the 
pharmacist  become  even  more  capable  in  the  therapeutic 
management  of  drug  therapy  in  patients.  Pharmacists 
will  be  able  to  be  decision  makers  about  drug  therapy 
and  minimize  the  errors  made  with  medications.  The 
average  pharmacist  will  have  received  5-10  times  the 
normal  training  in  pharmacology  and 
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pharmacotherapeutics  than  a  physician  will  have 
received. 

Policy  and  legislative  changes  which  enable  a 
pharmacist  to  function  in  a  more  active  patient  care 
mode,    will  go  a  long  distance  toward  resolving  the 
problem  with  medication  usage.      Multiple  studies  have 
demonstrated  that  pharmacist  involvement  in  drug 
therapy  decision  making  results  in  significant 
reductions  in  cost,    adverse  reactions  and  poor 
outcomes. 

Cost  of  Care:     Perhaps  the  main  impetus  for  concern 
with  health  care  has  been  an  upward  spiral  in  costs. 
The  cost  of  pharmaceuticals  is  a  major  contributor  to 
this  aspect  of  the  health  care  crisis.      Excess  rises  in 
pharmaceutical  costs  are  primarily  due  to  the 
availability  of  new,    extremely  expensive  drugs, 
incorrect  drug  utilization  by  prescribers  and  cost 
shifting. 

Perhaps  this  is  best  illustrated  by  two  examples.  A 
new  drug,    HA-1A,    is  nearing  FDA  approval.      It  is  a 
biotechnology  agent  which  is  indicated  for  septic 
shock,    a  common  and  costly  problem  in  hospitalized 
patients.      The  project  cost  of  this  one  drug  to  the 
hospital  is  $3000  to  $4000  for  a  single  dose.  Recent 
research  data  indicates  that,    contrary  to  initial 
studies  with  this  drug,    multiple  doses  may  be  required 
to  make  the  drug  effective.      There  are  several  larger 
institutions  around  the  country  that  are  already 
planning  to  budget  $1  million  to  $2  million  for  this 
one  drug,    when  it  becomes  available. 

The  second  example  was  related  to  me  by  the  Associate 
Dean  of  the  College  of  Pharmacy  at  North  Dakota  State 
University.      His  wife  recently  underwent  surgery.  Upon 
discharge  from  the  hospital  she  received  three 
medications  which  she  might  have  needed,    but  were  not 
an  absolute  necessity.      When  he  protested  to  the 
physician  the  doctor  responded  that  they  should  go 
ahead  and  take  the  medications  with  them  since  the 
insurance  company  would  pay  for  them.      As  a  result  they 
have  approximately  $50  worth  of  drugs  sitting  unused  in 
their  medicine  cabinet.      If  this  practice  is 
extrapolated  to  even  a  small  percentage  of  patients  who 
are  discharged  from  a  hospital  the  result  is  an  obvious 
huge  financial  burden  on  the  health  care  system. 

Pharmacist  involvement  in  establishing  usage  criteria, 
insuring  the  correct  dosing  of  medications,  monitoring 
physician  prescribing  practices,    and  having  the  power 
to  intervene  in  the  patient's  care  will  go  a  long  way 
to  reducing  costs  while  maintaining  or  improving  the 
quality  of  care.      In  my  position  prior  to  coming  to 
NDSU  I  was  involved  in  a  project  that  showed  pharmacist 
involvement  in  the  dosing  of  an  expensive  antibiotic, 
vancomycin,    resulted  in  reduced  duration  of  therapy, 
decreased  amount  of  drug  administered,    reduced  adverse 
drug  reactions,    and  overall  decreased  cost  of  therapy. 
We  did  not  detect  any  compromise  in  the  outcomes  of  the 
antibiotic  therapy.      Thus,    the  pharmacist  can  play  an 
important  role  in  controlling  the  costs  of  health  care. 

A  major  obstacle  to  pharmacists  performing  this  role  is 
the  current  reimbursement  system.      With  the  current 
system  pharmacists  are  paid  only  if  they  dispense  a 
medication.      The  only  incentive  for  pharmacists  is  to 
make  sure  that  medications  are  dispensed  and  that 
reimbursement  is  received  for  that  activity.      As  a 
result  the  public  views  pharmacists  as  greedily  seeking 
financial  support  for  their  activities  and  pharmacists 
have  no  desire  to  redirect  their  talents  and  efforts 
toward  controlling  costs  of  pharmaceuticals.      A  system 
which  allows  pharmacists  to  be  reimbursed  for 
activities  other  than  dispensing  should  go  a  long  way 
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toward  limiting  the  cost  of  health  care. 

3.        Access  to  Care     Financial  limitations,  geographical 

limitations,    and  system  limitations  prevent  people  from 
receiving  the  health  care  that  they  deserve.      This  is 
dramatically  demonstrated  in  a  study  which  my 
colleagues  at  NDSU  are  performing.      In  this  study 
pharmacy  and  nursing  students  are  interviewing  patients 
who  visit  their  local  pharmacy.      The  interview  consists 
of  questions  regarding  health  awareness  as  health  care. 
Initial  findings  have  shown  that  in  approximately  400 
individuals  45%  had  previously  undetected  medical 
problems.     Of  these  people  81%  said  that  they  had  seen 
a  physician  in  the  last  year.     The  obvious  conclusion 
is  that  for  a  large  number  of  individuals  access  to 
preventive  and  therapeutic  care  is  poor. 

A  corollary  to  these  findings  is  that  the  United  States 
currently  has  a  system  that  could  work  well  in  easing 
the  access  problem,   pharmacies.     Most  communities,  even 
small  rural  towns,   have  a  pharmacy  located  in  them. 
Utilizing  these  establishments  in  connection  with  a 
reimbursement  system  that  does  not  promote  unnecessary 
medication  prescribing  would  improve  access  to  care. 
Teams  of  specially  trained  pharmacists  and  nurse 
practitioners  working  under  the  direction  of  a 
physician  manager  could  provide  routine  medical  care 
with  preventative  medicine  programs  to  a  wide  cross 
section  of  the  population.      An  excellent  example  of 
utilizing  pharmacists  in  heath  care  delivery  is  the 
Indian  Health  Care  Service  System. 

In  conclusion,   it  would  seem  that  prudent  redesign  of  specific 
aspects  of  the  health  care  system  to  allow  expanded  involvement 
of  other  health  care  professionals,    increased  emphasis  on 
prevention  rather  than  treatment  of  disease,    and  reallocation  of 
money  would  provide  significant  relief  for  the  health  care 
crisis. 

Pharmacy  clearly  has  a  vital  role  to  play  in  this  process. 
Towards  that  end  I  would  propose  that  you  and  your  associates 
meet  with  leaders  of  the  Pharmacy  profession  in  North  Dakota  to 
discuss  these  issues  and  explore  possible  solutions.      I  would  be 
willing  to  serve  as  a  catalyst  in  establishing  this  dialogue  and 
look  forward  to  discussing  health  care  issues  with  you  further. 

Thank  you  for  your  efforts  in  resolving  this  important  issue. 
Sincerely, 


Clinical  Assistant  Professor 
North  Dakota  State  University 
and 

Pharmacotherapeutic  Specialist 
Neurosciences 

St.    Alexius  Medical  Center 


cc.      Rob  Leonard 

Charles  Peterson,    Pharm. D. 
Tom  Davis,    Pharm. D. 
Al  Schwindt 
William  Grosz 
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It  is  a  well  known  fact  that  the  American  healthcare  system 
is  in  need  of  major  reforms.  This  proposal  does  not  attempt  to 
present  an  overall  solution.  Instead,  it  is  designed  to  outline 
a  forum  which,  in  turn,  can  develop  a  working  plan  to  solve  this 
problem. 

INTRODUCTION 

The  facts  are  clear;  37  million  Americans  are  without  any 
health  insurance  whatsoever.  Another  large  undetermined  percentage 
have  inadeguate  coverage.  The  most  surprising  and  alarming  fact 
is  that  these  numbers  are  not  new  to  anyone.  They  have  been  cited 
over  and  over  for  several  decades. 

Generally,  the  United  States  is  perceived  favorably  by  the 
world  as  a  whole  with  regard  to  economic  and  societal  freedoms. 
Yet  we  are  the  only  industrialized  nation  that  has  not  implemented 
some  type  of  National  Health  Insurance  (NHI)  (South  Africa  is 
actively  pursuing  a  plan).  This  is  not  to  say  that  we  have  not 
tried  to  implement  a  plan  in  the  past.  Senator  Edward  Kennedy 
(D-Ma.)  has  introduced  between  six  and  twelve  different  legislative 
bills  while  serving  as  Chairperson  of  the  Senate  Healthcare 
Financing  Subcommittee.  Representative  Henry  Waxman  (D-Ca.)  has 
done  the  same  within  the  House  of  Representatives.  In  May  1990, 
the  American  College  of  Physicians  stated  that  they  believed  that 
major  reforms  were  necessary  to  include  some  type  of  NHI  plan.  The 
AFL-CIO  has  established  their  own  task  force  to  research  healthcare 
reforms,  and  in  Feb  1991,  the  American  Medical  Association 
developed  a  sixteen  point  proposal  outlining  an  NHI  plan.  This 
final  group,  the  AMA,  is  significant  because  they  have  opposed  NHI 
legislation  since  1917. 

PROPOSAL: 

My  proposal  is  the  formation  of  a  National  Task  Force 
concerning  National  Health  Insurance.    I  will  even  go  so  far  as  to 
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give  this  task  force  a  name  as  stated  on  the  cover  sheet: 
"Americare" . 

COMPOSITION  OF  THE  TASK  FORCE: 

I  believe  that  this  task  force  should  be  comprised  of  the 
following:  two  (2)  Senators,  1  Democrat  and  1  Republican;  two  (2) 
Congresspersons ,  1  Republican  and  1  Democrat;  two  (2)  Insurance 
industry  representatives;  two  (2)  American  Medical  Association 
representatives;  two  (2)  AFL-CIO  representatives;  two  (2) 
Healthcare  Administration  representatives;  and  finally,  two  (2) 
Economists. 

DISCUSSION: 

The  reasoning  behind  the  composition  for  this  task  force  comes 
from  significant  research  into  past  attempts  at  NHI .  Senator 
Kennedy  has  put  forth  many  plans  which  tend  to  favor  the  democratic 
perspective,  while  republicans  have  put  forth  plans  which  tend  to 
favor  their  views.  The  AFL-CIO  is  working  in  favor  of  labor  and 
the  AMA  favors  the  medical  community's  position. 

It  is  no  secret  that  to  succeed  in  passing  legislation  in 
today's  political  arena,  one  must  be  successful  at  lobbying  the 
various  factions  within  Congress.  The  problem  we  are  faced  with 
is  that  all  of  these  groups  are  very  powerful  and  in  the  past  have 
been  successful  at  defeating  those  attempts  which  don't  fully 
represent  their  position. 

Through  the  composition  of  a  national  task  force  I  believe 
the  United  States  can  develop  a  plan  which  is  suitable  to  all 
parties.  I  further  propose  that  you,  Mr.  President,  charge  this 
task  force  with  the  responsibility  of  developing  this  plan  as  a 
legislative  bill  which  could  be  submitted  directly  to  the  Senate 
and  the  House  of  Representatives.  This  task  force  would  replace 
the  customary  subcommittee  levels  within  the  House  of 
Representatives  and  the  Senate. 

If  we  work  hard  together,   we  can  overcome  this  tragedy. 
Change  is  inevitable.       I  anxiously  await  your  response. 


Gr^d    SferkS,  *ot>  stats 
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8-6-91 


TO  THE  PUBLIC  HEARING: 


MY  STATEMENT 


My  name  is  Gertrude  McCall  living  at  Bethel  Lutheran  Home  and 
a  Consumer  Member  of  North  Dakota  Rehabilitation  Association. 

First.     I  wish  to  state  the  Home  is  trying  to  meet  the  needs  of 
residents  first  in  spite  of  all  cuts. 

Second.     I  wish  to  address  the  New  Handicapped  Bill  signed  by 
the  President  on  May  22,  1991. 

1.  When  will  all  public  buildings  have  accessabilities 
for  the  handicapped? 

2.  When  will  jobs  be  available  for  the  handicapped  -  with 
a  job  caseworker  and  remain  on  medical  -  since  it  is 
part-time  employment? 

I  was  coerced  into  Bethel  Home  with  having  no  other  way  to  live 
with  my  independent  living  for  5  years  with  health  care  assis- 
tance.    Economically  and  emotionally,  it  costs  less  for  home  care 
than  health  care  at  Bethel  Home.    l^Jl,     ci^^^u^j    £r  ^ 


Gertrude  G.  McCall  (Trudy) 
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Ms  Simone  Asmael  
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August  6,  1991 


Congressman  Byron  L.  Dorgan 
203  Cannon  HOB 
Washington,  D.  C.  205115 

Re:     Health  Care  Costs 

Dear  Congressman  Dorgan: 

Attached  is  the  solution  sheet  you  sent  to  each  of  us.  However,  there 
are  some  questions  that  do  not  have  a  simple  yes  or  no  answer. 

(1)  If  we  went  to  national  healthcare  our  taxes  would  just  take  the 
place  of  insurance  premiums.     Medicare  is  a  government  run  health 
care  system  and  look  at  it's  problems.     The  paperwork  is  mind 
boggling,   forms  confusing,  and  rules,  coverage,  etc.   subject  to 
change  with  each  new  administration.     I  dread  retirment  age  so 

at  this  time,  government  insurance , "NO  THANK  YOU. 

(2)  Certainly  there  is  a  way  to  cut  costs  in  the  current  medical 
system.     It  is  ridiculous  to  pay  a  "Family  Practice  Physician" 
$27.00  for  five  minutes  of  his  time.     Drugs  are  sky  high  and 
eqipment  prices  to  hospitals  ridiculous.     Why  should  a  hospital 
bed  cost  %1,000.00  plus?     I  am  told  medicine  is  expensive  because 
pharmacutical  companies  are  trying  to  recoop  research  costs.  If 
there  is  government  money  involved  in  that  research,  can't  these 
costs  be  controled?    My  husband  has  a  chronic  prostate  problem 
and  one  prescription  turned  out  to  cost  $3.25  per  pill.     Can  we 
work  on  streamlining  paperwork  for  medicare  and  medicade?  Why 
are  there  such  stupid  rules  as  "You  have  your  operation  in  one 
hospital  but  if  you  need  rehab,  you  must  go  to  another  hospital 
for  treatment?  Ridiculous. 

(3)  Perhaps  we  should  make  it  more  difficult  to  sue  Doctors,  people 
hav©  gone  overboard  with  malpractice  suits.     If,  on  the  otherhand, 
doctors  would  police  their  own  ranks,  get  rid  of  incompetent  and 
dangerous  physicians,  the  need  for  malpractice  insurance  at 

such  high  premiums  would  no  doubt  go  down.  In  the  case  of  death 
or  extreme  physical  impairment  through  incompentency  or  neglect, 
there  should  be  no  limit  to  what  the  family  should  recoop. 

(4)  I  think  everyone  should  be  able  to  have  some  type  of  health 
care,  especially  major  medical  coverage.     Right  now  we,  the 
employed  middle  income  bracket,  as  usual,  are  picking  up  the 
cost  of  the  uninsured.     In  order  to  change  this,  we  have  to 
overhaul  the  welfare  system  and  that's  another  story.     Oh  how 
I  wish  I  could  help  with  that.     Insurance  can  be  offered  at 
affordable  rates  to  everyone,  but  it  would  be  bare  bones  ins. 
That  is  certainly  better  than  nothing. 
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(5)  Business  should  not  be  required  to  provide  health  care.  This 
will  only  result  in  the  discrimination  of  the  older  worker  since 
premiums  are  based  on  age.     This  is  happening  already  and  it  is 
unfair  as  these  people  are  still  capable  of  good  work.     By  the 
way,  we're  talking  50 1 s  here.     This  is  the  time  when  most  people 
have  finsihed  putting  their  children  through  school,  own  their 
own  homes  and  should  be  able  to  make  it  by  in  this  economy  with- 
out two  incomes.     That  isn't  the  way  it  is  and  insurance  rates  is 
one  of  the  reasons.     It  certainly  eats  into  retirment  funds. 

(6)  Yes,   it  is  imparative  that  something  be  done  to  stop  insurance 
companies  from  canceling  policies  or  raising  rates  of  some 
people  to  get  rid  of  them.     We  must  be  able  to  count  of  the 
companies  we  have  paid  for  all  these  years  to  be  there  for  us 
all  when  they  are  needed.     If  not,   it  will  result  in  the  loss  of 
all  we  have  worked  for  over  the  years  and  leave  us  with  only 
the  inadequate  amount  social  security  provides  for  retirment. 
There  have  to  be  some  guarantees  for  those  of  us  who  have 
supported  this  country  all  our  adult  lives.     We  are  owed  that. 

Heath  Care  System  Improvements,   reduced  costs,   improved  access  to  care. 

1.     Hospital  administrators  are  getting  too  much  money,  doctors 
fees  are  soaring  out  of  sight,  drug  costs  are  prohibitive, 
medical  suppliers  are  charging  outrageous  amounts.  They 
can  get  away  with  this  because  we  have  no  alternative  when  we 
need  medical  care.     Can  there  be  a  ceiling  placed  on  these  types 
of  services? 


Can  we  force  the  physicans  to  police  their  own  ranks  in  an  effort 
to  bring  down  the  cost  of  malpractice  costs?     Can  we  force  this 
issue  by  making  it  impossible  to  pass  the  insurance  cost  onto  the 
patients? 

Some  insurance  companies  are  offering  bare  bones  insurance  and 
in  North  Dakota  there  is  CHAND  insurance  for  those  who  have  riders 
on  their  policies  or  cannot  be  insured  elsewhere.     Insurance  companies 
should  not  be  able  to  refuse  to  insure  anyone  but  should  have 
alternative  policies  to  fit  every  applicant.     They  must  be  stopped  from 
canceling  policy  holders  or  driving  premium  costs  out  of  affordable 
ranges  to  rid  themselves  of  "risk"  people.     If  we  must  have  some  type 
of  national  insurance,  let  the  individual  states  handle  it  with 
funds  or  matching  funds  from  the  federal  government.     Washington  has  too 
much  paper  to  play  with  already.     Streamline  Medicare,  Medicaid,  get 
rid  of  all  the  paperwork  and  go  to  forms  that  the  elderly  can  understand. 

Take  a  look  at  the  Welfare  System.     As  far  as  I  am  concerned,  only 
the    disabled  and  elderly  should  be  provided  for.     For  too  long  we  have 
allowed  and  supported  people  to  never  be  responsible  for  their  own 
actions.   TheY  must  help  us  pay  the  bill. 
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Finally,  the  government  could  provide  the  vaccines  for  immunization 
and  the  state  can  administer  same.     Years  ago  vacine  was  taken  to 
the  schools  and  all  children  were  immunizied.     Twenty  years  ago, 
North  Dakota  monitored  new  borns  until  they  had  completed  the 
initial  series  of  shots  and  vaccinations  required.     Up  until  a  year  or 
two  ago  you  could  go  to  the  County  Health  Office  and  obtain  free 
immunization.     Let's  face  it,   there  are  many  parents  who  don't  give 
a  rip  and  don't  take  their  children  for  their  shots  even  when  they 
are  free.  (Tongue  in  cheek,  can  you  pass  laws  against  irresponsibility?) 

This  is  too  easy,  so  it  will  never  work,  get  the  people  involved 
together,  physicians,  hospital  administrators,  hospital  suppliers, 
insurance  company  representatives,  pharmasuitacle  companies  and 
make  them  believe  that  if  they  do  not  come  up  with  some  solutions 
to  lower  these  costs  that  America  will  go  to  nationally  controlled 
insurance.     No  one  wants  that,   but  we  may  have  no  other  choice. 

Thank  you  for  your  time  and  your  inquiry.     Gordon  and  I  are  staunch 
supporters  of  your  work  and  representation  of  our  state.     We  hope 
to  see  you  in  the  Senate  soon. 

Sincerely 

Karen  Hystad 

815   39th  St.   S.  E. 

Minot,  North  Dakota  58701 
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Q       6.  Should  additional  controls  be  imposed  to  stop  insurance  companies  from  cancelling  healthcare  policies? 
How  do  you  feel  the  U.S.  health  care  system  can  be  improved  and  how  can  we  reduce  costs  and  improve  access  to  care? 

X+a«~*~>  ^r^L, 

I  /  (Reply  to  Congressman  Bvron  L  Dorgan,  203  Cannon  HOB,  Washington,  D.  C,  2051 5/ 
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IE   D  I   T   0  R'S 


In  your  interest 


NOTES 


THERE'S  A  DOCTOR  IN  THE  HOUSE  fe£ 


While  the  nation's  health-cost  crisis  becomes  a  catastro- 
phe for  more  individuals  every  day,  few  taxpayers 
realize  they  are  subsidizing  a  generous  universal 
health-insurance  program  that,  in  theory  at  least,  is  poten- 
tially available  to  all  citizens  over  25— whether  old  or 
young,  poor  or  rich,  sick  or  well.  You  don't  have  to  be  one 
of  the  34  million  Americans  without  health  insurance  (in- 
cluding one  out  of  four  middle-class  workers)  to  envy  the 
group  enjoying  the  array  of  tax-supported  benefits  either. 
Imagine  if  you  and  your  family  were  eligible  for  this: 

■  Automatic  health  insurance  without  needing  a  doctor's 
exam  or  having  to  worry  about  being  socked  with  higher 
premiums  because  of  your  medical  history 

■  The  option  of  choosing  among  a  dozen  or  so  different 
programs  so  you  can  pick  the  one  ideally  suited  to  you 

■  Reasonable  premiums  of  about  $80  a  month  per  family 

■  The  right  to  retire  after  working  a  mere  five  years,  know- 
ing you  and  your  family  are  covered  for  as  long  as  you  live 

■  And  to  cap  it  all  off,  you  personally  get  virtually  unlimited 
access  to  a  30-person  doctors'  office,  its  medical  lab,  phar- 
macy and  ambulance— at  absolutely  no  charge,  whether 
you  have  a  complete  physical  exam,  fill  a  prescription  or 
need  to  be  rushed  to  a  hospital. 

However,  there  is  one  legal  requirement  to  get  the  entire 
package— topped  off  by  the  doctors'  office  headed  by  a 
two-star  admiral,  no  less,  that  costs  taxpayers  more  than  $2 
million  a  year.  You  have  to  be  elected  to  the  U.S.  Congress. 

Seen  another  way,  ordinary  working  Americans  are  help- 
ing to  pick  up  the  bill  for  the  extraordinary  medical  benefits 
available  to  535  politicians  earning  upwards  of  $125,000  a 
year.  There's  something  wrong  with  that. 

Our  elected  lawmakers  need  not  share  all  of  their  con- 
stituents' experiences  to  represent  them  well.  There  are 
times,  however,  when  the  personal  privileges  officials  come 
to  expect  seem  to  put  too  many  of  them  out  of  touch  on 
issues  that  primarily  squeeze  working  people. 

This  is  such  a  time;  health  care  is  the  issue.  The  recent 
sketchy  proposals  don't  alter  the  fact  that  Congress  has  sat 
back  lobotomized  by  medical  lobbyists  for  nearly  a  genera- 
tion, while  our  health-care  system  has  inflicted  financial 
pain  and  suffering  on  more  and  more  people. 

A  number  of  experts  believe  lawmakers  would  have 


taken  action  years  ago  if  they  weren't  so  isolated  from  ordi- 
nary citizens'  medical  worries.  "Over  a  two-year  period, 
some  63  million  Americans  go  without  health  care,"  says 
Robert  Dreyfuss  of  Public  Citizen,  a  consumer  advocacy 
group.  "But  no  members  of  Congress  go  without  it."  Many 
corporate  employees  have  easy  access  to  Cadillac  health 
care  too,  of  course,  but  they  don't  make  public  policy. 

Money  reporters  Carla  Fried  and  Roberta  Kirwan  spent 
the  better  part  of  a  week  trying  to  get  lawmakers'  views.  Do 
their  doctors'  privi- 
leges, which  go  sig- 
nificantly beyond  the 
$13  billion  program 
that  covers  the  other 
2.5  million  federal 
workers,  make  them 
less  sensitive  to  the 
public's  medical  con- 
cerns? The  handful 
who  bothered  to  re- 
turn our  calls  dis- 
missed that  notion. 
For  example,  Repre- 
sentative Constance 
Morella,  a  Republi- 
can from  Maryland, 
shrugged  off  the  doc- 
tors' office  (officially, 
the  Office  of  the  At- 
tending Physician,  which  also  provides  first  aid  to  visitors) 
this  way:  "I  don't  consider  that  a  major  perk.  It's  a  minor 
perk.  Think  of  it  as  being  like  the  nurse's  office  at  school." 

We  tried.  But  how  many  of  those  offices  are  headed  by 
two-star  admirals  making  about  $135,000  a  year?  How 
many  have  multimillion-dollar  budgets?  And  how  could 
lawmakers  who  describe  such  generous  benefits  as  a  minor 
perk  ever  come  to  grips  with  the  soaring  medical  costs  that 
keep  millions  of  Americans  from  seeing  doctors  at  all? 

We  have  a  suggestion:  each  member  of  Congress  should 
host  a  town  hall  meeting  back  home,  fittingly  over  the  La- 
bor Day  weekend,  to  hear  their  constituents'  health-care 
concerns.  If  they  listen,  they  will  learn. 


The  doctor  himself,  Rear  Admiral  Robert 
C  J.  Krasner,  declined  to  be  Interviewed. 


Managing  Editor 
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What  is  the  Solution? 

Our  current  health  care  system  is  on  a  course  of  self-destruction  -  costs  continue  to  skyrocket  and  access  to  I 
service  is  shrinking.  As  the  U.S.  Congress  explores  ways  to  control  health  care4  costs,  I'd  like  to  have  your  opinions. 

1.  Should  the  United  States  change  its  healtScIr!  system  and  create  a  national  health  care  program?  I 

2.  Should  we  keep  the  current  system  but  impose  tough  cost  controls  on  health  care  providers?  4? 


YES 

NO 

□ 

□ 

□ 

X 

□ 

□ 

□ 

□  ■7 

3.  Should  we  limit  damage  awards  in  malpractice  lawsuits? 

4.  Do  you  think  health  care  should  be  a  "right"  for  each  U.S.  citizen? 

5.  Do  you  think  businesses  should  be  required  to  provide  health  insurance  to  their  employees 


How  do  you  feel  the  U.S.  health  care  system  can  be  improved  and  how  can  we  reduce  costs  and  improve  access  to  care? 
CfJ  L  Lu~Z_  H-tCL1^  OJxxjJt  ¥[■£)■  Scanty  l^u 

[Reply  to  Congressman  Byron  L.  Dorgan,  W3l0annon  HOB,  Washington,  D.  C,  2051 5]  (j 

<-±-f—  CLcc^z/dL'^f  I  Zee  jr\ 


I  •  — - 

I  Irene  BucWr 

\  1224  8th  St  NW 
^  Minot  ND  58701 


645 


August  4,  1991 

Dear  Representative-  Dorgan: 

I'm  sorry  I  will  not  be  in  Grand  Forks  to  attend  your 
meeting  on  Wednesday  evening,  so  I  am  trying  to  write  my 
answers  to  your  questions.    I  wish  each  question  could  be 
answered  with  a  simple  yes  or  no,  but  that  is  just  not 
possible  if  one  is  to  give  a  real  answer. 

To  question  1 —  Yes,  the  U.S.  should  change  its  health  care 
system,  but  we  must  examine  very  carefully  a  national  program. 
Definitely,  we  must  not  try  to  copy  Canada's  or  England's 
systems.    They  are  finding  more  and  more  cases  where  care  is 
not  readily  available.    I  refer  you  to  Dr.  C.  Everett  Koop's 
T  V  program  about  this  problem  (I  taped  the  broadcasts  and 
would  be  happy  to  make  it  available).    I  did  have  these  reser- 
vations before  his  broadcast. 

To  question  2-  The  answer  is  no  as  explained  above.    Also  we 
must  be  careful  about  "tough**  cost  controls  lest  they 
eliminate  good  doctors  while  the  "crooked"  ones  find  their 
way  around/bhe  rules, 

Questions  3  &  4  -  Definitely  yes. 

Question  5  -  Yes,  but  again,  with  reservations.    Group  ins- 
urance is  always  better,  but  smaller  (and  maybe  some  large) 
businesses  cannot^afford  to  pay  all  the  costs.    I  firmaly 
believe  all  people  should  pay  their  share  of  cost  of  benefits 
according  to  their  means.    No  one  has  a  right  to  expect  a 
free  ride  from  anyone. 

Question  6  -  definitely  yes. 

In  addition,  I  plan  to  work  (thru  AARP)  to  get  the  three 
day  hospital  stay  clause  for  nursing  home  care  removed  from 
Medicare  rules.    This  is  now  required  of  insurance  companies, 
but  that  leaves  patients  a  long  time  without  benefits. 
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I  also  think  the  problem  of  low  income  people  without 
insurance  could  be  eliminated  by  making  them  elable  for 
Medicaid  on  a  sliding  scale  (again,  according  to  income  and 
size  of  family)    This  woud  eliminate  the  need  for  establish- 
ment  of  another  ueaaiai,/  and  more  government  waste. 

I  hope  to  write  later  about  your  work  to  eliminate 
government  waste.    I  have  been  corresponding  with  the  group 
led  by  Mr.  Alan  Keyes.     Some  of  their  publications  leave  me 
witft  a  lot  of  questions. 

Let  me  apologize  for  writne3 such  a  lengthy  letter  and 
breaking  the  rule  of  only  one  page,  but  all  these  things 
pertain  to  your  meetings  in  N.D.  this  week. 
Sincerely,  f 

Beatrice  Fabel 
2526  Clover  Dr 
Grand  Forks.  ND  58201 


£  ^^^^  ^e^ci  Y  e^M^L- 
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„n.  MT  (ASCP)  Medical  Diagnostic  Services,  Ltd 

315  South  Main  -  P.O.  Box  1267 
Minot,  North  Dakota  58701 
Phone  839-5711  or  839-8877 


One  way  you  can  cut  costs  is  by  making  sure 
physicians  office  laboratories  comply  with  the  same 
regulations   (CLIA  -  88)  that  hospital  and  referance 
laboratories  do.     POLs  have  been  ripping  off  Medicare 
and  Blue  Shield  since  the  DRG  system  was  enacted  and 
are  providing  their  trusting  patients  with  inferior 
service. 


STEVEN  C.  PETERSON,  M.  T.   (A.  S.  C.  P.) 
Chief  Technologist 


Medical  Diagnostic  Services,  Ltd. 
315  South  Main  Street 

Minot,  North  Dakota  Phone  839-5711 
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MY     NOTES     IN     REFERENCE     TO     AMERICA'S     HEALTH     CARE  PROBLEMS 


Response   to  questions  one  and  two: 

It  would   probably-^best   if   the   "bugs"  and   faults  could  be 
worked  out  of   the   present   basic   system  rather   than  going 
to  a  National   or   federally/government   run   system.  Reason: 
The   "track  record"  of   having   people  who   do   not  have   a  vested 
interest   in  running  any   type   of   business   or   service  or 
organization  has   been   "bad   news"    !      Corruption  &  mis-man- 
agement seems   to   be   the   norm  when  anything   is   run   by  bur- 
eaucrats /  etc  .  . 


Response   to   question  five: 

Requiring  any   business   to  absorb   the   cost   of   providing,  ($$$) 
good   health  care   insurance  coverage   is  a  great   idea   -  except 
that   it  would" put  many. smaller   companies   out   of   business  & 
would  make   imported   products   look  even   better   ($$).      My  little 
company  was   forced   into   bankruptcy   several   years  ago   -  not 
so  much  from  a   lack  of   business   (orders)   but   from  excessive 
operational  costs  -  or   no   profits   (to   pay   all   the  debts). 
I've   been  told   -   that   by   the   federal   government's   own   report  - 
most   businesses   in   this   country  -  and   especially   in  North 
Dakota  -  are   small   businesses    !        And   last   but   not   least  - 
as  you  well   know  -  adding  any  cost/burden   to   any   business  is 
simply   a  sneaky,    indirect  way  of   "taxing"   the  consumers  !! 


How  can   the  health  care   system  be   improved  ????::: 

My  own  health   problems   in  recent   years   tells  me  this: 

A  high  percentage  of  Doctors  and  health  care  professionals 
are  NOT  MEASURING  UP  to   the  standards   needed  and  required. 
Example:   I've  now  been  examined   (etc.)   by  a  t  least  ten 
different  doctors  -  and  each  one  has  diagnosed  a  different 
cause  for  what   is   "ailing"  me    ! ! 

Also  -  Even  though   I   still  have  all   of   the   same  health  problems 
after  seeing  ten  different  Doctors  and  after  spending  literally 
thousands  of   dollars   (both  my  money  and  my   insurance  company's 
money)     -  still   they  want   to   be   paid   in   full  -  no  matter  what 
kind  of  service  or  benefit  they   (doctor-s,   etc.)   provide  or 
in  my  case  -  benefit  they  have  not  provided    !  !  Fortunately 
what  I  have. so  far  has  not  been  life  threatening  -  it  is 
"simply"  forcing  me   (slowly)   into   personal   bankruptcy  ($$). 

Hope   this   "nickels  worth"   of   info  helps. 

Dave  Tahran,    p.o.    box   1154,      Jamestown,      ND.  58402 
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r.C.  3ox  33« 
Mirot,  N.D.  58702 
Aueust  7,  1Q°1 


The  Hen.  Byron  L.  Dcrgan 
U.S.  Representative 
203  Gannon  ruildin- 
Washington,  D.O.  2051= 

Seer  Coos-res  -men  Dqrga.n-: 

I  attendee  your  Mi not  meet'oe-  on  health 
car?  on  August  5  and  I  appreciate  the  invitation  to  write  on 
tv  views.   I  a"  single  and  retired. 

\merioe~  waee  earners  or  per? one  of  a 
mini  rum  ??? ,  2  ay  5C,   should  ve  as-ee-e^  a  roni  nsl  sun  monthly 
to  huild  a  ped  ical  fund.  7= cole  on  welfare  should  ve  excepted. 

?e tired  persons1  ~~yment  through  Social 
Securitv  could  he  ad  justed  upward .  Since  the  c-^a— r~-hic  law  was 
repealed,  3"PPle~eoo -r"  insurance  *ss  heoore  much  pore  expensive . 
Cine  average?  tc  ?"5  s  month. 

In  recent  Tenths  I  have  dropped  nursinar  boras 
insurance,  cancer  insurance  and  accident  insurance.     1  have  no 
cover 3 (re  on  prescription,  which  totaled  $3^3.21  in  ia?0.  Employer 
insurance  expired   c1-  retirement  in  1Q?4 . 

Universal  payments  possihly  could  eliminate 
Medicare  and  Medicaid  except  for  catastrophic  costs. 

Americans  should  he  investing  in  their  own 
health,  technology  and  caregivers  ~-nd  reducing  paperwork  through 
uniformity  and  abolishing  suopleirerrtary  policies  and  employer  pro- 
tection. 


Respectfully  yours, 
MJames  3.  Sullivan 
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August  8,1991 

Dear  Byron: 

I  am  sorry  my  husband  and  I  couldn't  attend  your  meeting  last 
nite  in  Grand  Forks,   so  I  am  sending  your  cuestionaire  and  this 
letter  for  your  information. 

In  our  own  case,  which  undoubtedly  is  repeated  many  times  over, 
we  are  elderly,  middlenlass  people  who  worked  hard  and  tried  to 
put  aside  something  for  our  old  age.    Besides  our  Medicare,  we 
have  Blue  Cross  &  Blue  Shield  for  me  and  Mutual  of  Omaha  for 
my  husband  but  with  the  local  doctors  refusing  to  accept  Medicare 
and  many  expenses  having  to  be  paid  out  of  pocket,  providing  for 
our  necessary  medical  care,  seems  to  begetting  out  of  hand. 

As  regards  the  pharmacy  industry,  I  have  had  this  experience: 
I  have  been  on  high  blood  pressure  medication  for  many  years, - 
late  last  fall,  I  ordered  Hytrin  through  AARP  and  found  that 
in  three  months,  the  price  had  jumped  $12.00'.      I  was  outraged, 
as  it  is  an  expensive  medication  anyway.     So  I  called  two  drug 
stores  in  Grand  Forks  and  the  local  pharmacy  and  found  they  all 
had  different  prices-  the  two  in  the  Forks  were  higher  by  several 
dollars  and  the  one  in  .Larimore  a  couple  of  dollars  cheaper,  so 
that's  where  I  buy  but  the  question  arises  "Why  should  there  be 
such  a  variance  in  the  price?" 

It  would  seem  that  e  big  change  has  to  be  made  ir.  the  operation 
of  not  only  the  medical  and  pharmacy;/industries  but  also  the 
legal  profession.      Many  people  on  the  street  ask,  in  the  case  of 
the  Wisconsin  fellow  who  has  confessed  to  the  murder  of  many  people 
"Y;hy  don't  they  accept  his  confession  of  guilt,  instead  of  the 
high  expense  of  trial  and  etc.  ? 

I  am  writing  this  because  I  think  ycu  Ere  honestly  trying  to 
do  the  b-est  ycu  can  to  represent  the  best  interests  of  the  people 
of  North  Dakota  and  for  all  the  people  of  the  U.S.  for  that  matter. 
A  lot  of  us  are  behind  you,   so  keep  up  the  good  v;crk. 


rest  wisnes, 


Isabel  rcppenhagen 

t-.  „     .  .   _  .     Box  4-52    Larimore, R.D. 58251 

P.S.  A  very  smart  lady  made  a  suggestion 

to  me  at  the  Senior  Citizen  Center  here,   the  other  day,   that  I 
thought  was  a  good  one:     she  said  with  the  aging  oopuleticn  right 
here  in  little  larimore,   she  thought  if  cur  graduating  seniors^ 
could  be  aided  to  take  "elderly  care"  at  the  technical  school  in 
E.Grand  Forks  ,  Kxy  many  elderly  who  need  care  at  home,  would  bw 
more  than  willing  to  pay  $1000.00  a  month  (  which  would  be  a  lot 
less  than  staying  in  a  nursing  home)  or  maybB  more  (depending  on 
the  degree  of  cere  needed)  end  we  know  many  K.D. students  would  like 
to  stay  in  their  home  state,  were  the  opportunity  provided. 
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4  Aug  91 

Congressman  Dorgan, 

I  regret  not  being  able  to  attend  your  August  5th,  Health 
Care  Hearing  at  the  Minot  Sheraton  Riverside.     I  do  appreciate 
this  chance  to  respond  to  your  query  through  the  survey  that 
was  distributed  to  your  constituents. 

I  am  a  member  of  the  military  and  receive  total  medical 
and  dental  care  free  of  charge.     I  have  confidence  in  the 
military  health  system  to  provide  me  with  adequate  health  care. 
Plus,   I  take  great  comfort  in  knowing  that  I  have  complete 
coverage  to  handle  unforeseen  health  problems.     I  believe  people 
would  both  appreciate  and  support  a  health  care  system  of  this 
type. 

Realize  revamping  the  health  care  system  will  be  no  easy 
task  and  must  be  comprehensive.  Revision  must  take  place  at 
all  levels  of  the  system. 

First  of  all,   a  health  care  system  must  be  established  that 
provides  essential  medical  care,   to  include  dental  work  at  no 
cost  to  American  citizens.     This  system  must  provide  24  hour 
emergency  care,   necessary  operations   (including  child 
delivery)   and  rehabilitation  services  and  assistance  programs 
for  the  disabled,   blind,    aged  or  mentally  deficient.     Care  deemed 
as  cosmetic  should  not  be  included  in  the  system.  Military 
health  officials  have  already  determined  what  care  is  cosmetic 
and  could  provide  an  existent  example  in  which  to  consider. 

Health  care  should  be  provided  by  a  national  health  corps. 
Health  care  providers  should  be  paid  comparable  salaries  to 
military  health  personnel.     Those  doctors  and  nurses  willing 
to  forego  a  private  practice  will  have  their  malpractice 
insurance  paid  and  in  select  cases  have  their  medical  training 
or  schooling  paid.     Health  care  providers  will  be  required  to 
maintain  a  certain  level  of  proficiency.     Promising  post-college 
people  desiring  to  enter  the  health  field  should  have  their 
medical  schooling  paid  in  return  for  a  four-to-six  year 
commitment  to  the  National  Health  Corps  (NHC). 

Private   (meaning  not  publicly  funded)  hospitals  and  private 
practices  will  remain  for  those  who  can  afford  it  and  for  non- 
essential treatment.     However,   I  feel  there  will  be  plenty  of 
health  care  providers,   that  find  it  difficult  to  pay  the  high 
malpractice  insurance,   yet  still  want  to  better  mankind,  aspiring 
to  enter  the  proposed  NHC.     Much  like  the  military,  FBI  or  State 
Department  these  providers  will  be  assigned  to  areas  which 
require  their  services,   assignments  could  include  contingency 
operations  overseas  to  aid  in  natural  disasters.     Thus  the 
NHC  could  be  used  as  a  more  philanthropic  arm  of  U.S.  foreign 
policy. 

There  will  still  be  cases  of  malpractice  lawsuits,  but  damage 
awards  will  have  limits  and  only  awarded  in  cases  of  flagrant 
misconduct. 

Now  the  big  question:  Where  does  the  funding  come  from? 
Although  probably  unpopular,   Social  Security  must  be  revised 
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to  handle  the  bulk  of  the  funding.     Don't  stop  reading!  One 
must  remember  that  the  Social  Security  Act  of  1935  was 
temporarily  installed  to  provide  relief  during  the  Great 
Depression—not  to  be  a  permanent  program.     Most  people  see 
Social  Security  as  an  insurance  program  for  the  unemployed  and 
elderly  to  which  workers  contribute  and  from  which  they  would 
benefit  when  unemployed  or  upon  retirement.     What  must  happen 
is  either  the  elimination  of  the  social  security  funds  provided 
for  unemployment  or  retirement  or  the  reduction  in  the  amount 
of  money  returned  to  the  worker. 

Rather  than  requiring  businesses  to  provide  health  insurance 
to  their  employees,   better  retirement  and  severance  programs 
should  be  stressed.     One  of  the  greatest  concerns  of  our  lower 
income  families  and  elderly  is  substandard  health  care.  Social 
security  checks  or  a  person's  lifetime  savings  can  be  "devoured" 
in  a  minimal  amount  of  time  if  substantial  health  care  is 
required.     By  stressing  individual  savings  through  IRAs,  savings 
bonds  or  other  programs,    it  transfers  responsibility  off  the 
shoulders  of  the  government  onto  the  individual.     This  approach 
will  demand  for  people  co  be  more  responsible  in  spending  and 
saving.     Of  course  there  will  always  be  exceptions  for  unique 
cases . 

This  proposed  health  care  system  should  allow  more  citizens 
access  to  a  medical  program  which  will  not  place  an  undo 
financial  burden  on  them.     In  addition,   the  worry  of  unforeseen 
medical  problems  will  be  reduced.     Those  paying  into  health 
insurance  programs  will  be  able  to  redirect  their  money  into 
a  savings  program  for  retirement.     That  unto  itself  should 
improve  the  U.S.  economy. 

For  too  long  people  have  been  subject  to  unfair  health 
programs.     In  addition,   there  are  plenty  of  allegations  of 
undeserving  people  receiving  unemployment  checks  and  the  feeling 
that  the  contributions  of  many  only  go  to  benefit  the  unworthy 
few.     Plus,  many  would  prefer  to  utilize  their  payroll  allotments 
prior  to  their  retirement. 

I  realize  this  is  not  a  full-proof  solution  to  the  health 
care  problem,  but  maybe  it  will  shed  some  new  light  on  an 
important  issue.     In  closing,   I  ask  that  the  next  time  you 
have  a  public  hearing  that  you  schedule  it  in  the  evening  so 
more  constituents  can  attend,   including  myself.     However,  I 
do  want  to  reiterate  my  appreciation  of  your  continued 
correspondence  with  your  constituents.     An  example  of  democracy 
at  its  best.     Keep  up  the  good  work! 

Respectively  yours, 

Joseph  T.  McCreight,  Jr. 
31 20  1 0th  St  SW  Apt  4 
Minot,  ND  58701 


662 


£c<^    &/  y/^f  t-C&K-*; 


663 


&fJ*  M^T^^C  ;  S 


664 


665 


Y   A&^>  lM&*t<>  /g^/  £cf  Jzt^  ^e^^ 


53-020  O  -  92  —  22 


666 





-^u.  A^?*^         jM^t-   .  ■  


667 


<^2*^tZ4^  .  --far 


MR.  RICHARD  ALLEN 
1423  9TH  AVE.  NE. 
JAMESTOWN,  ND  58401 


668 


Dear  Byron: 

I  really  was  not  too  impressed  with  the  so  called 


WALTER  J.  DOMRESE 
818-  1st  Ave.  E. 
Williston,  N.  Dak. 
58801 


hearing  you  held  at  the  Library  in  Williston  today. 
Providing  us  with  a  panel  of  Health  Care  Providers  for 
openers  is  really  not  the  way  to  encourage  anyone  to 
say  that  the  "King  has  no  clothes". 

The  HSA  I  served  on   for  6  years  was  by  law  supposed  to 
be  consumer  dominated.   Out  of  the  28  members  24  were 
doctors,   health  insurance  salesmen  especially  Blue 
Cross  and  Blue  Shield,   nurses,   hospital  administrators, 
and  miscellenious  retired  former  health  care  providers  - 

and  I"ll  be  darned  if  I  didn't  run  into  the  same  old 
pattern  today:  where  were  the  consumers  on  your  panel? 
We  could  not  speak  at  that  meeting  because  one  day  we 
might  be  looking  up  into  the  eyes  of  your  panel  members 
from  a  hospital  bed. 

The  Medics  are  really  organized.   David  Peske  attends 
every  meeting  of  any  consequence  in  the  state  having  to 
do  with  medical  matters  and  reports  to  Vern  Wagner.  His 
integrety  is  zilch  as  he  saw  no  conflict  of  interest  in 
being  Chairman  of  the  H|ouse  finance  Committee  while 
being  Secretary  of  the  N.D.  Medical  Association.  I 
refer  to  Vern  Wagner. 

The  truth  is  a  lot  more  complicated  than  I  care  to  go 
into  but  essentially  the  Medical  Delivery  System  is  a 
monopoly  and  should  be  handled  accordingly  -  Like  MDU 
or  US  West.  We  are  being  bled  by  the  medical  delivery 
system  via  the  third  party  payment  system  in  an  ever 
ascending  aind  unmerciful  manner.  Health  care  costs 
more  in  N.D.   than  any  surrounding  state.  The  one 
segment  of  our  economy  that  has  no  real  financial 
problems  is  Health  Care.    If  you  think  the  Communist 
Party  is  entrenched  in  Russia  just  wait  until  some^is 
really  done  to  change  the  HEALTH  Care  System.  The 
Doctors  et  al  really  know  how  to  guard  turf! 
Sincerely, 
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EIGH 


August  13,  1991 


DR.  RICHARD  H  LEIGH,  M.D. 

2314  Library  Circle 
Grand  Forks,  ND  58201 
(701)  775-5527 


Byron  Dorgan 

203  Cannon  Building 

Washington,   D.C.  20515 


Dear  Byron : 

Your  town  meeting  on  Health  Care  was  interesting.  In  retrospect  I 
was  impressed  by  the  fact  that  most  of  the  presenters  were  either 
government  employees,   ex,  or  on  the  dole. 

What  is  bad  is:  Almost  all  research  has  been  funded  by  the  drug 
companies.  This  is  bad  because  they  control  almost  all  research  in 
the  medical  schools  through  their  funding.  Obviously  they  are 
interested  in  funding  projects  that  will  give  them  a  monetary 
return . 


What  is  even  worse  is  that  the  FDA  has  initiated  so  many  conditions 
for  approval  of  new  drugs,  and  even  different  uses  of  old  or 
already  approved  drugs,  and  the  expense  to  gain  approval  of  these 
drugs  has  become  so  great,  that  it  is  no  longer  to  bring  a  new 
product  to  market  unless  that  profit  is  there.  A  case  in  point  is 
the  benefits  of  ascorbic  acid  (Vitamin  C)  .  No  patents  control  this 
nutrient,  there  is  no  profit  in  studying  it,  yet  we  can't  live 
without  it  (die  of  scurvy  in  its  complete  absence  )  and  there  is 
increasing  evidence  of  its  value  in  large  doses  for  viral  and  other 
conditions. 

What  is  bad  is:  Established  medicine  has  become  so  entrenched,  that 
there  is  heavy  pressure  to  prevent  any  new  approaches  that  are  not 
under  their  control.  The  position  that  Double  Blind  Studies  are  the 
only  way  of  confirming  safety  or  usefullness  of  a  method,  or 
substance  is  rediculous .  Most  of  what  is  accepted  today  has  not 
been  subjected  to  this  test.  Anecdotal  reports  are  considered  to  be 
of  no  value.  Most  of  what  is  now  done,  was  started  because  of 
anecdotal  experiences.  Increasingly,  appraisal  is  now  done  through 
the  medium  of  outcome  analysis. 

What  is  really  bad:  State  Medical  licensing  boards  have  been 
revoking  or  threatening  to  revoke  licenses  of  physicians  who  have 
the  temerity  to  practice  medicine  utilizing  current  advances  in 
biochemistry . 
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This  trend  could  become  the  interest  of  the  government  because  of 
the  federal  dollars  involved  in  health  care  provision. 

Alaska  has  passed  a  statute  protecting  doctors  who  practice 
alternative  medicine.  It  states  that  the  state  board  cannot  remove 
a  doctors  license  for  practicing  an  alternative  approach  unless 
they  can  prove  his  patients  have  been  hurt  by  this  approach.  I  am 
including  a  copy  of  this  for  you. 

If  congress  is  serious  about  impacting  the  health  care  crisis,  it 
will  look  into  the  numerous  alternative  approaches  to  medicine  that 
are  now  being  practiced,  in  spite  of  the  oppositon  of  the 
traditional  medical  establishment. 

The  FDA  is  currently  wanting  to  control  (  make  more  expensive  )  all 
amino  acids.  These  are  food  supplements.  If  they  are  used  in  health 
care,  it  is  after  evidence  of  specific  deficiencies  in  the  diet 
have  produced  unfavorable  clinical  function.  They  are  also  used  by 
individuals  who  realize  that  the  great  American  diet  is 
biochemically  not  what  is  is  supposed  to  be.  To  compensate  for  the 
preservatives,  and  additives  used  to  prolong  shelf  life  and 
appearance.  The  FDA  is  being  challenged  by  Senator  Orin  Hatch  for 
its  attack  on  the  food  supplement  industry.  HELP 

Included  is  a  information  on  the  Alaska  freedom  to  practice 
statute.  Other  miscellaneous  but  pertinent  information. 

Best  Wishes; 


Richard  H.  Leigh 
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Post  Office  Box  2048   •   Williston,  ND  58802-2048 
Off:  (701)  572-5371    •    Fax:  (701)  572-7511 
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AM  STEREO  Charles  L.  Scofield 

Owner  -  C.E.O. 


August  7,  1991 

Dear  Mr.  Dorgan, 

The  health-care  meeting  in  Williston  yesterday  was  good..  And  I 
was  glad  to  be  a  part  of  it,  too.     What  we  learned  is  no  surprise.,  the 
problem  is  multi-faceted,     but  the  meeting  was  timely..  The  company  I 
work  for  provides  about  75%  of  our  health-care  coverage  through  Blue 
Cross/Blue  Sheild.     In  a  recent  letter,  I  see  my  monthly  rate  for  a 
healthy  family  of  four  has  gone  up  another  $48-dollars . .  to  $329.85 
a  month.  Absured! 

The  answer  to  the  "problem"  does  rest  at  least  partially,  with 
American  citizens. 

Breast  cancer  was  brought  up  yesterday.     Byron,  did  you  know  that 
the  probable  cause  of  breast  cancer  is  highly  linked  to  one  simple  thing... 
not  enough  fiber  in  the  diet?     That's  true.     A  lot  of  our  degenerative 
health-care  problems  are  directly  connected  with  what  we  do  and  don't  eat 
on  a  day  to  day  basis.    Yes,  I  am  a  student  of  nutrition. 

Government  figures  bear  out  that  in  all  age  levels,  and  all  economic 
levels,  Americans  are  actually  overfed  (overweight)  but  undernourished 
at  the  same  time.        We're  taking  in  too  much  sugar  and  fat,  too  much 
sodium,  and  not  enough  fiber.    So,  we've  addressed  two  of  the  top  killers.. 
Heart  disease  and  cancer. 

In  yesterday's  meeting,  I  noticed  several  people  who  are  smokers. 
If  and  when  they  develop  health  problems  as  a  result  of  their  habit,  it's 
going  to  cost  you  and  me,  plus  them...  because  we  all  share  in  the  same 
system!     It's  not  surprising  to  me  to  see  people  who  are  seemingly  concerned 
about  the  cost  of  health  care..,  yet  they  insist  on  eating  what  they  like, 
and  using  alcohol  and  tobacco,  as  if  it  won't  be  a  detriment  to  their  health, 

Byron...  I  think  the  administrator  of  Mercy  hospital  brought  it  up 
yesterday  candidly;  we  have  to  take  some  responsibility  for  ourselves! 
A  lot  of  things  that  we  pick  up  routinely  at  the  supermarket,  i.e.  spud 
chips,  soda  pop,  hot  dogs,  ice  cream,  breakfast  tolls,  etc.,  etc.,  lend 
NOTHING  to  our  good  health..  They're  just  empty  calories  made  to  fill  a 
stomach  with  instant  gratification.  Yet,  we  eat  millions  of  dollars  worth 
of  this  garbage  every  day. 

It's  just  part  of  the  problem,  I  realize.    Yet,  should  we  ask  our 
government  to  "fix"  things  when  we're  not  willing  to  make  responsible  choices 
for  ourselves  and  families??? 

I'd  appreciate  your  comments  on  this. 


Best  regai 

PS.,  thanks  for  your  comments  for  the  radio  f^^^^yf^// 

station.      Earl  Ear  ill.  Gross!  KEYS 
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Chairman  Rostenkowski.  Dr.  Sullivan. 

STATEMENT  OF  HON.  LOUIS  W.  SULLIVAN,  M.D.,  SECRETARY,  U.S. 
DEPARTMENT  OF  HEALTH  AND  HUMAN  SERVICES 

Secretary  Sullivan.  Thank  you  very  much,  Mr.  Chairman,  and 
members  of  the  committee. 

Let  me  begin  by  expressing  to  you  my  gratitude  for  the  pleasure 
of  appearing  before  you  with  Director  Darman,  to  discuss  this  issue 
that  is  of  such  vital  concern  to  all  of  us,  and  to  our  citizens. 

I  will  remind  you  that  it  has  been  only  a  few  months  since  my 
last  appearance  here,  but  I  always  benefit  from  the  give  and  take 
that  occurs  when  I  appear  before  the  knowledgeable  members  of 
this  committee. 

An  important  message  of  my  last  appearance  was  that  true 
health  care  reform  means  that  we  must  make  tough  choices  about 
the  distribution  of  limited  health  resources.  In  the  modern  era  of 
public  and  private  health  insurance,  we  sometimes  fall  into  the  al- 
luring trap  of  '  'money  is  no  object"  reasoning  when  it  comes  to 
health  care,  because  we  think  that  someone  else  is  paying  the  bill. 
Yet  we  all  are  paying  the  price  of  spiraling  health  care  costs 
through  increased  medical  bills  and  burdensome  demands  on  gov- 
ernment resources.  To  control  costs  while  expanding  access,  reform 
is  imperative. 

Now,  today  I  would  like  to  discuss  the  triumph  and  dilemma  of 
our  current  health  care  system. 

The  triumph  is  that  more  than  85  percent  of  our  population  is 
now  covered,  in  full  or  in  part,  by  health  insurance. 

The  dilemma  is  twofold.  First,  that  the  roughly  15  percent  of  our 
citizens  who  remain  without  insurance  are  not  outside  an  estab- 
lished social  and  economic  arrangement,  usually  lacking  access  to 
adequate  care.  Some  commit  the  error  of  portraying  the  uninsured 
as  a  homogeneous  group.  But  a  profile  just  developed  by  the  Quad- 
rennial Advisory  Commission  on  Social  Security  belies  the  stereo- 
types and  underscores  the  diversity  of  those  who  lack  health  insur- 
ance. 

The  Commission's  profile  shows  that  the  uninsured  are  a  com- 
plex mix  of  one,  persons  for  whom  health  insurance  is  not  avail- 
able, two,  persons  who  cannot  afford  insurance  that  is  available, 
three,  persons  who  have  access  to  insurance  and  the  financial  re- 
sources to  purchase  it,  but  choose  not  to  take  the  coverage,  and 
four,  persons  who  are  unaware  of  the  various  sources  of  insurance 
that  may  be  available  to  them. 

While  the  uninsured  are  disproportionately  nonwhite,  most  of 
the  uninsured  are  adults,  employed  or  dependents  of  employees,  in 
good  or  excellent  health,  and  white.  Over  50  percent  have  family 
incomes  over  $20,000,  and  over  11  percent  have  incomes  over 
$50,000.  Just  as  the  uninsured  are  not  a  homogeneous  group,  there 
is  not  a  uniform  solution  to  their  health  care  problems. 

The  second  half  of  our  health  care  dilemma  is  that  third-party 
reimbursements  have  caused  a  market  distortion.  Both  providers 
and  consumers  are  insulated  from  the  consequences  of  cost,  an  im- 
portant reason  why  costs  have  skyrocketed. 
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In  many  ways,  this  dichotomy  represents  the  fault  line  in  the 
debate  over  the  future  of  health  care  financing  and  access.  Those 
who  would  emphasize  the  triumph  recognize  that  changes  need  to 
be  made,  but  believe  that  the  health  care  system  should  remain  es- 
sentially intact.  By  contrast,  those  who  would  emphasize  the  dilem- 
ma believe  that  we  should  scrap  the  existing  system  and  make  rad- 
ical reforms. 

I  stand  with  those  who  emphasize  the  triumph.  Without  ques- 
tion, changes  are  needed  within  our  existing  system,  but  I  main- 
tain that  the  best  avenue  to  better  health  care  financing  and  access 
is  through  our  current  system  of  public-private  health  care.  The 
vast  majority  of  Americans  receive  the  finest  health  care  in  the 
world.  They  will  not,  and  should  not,  accept  radical  departures 
from  a  system  that  offers  them  so  much. 

Yet,  some  who  focus  on  our  health  care  dilemma  are  suggesting 
to  the  American  people  that  we  entertain  proposals  for  radical  de- 
partures. 

Some  suggest  that  we  embrace  a  centrally  run  or  regulated 
system,  either  in  the  form  of  national  health  insurance  or  the  so- 
called  "play-or-pay"  approach.  But  I  am  convinced  that  such  ap- 
proaches would  be  counterproductive — that  they  would  simply  fi- 
nance additional  inflationary  pressures  on  health  care  from  the 
taxpayers'  wallet,  that  they  would  smother  competition  and  inno- 
vation that  is  the  key  to  continued  quality,  and  that  they  would 
lead  to  rationing  and  waiting  lists,  exacerbating  our  problems  with 
access  to  the  system. 

It  would  be  a  terrible  irony,  Mr.  Chairman,  if  at  the  precise 
moment  in  history  when  the  rest  of  the  world  is  moving  away  from 
the  inefficiencies,  distortions,  and  shortages  characteristic  of  cen- 
trally-managed economies,  that  we  go  in  the  opposite  direction. 

At  the  other  end  of  the  spectrum  are  those  who  likewise  empha- 
size the  dilemma,  but  call  for  much  greater  reliance  on  the  free 
market,  and  on  individually  purchased  health  insurance.  To  be 
sure,  this  general  approach  has  something  to  offer  as  a  first  princi- 
ple. We  do  need  to  undergird  our  health  care  system  with  free 
market  incentives  and  efficiencies. 

Yet,  I  firmly  believe  that  full  access  to  health  care  in  America 
will  continue  to  require  a  public  sector  that  provides  a  safety  net 
for  those  whom  the  market  overlooks.  And  I  believe  that  the  high 
quality  of  health  care  in  America  derives  in  part  from  our  convic- 
tion that  health  care  is  not  just  a  business  or  industry.  In  fact,  the 
health  professions  are  serving  professions,  governed  by  the  highest 
aspirations  of  ministry  to  mankind. 

As  we  move  toward  health  care  reform  we  must  always  remem- 
ber that  Americans  are  a  practical  people  who  want  results  and 
not  theories.  They  want  practical  options  that  address  our  most 
urgent  health  care  concerns,  not  sweeping,  speculative  schemes 
that  would  undermine  the  strengths  of  our  current  system. 

Moreover,  although  there  have  been  proposed  some  30  or  more 
|  health  care  proposals — there  is  not  a  single  consensus,  among  the 
!  American  people  and  the  health  policy  community,  about  what  is 
!    to  be  done. 

However,  there  are  immediate  and  practical  options  that  we 
should  seriously  deliberate.  These  options  are  not  set  in  stone  and  I 
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am  certain  that  additional  practical  ideas  will  be  advanced  but 
these  options  offer  a  good  starting  point. 

One,  making  the  cost  of  health  insurance  more  affordable  and 
stabilizing  the  health  insurance  for  small  businesses; 

Two,  easing  barriers  to  high  quality,  cost-effective  managed  and 
coordinated  care  for  Medicaid  and  Medicare  participants  and  the 
broader  public; 

Three,  encouraging  the  use  of  more  cost-effective  health  care  pro- 
cedures through  effectiveness  research; 

Four,  exploring  tax  policies  that  would  both  increase  consumer 
awareness  of  the  true  cost  of  health  care,  and  distribute  current 
tax  subsidies  more  equitably; 

Five,  upgrading  and  expanding  primary  health  care,  especially 
our  National  Health  Service  Corps  and  community  health  centers 
for  our  neediest  and  most  vulnerable  citizens;  and 

Six,  working  to  reduce  administrative  costs  in  our  current  pri- 
vate and  public  health  insurance  system. 

States  across  the  country  are  serving  as  laboratories  for  reform — 
testing  ideas  and  offering  practical  solutions.  Fortunately,  the 
policy  wizards  who  reside  within  the  beltway  do  not  possess  a  mo- 
nopoly on  new  ideas  for  health  care  reform.  Allowing  for  State  ex- 
perimentation represents  an  additional  course  for  how  our  Nation's 
health  care  system  could  be  structured  and  developed — that  is  by 
the  principle  of  federalism. 

As  I  believe  that  a  private-public  partnership  should  be  the  eco- 
nomic foundation  of  health  care;  so  do  I  believe  that  decentraliza- 
tion should  be  the  organizational  foundation. 

Today,  we  see  many  innovations  at  the  State  level.  For  example: 
new  laws  in  Virginia,  the  State  of  Washington,  and  Florida  permit 
experimental,  limited  coverage  for  small  companies  that  do  not  al- 
ready offer  health  insurance.  Connecticut  temporarily  reduced 
rates  for  small  firms  by  waiving  the  premium  tax  on  new  policies, 
by  waiving  cost-sharing  provisions  for  low-income  employees,  and 
pooling  high  risks  through  a  reinsurance  mechanism.  In  Florida, 
the  State  subsidized  managed  health  care  program  for  small  busi- 
nesses has  over  1,000  small  firms  enrolled,  providing  coverage  to 
about  5,000  employees  and  their  dependents. 

We  may  not  always  agree  with  the  experiments  that  States 
choose  to  undertake,  but  they  serve  to  demonstrate  the  vitality  and 
resiliency  of  our  society  and  its  governing  structure. 

Local  solutions  for  local  problems  should  be  our  working  philoso- 
phy, as  should  learning  from  local  mistakes,  in  order  to  avoid  harm 
to  the  Nation  as  a  whole.  Indeed,  State  experimentation  makes  per- 
haps the  strongest  case  against  radical  reforms  such  as  a  centrally 
planned  system  of  medicine,  because  such  an  action  would  strangle 
innovation.  Likewise,  central  planning  could  cripple  a  free  market 
system  in  a  vibrant  economy,  which  has  shown  an  amazing  capac- 
ity for  finding  many  solutions  to  problems  on  its  own. 

I  also  believe  that  cost  containment  and  expanding  access  should 
be  part  of  the  formula  in  State  experimentation.  True  reform 
means  we  must  contain  costs  so  that  we  can  liberate  finite  and  pre- 
vious health  resources  to  expand  access. 

I  mentioned  earlier  that  an  idea  for  change  should  be  working  to 
reduce  administrative  cost  and  administrative  burdens  and  costs  in 
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our  public  and  private  insurance  systems.  At  the  same  time,  I  have 
become  increasingly  concerned  that  the  public  is  being  presented  a 
misleading  picture  of  the  potential  cost  savings  achievable  through 
decreasing  administrative  costs. 

To  be  sure,  there  are  economies  to  be  realized  by  both  public  and 
private  entities  in  the  cost  of  administering  our  products.  But  some 
analysts  today  wildly  exaggerate  the  magnitude  of  those  savings. 

Recent  studies  have  indicated  that  administrative  costs  account 
for  20  percent  or  more  of  American  health  care  costs.  We  think 
these  studies  are  flawed.  Nevertheless,  we  do  believe  an  examina- 
tion of  administrative  burdens  is  long  overdue  so  last  week  I  an- 
nounced my  intention  to  convene  a  "summit"  meeting  of  major  in- 
surers to  discuss  this  issue. 

The  summit  will  occur  in  the  next  month  or  so,  and  will  involve 
me  and  other  appropriate  officials  from  my  department,  as  well  as 
chief  executive  officers  of  our  Nation's  health  insurance  companies. 

The  purpose  will  be  to  get  input  from  these  executives  about 
what  industry  and  the  Bush  administration  could  do  to  constrain 
any  unnecessary  administrative  expenditures,  as  well  as  reduce,  or 
eliminate,  needless  paperwork. 

I  would  like  to  conclude  my  remarks  with  an  instructive  tale 
from  Greek  mythology.  It  is  the  story  of  Procrustes.  If  you  will 
recall,  Procrustes  was  a  giant  who  would  snatch  unwary  travelers 
and  tie  them  to  a  bed.  If  the  traveler  was  too  tall  for  the  bed,  Pro- 
crustes would  cut  their  limbs,  and  short  travelers  would  be 
stretched  to  get  a  perfect  fit.  As  we  undertake  health  care  reform, 
we  should  remember  this  tale  because  the  last  thing  the  American 
people  need  is  a  Procrustean  plan  which  assumes  that  one  size  fits 
all.  We  should  not  decapitate  what  is  good  in  our  current  system 
with  a  restrictive  scheme  which  will,  in  the  end,  sell  the  American 
people  short. 

Thank  you,  Mr.  Chairman,  and  I  welcome  your  comments  and 
questions  later. 
[The  prepared  statement  follows:] 
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STATEMENT  BY 

LOUIS  W.   SULLIVAN,  M.D. 
SECRETARY  OF  HEALTH  AND  HUMAN  SERVICES 

Mr.  Chairman  and  Members  of  the  Committee: 

Thank  you  very  much  for  the  opportunity  to  appear  before  you  today 
with  Director  Darman  to  discuss  an  issue  of  important  concern  to 
all  of  us.  It  has  been  only  a  few  months  since  my  last  appearance 
here,  but  I  always  benefit  from  the  give  and  take  with  the 
knowledge  able  members  of  this  committee. 

An  important  message  of  my  last  appearance  was  that  true  health 
care  reform  means  that  we  must  make  tough  choices  about  the 
distribution  of  limited  health  resources.  As  a  result  of  public 
and  private  health  insurance  coverage,  we  sometimes  fall  into  the 
alluring  trap  of  "money  is  no  object"  reasoning  when  it  comes  to 
health  care,  because  we  think  someone  else  is  paying  for  it.  Yet, 
we  all  are  paying  the  price  of  spiraling  health  costs  through 
increasing  medical  bills  and  burdensome  demands  on  government 
resources.  To  control  costs  while  expanding  access,  reform  is 
imperative. 

The  Triumph  vs.   the  Dilemma 

Today,  I  would  like  to  discuss  the  triumph  and  the  dilemma  of  our 
current  health  care  system. 

The  triumph  is  that  more  than  85  percent  of  the  population  is  now 
covered  in  full  or  in  part  by  health  insurance. 
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The  dilemma  is  twofold  -  first,  that  the  roughly  15  percent  of 
citizens  who  remain  without  insurance  are  now  outside  an 
established  social  and  economic  arrangement  —  usually  lacking 
access  to  adeguate  care.  Some  commit  the  error  of  portraying  the 
uninsured  as  a  homogeneous  group.  A  profile  just  developed  by  the 
Quadrennial  Commission  on  Social  Security  belies  the  stereotypes 
and  underscores  the  diversity  of  those  who  lack  health  insurance. 

The  Commission  profile  shows  that  the  uninsured  are  a  complex  mix 
of  (1)  persons  for  whom  health  insurance  is  not  available,  (2) 
persons  who  cannot  afford  coverage  that  is  available,  (3)  persons 
who  have  access  to  insurance  and  the  financial  resources  to 
purchase  it  but  choose  not  to  take  the  coverage  and  (4)  persons  who 
are  unaware  of  the  various  sources  of  insurance  that  may  be 
available  to  them. 

While  the  uninsured  are  disproportionately  nonwhite,  most  of  the 
uninsured  are  adults,  employed  or  dependents  of  employees,  in  good 
or  excellent  health  and  white.  Over  50  percent  have  family  incomes 
over  $2  0,000  and  over  11  percent  have  incomes  over  $50,000.  Just  as 
the  uninsured  are  not  a  homogeneous  group,  there  is  not  a  uniform 
solution  to  their  health  care  problems. 

The  second  half  of  our  health  care  dilemma  is  that  third-party 
reimbursements  have  caused  a  market  distortion.  Both  providers  and 
consumers    are    insulated    from    the    consequence    of    costs    —  an 
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important  reason  why  costs  have  skyrocketed. 

In  many  ways,  this  dichotomy  represents  the  fault  line  in  the 
debate  over  the  future  of  health  care  financing  and  access. 

Those  who  would  emphasize  the  triumph  recognize  that 
changes  need  to  be  made,  but  believe  that  the  health  care 
system  should  remain  essentially  intact. 

—  Those  who  would  emphasize  the  dilemma  believe  that  we 
should  scrap  the  existing  system  and  make  radical 
reforms . 

I  stand  with  those  who  emphasize  the  triumph.  Without  guest ion, 
changes  are  needed  within  the  existing  system;  but  the  best  avenue 
to  better  health  care  financing  and  access  is  through  our  current 
system  of  public-private  health  care.  The  vast  majority  of 
Americans  receive  the  finest  in  health  care.  They  will  not  —  and 
should  not  —  accept  radical  departures  from  a  system  that  offers 
them  so  much. 

Yet,  some  of  those  who  focus  on  our  health  care  dilemma  are 
suggesting  to  the  American  people  that  we  entertain  proposals  for 
radical  departures. 

Some  suggest  that  we  embrace  a  centrally-run  or  regulated  system, 
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either  in  the  form  of  national  health  insurance  or  the  so-called 
"play-or-pay"  approach-  I  am  convinced  that  such  approaches  would 
be  counter-productive: 

—      that  they  would  simply  finance  additional  inflationary 
pressures  on  health  care  from  the  taxpayers'  wallet; 

that  they  would  smother  competition  and  innovation  that 
is  the  key  to  continued  quality;  and 

that  they  would  lead  to  rationing  and  waiting  lists, 
exacerbating  our  problems  with  access  to  the  system. 

It  would  be  a  terrible  irony  if  at  the  precise  moment  in  history 
when  the  rest  of  the  world  is  moving  away  from  the 
inefficiencies,  distortions,  and  shortages  characteristic  of 
centrally-managed  economies,  we  go  in  the  opposite  direction. 

At  the  other  end  of  the  spectrum  are  those  who  likewise  emphasize 
the  dilemma,  but  call  for  much  greater  reliance  on  the  free 
market,   and  individually-purchased  health  insurance.     To  be  sure, 
this  general  approach  has  something  to  offer  us  as  a  first 
principle.     We  do  need  to  undergird  our  health  care  system  with 
free  market  incentives  and  efficiencies. 

Yet,   I  firmly  believe  that  full  access  to  health  care  in  America 
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will  continue  to  require  a  public  sector  that  provides  a 
safety-net  for  those  whom  the  market  overlooks.     And  I  believe 
that  the  high  quality  of  health  care  in  America  derives  in  part 
from  our  conviction  that  health  care  is  not  just  a  business  or 
industry.     The  health  professions  are  serving  professions, 
governed  by  the  highest  aspirations  of  ministry  to  mankind. 

Immediate  and  Practical  Options 

As  we  move  toward  health  care  reform  we  must  always  remember  that 
Americans  are  a  practical  people  that  want  results  and  not 
theories.     They  want  practical  options  that  address  our  most 
urgent  health  care  concerns  not  sweeping,   speculative  schemes 
that  would  undermine  the  strengths  of  the  current  system. 

Moreover,   although  there  have  been  proposed  some  3  0  or  more 
health  care  proposals — there  is  not  a  single  consensus  among  the 
American  people  and  the  health  policy  community  about  what  is  to 
be  done. 

However,  there  are  immediate  and  practical  options  that  we  should 
seriously  deliberate.     These  options  are  not  set  in  stone  and  I 
am  certain  that  additional  practical  ideas  will  be  advanced  -  but 
these  options  offer  a  good  starting  point. 

1.       Making  the  cost  of  health  insurance  more  affordable  — 
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and  stabilizing  the  health  insurance  market  —  for 
small  businesses. 

2.  Easing  barriers  to  high  guality,  cost-effective  managed 
and  coordinated  care  for  Medicaid  and  Medicare 
participants  and  the  broader  public. 

3.  Encouraging  the  use  of  more  cost-effective  health  care 
procedures  through  effectiveness  research. 

4.  Exploring  tax  policies  that  would  both  increase 
consumer  awareness  of  the  true  cost  of  health  care,  and 
distribute  current  tax  subsidies  more  equitably. 

5.  Upgrading  and  expanding  primary  health  care,  especially 
our  National  Health  Service  Corps,  and  Community  Health 
Centers  for  our  neediest  and  most  vulnerable  citizens; 
and 

6.  Working  to  reduce  administrative  costs  in  our  current 
private  and  public  health  insurance  system. 

State  Experimentation 

States  across  the  country  are  serving  as  laboratories  for 
reform  -  testing  ideas  and  offering  practical  solutions. 
Fortunately,  the  policy  wizards  who  reside  within  1-495  do  not 
possess  a  monopoly  on  new  ideas  for  health  care  reform.  Allowing 
for  state  experimentation  represents  an  additional  course  for  how 
our  nation's  health  care  system  could  be  structured  and  developed 
— that  is  by  the  principle  of  federalism. 


6 


694 


As  I  believe  that  a  private-public  partnership  should  be  the 
economic  foundation  of  health  care;   so  do  I  believe  that 
decentralization  should  be  the  organizational  foundation. 


Today  we  see  many  innovations  at  the  state  level.     For  example: 
o        New  laws  in  Virginia,  Washington,  and  Florida  permit 

experimental,   limited  coverage  for  small  companies  that 
do  not  already  offer  health  insurance, 
o        Connecticut  temporarily  reduced  rates  for  small  firms 
by  waiving  the  premium  tax  on  new  policies,  waiving 
cost-sharing  provisions  for  low-income  employees,  and 
pooling  high-risks  through  a  reinsurance  mechanism, 
o        In  Florida,  the  state-subsidized  managed  health  care 

program  for  small  businesses  has  over  1,000  small  firms 
enrolled,  providing  coverage  to  about  5,000  employees 
and  their  dependents. 


We  may  not  always  agree  with  the  experiments  that  states  choose 
to  undertake,  but  they  serve  to  demonstrate  the  vitality  and 
resiliency  of  our  society  and  its  governing  structure. 


Local  solutions  for  local  problems  should  be  our  working 
philosophy,   as  should  learning  from  local  mistakes  in  order  to 
avoid  harm  to  the  nation  as  a  whole.     Indeed,  state 
experimentation  makes  perhaps  the  strongest  case  against  radical 
reforms  such  as  a  centrally-planned  system  of  medicine  —  such  an 
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action  would  strangle  innovation.     Likewise,   central  planning 
could  cripple  a  free  market  system  in  a  vibrant  economy,  which 
has  shown  an  amazing  capacity  for  finding  many  solutions  to 
problems  on  its  own. 

I  also  believe  that  cost  containment  and  expanding  access  should 
be  part  of  the  formula  in  state  experimentation.     True  reform 
means  we  must  contain  costs  so  that  we  can  liberate  finite  and 
precious  health  resources  to  expand  access. 

Insurance  Summit 

I  mentioned  earlier  that  an  idea  for  change  should  be  working  to 
reduce  administrative  burdens  and  costs  in  our  public  and  private 
insurance  systems.     At  the  same  time,   I've  become  increasingly 
concerned  that  the  public  is  being  presented  a  misleading  picture 
of  the  potential  cost-savings  achievable  through  decreasing 
administrative  costs. 

To  be  sure,  there  are  economies  to  be  realize  by  both  public  and 
private  entities  in  the  cost  of  administering  our  products.  But 
some  analysts  today  wildly  exaggerate  the  magnitude  of  those 
savings. 

Recent  studies  have  indicated  that  administrative  costs  account 
for  20  percent  or  more  of  American  health  care  costs.     We  think 
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these  studies  are  flawed.     Nevertheless,  we  do  believe  an 
examination  of  administrative  burdens  is  long  overdue  so  last 
week  I  announced  my  intention  to  convene  a  "summit"  meeting  of 
major  insurers  to  discuss  this  issue. 

The  summit  will  occur  in  the  next  month  or  so,  and  will  involve 
me  and  other  appropriate  HHS  officials  and  chief  executive 
officers  of  health  insurance  companies.     The  purpose  will  be  to 
get  input  from  these  executives  about  what  industry  and  the  Bush 
Administration  could  do  to  constrain  any  unnecessary 
administrative  expenditures,  as  well  as  reduce,  or  eliminate, 
needless  paperwork. 

I  would  like  to  conclude  my  remarks  with  an  instructive  tale  from 
Greek  mythology.   It  is  the  story  of  Procrustes.     If  you  will 
recall,  Procrustes  was  a  giant  who  would  snatch  unwary 
travellers,   and  tie  them  to  a  bed.   If  the  traveller  was  too  tall 
for  the  bed,  Procrustes  would  cut  their  limbs  -  and  short 
travellers  would  be  stretched  for  the  perfect  fit.     As  we 
undertake  health  care  reform,  we  should  remember  this  tale 
because  the  last  thing  the  American  people  need  is  a  procrustean 
plan  which  assumes  that  one  size  should  fit  all.     We  should  not 
decapitate  what  is  good  in  our  current  system  with  a  restrictive 
scheme,  which  will,   in  the  end,   sell  the  American  people  short. 

Thank  you,   and  I  welcome  your  comments  and  questions. 
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Chairman  Rostenkowski.  Thank  you  Secretary  Sullivan. 
Mr.  Darman. 

STATEMENT  OF  HON.  RICHARD  G.  DARMAN,  DIRECTOR,  OFFICE 
OF  MANAGEMENT  AND  BUDGET 

Mr.  Darman.  Thank  you  very  much,  Mr.  Chairman,  ranking  Re- 
publican Congressman  Archer,  members  of  the  committee.  It  is  a 
pleasure  to  appear  before  you  once  again. 

Mr.  Chairman,  I  have  a  very  long  statement  which  is  before  each 
member,  and  with  your  permission,  I  would  ask  that  it  be  included 
in  the  record. 

I  think  you  will  find  it  extraordinarily  scintillating  reading,  but 
rather  than  take  the  committee's  time  by  reading  it  aloud  at  this 
moment,  I  would  volunteer  to  do  one  of  two  things.  I  would  be 
happy  to  just  stop  at  this  point  and  allow  you  to  use  the  time  with 
questioning,  or  if  you  would  prefer,  I  could  give  you  a  very  quick 
runthrough  of  what  is  here. 

Chairman  Rostenkowski.  Why  do  you  not  give  us  a  quick  run- 
through,  Mr.  Darman. 

Mr.  Darman.  Thank  you,  Mr.  Chairman. 

You  will  find  that  the  testimony  is  organized  as  a  series  of  18  rel- 
atively simple  observations  about  an  extremely  complicated  sub- 
ject. Nine  of  them  are  about  the  problem,  and  nine  of  them  are 
about  solutions. 

The  very  first  observation,  on  page  1, 1  would  just  underline  from 
a  budgetary  perspective,  and  that  is  the  growth  of  Federal  expendi- 
tures for  health  is  part  of  a  larger  problem — the  more  general 
budgetary  problem  of  the  explosion  of  mandatory  programs.  And  I 
would  offer  only  this  editorial  comment.  If  you  wanted  to  look  at 
one  subject  under  that  heading  that  probably  makes  the  most  dif- 
ference, it  is  the  subject  we  are  here  to  talk  about  today,  and  which 
this  committee  is  rightfully  working  so  hard  on. 

The  second  observation,  on  page  2,  is  well  known  to  the  commit- 
tee, that  health  expenditures  are  rising  at  a  rate  that  is  extremely 
high.  There  are  quite  a  number  of  charts  here  with  projections. 
The  main  point  I  would  underline  here  is  that  the  rate  is  simply 
not  sustainable.  We  can  project  these  very  high  levels  of  GNP  to 
which  health  might  grow.  It  is  a  practical  impossibility.  There  will 
have  to  be  some  comprehensive  or  substantial  incremental  reform 
to  prevent  these  projections  from  becoming  reality,  otherwise  the 
system  will  collapse  of  its  own  weight. 

Third,  on  page  3,  again,  I  think  this  is  widely  agreed.  I  just  note 
that  we  also  agree  that  although  real  per  capita  health  expendi- 
tures have  been  rising  dramatically,  there  are  reasons  to  be  dis- 
turbed about  both  the  adequacy  and  the  distribution  of  the  return 
on  this  increasing  investment.  The  current  system  is  not  as  effi- 
cient or  as  equitable  as  it  should  and  must  be. 

Jumping  to  the  fifth  observation,  on  page  4,  I  just  note  this — a 
point  which  is  not  made  as  frequently  as  I  would  have  thought  it 
might  be  made.  That  is  that  although  one  might  think  that  this 
massive  Federal  expenditure  for  health  should  go  substantially  to 
the  poor— that  is,  the  Governmental  expenditure — in  fact,  it  goes 
overwhelmingly  to  the  nonpoor. 
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I  would  call  your  attention,  particularly,  to  chart  15  which 
makes  that  point  graphically,  and  I  think  quite  dramatically  and, 
for  some,  surprisingly. 

Skipping  to  observation  7  on  page  4,  I  just  note  and  then  elabo- 
rate that  the  causes  of  the  health  cost  explosion  are  multiple.  They 
are  not  easy  to  disentangle  in  a  way  that  points  reliably  to  a  stable 
solution.  This  is  a  genuinely  hard  area  to  deal  with  analytically. 

On  page  5,  observation  8— of  course,  we  all  wish  to  see  life-ex- 
pectancy extended.  It  has  been.  It  will  continue  to  be.  Some  strate- 
gies to  continue  to  improve  life-expectancy  are  desirable,  but  it  is 
incumbent  upon  me  to  note  that  they  do  not  necessarily  reduce, 
and  they  may  substantially  increase  the  systemwide  costs. 

In  a  related  point,  in  observation  9,  the  last  with  respect  to  the 
problem  and  beginning  to  look  toward  solutions,  if  not  only  life  ex- 
pectancy but  also  maximum  life  span  are  likely  to  increase,  the 
costs  will  increase  still  more. 

Indeed,  a  significant  breakthrough  that  would  extend  lifespan,  if 
nothing  else  changed,  would  have  radical  adverse  consequences  for 
the  financing  of  the  system.  This  becomes  one  more  source  of  budg- 
etary pressure,  unless  our  society  finds  a  way,  also,  to  make  people, 
as  they  stay  healthy  longer,  able  to  work  longer  and  continue  to 
contribute  productively. 

Looking  toward  solutions — on  page  6,  I  would  just  note  the  first 
one,  observation  number  10,  that  the  administration  has  advanced 
publicly  a  set  of  responsible  initiatives  in  which  there  is  reason  to 
have  confidence.  I  summarize  those  there. 

Secretary  Sullivan  has,  of  course,  taken  the  lead  with  respect  to 
these.  I  know  they  are  well  known  to  the  committee,  and  I  would 
just  make  this  editorial  observation.  These  are  valuable^  responsi- 
ble, in  some  cases  potentially  even  dramatic  in  their  favorable 
effect,  but  for  a  variety  of  reasons  the  political  system  does  not  call 
them  comprehensive  reform. 

Observation  number  11,  there  are  several  pending  proposals  for 
small-group  market  reforms.  These  are  summarized,  or  at  least  a 
subset  of  them  is  summarized  at  appendix  1.  I  know  that  is  well 
known,  also,  to  the  committee.  Some  committee  members  are  spon- 
sors. I  am  sure  we  will  want  to  talk  about  those  in  response  to  your 
questions.  I  just  note  that  those,  too,  the  political  system  says,  do 
not  add  up  to  comprehensive  reform. 

Jumping  to  number  13,  on  page  7,  I  note  that  in  thinking  about 
comprehensive  reform,  for  those  who  wish  to  do  so — and  we  are 
among  those — there  are  literally  thousands  of  complex  technical 
issues.  There  are  also,  however,  larger  issues  that  are  rather  basic 
philosophical  issues,  that  should  be  directly  addressed  if  one  is  talk- 
ing about  comprehensive  reform. 

I  have  pointed  to  two  large  issues.  One  involves  the  question  re- 
lated to  who  should  bear  the  burden  of  financial  responsibility,  and 
I  note  here  editorially  that  most  of  the  comprehensive  plans  put 
forward  do  not  really  address  that  question  systematically.  They 
address  it  only  indirectly. 

Second,  in  seeking  to  control  costs,  on  what  cost-control  approach 
does  one  wish  to  rely?  And  I  have  just  summarized  the  basic  com- 
peting approaches  there.  What  one  says  in  response  to  that  ques- 
tion has  profound  implications  for  the  character  of  the  system. 
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Number  14 — addressing  the  access  problem  inescapably,  and  I 
underline  inescapably,  means  shifting  tens  of  billions  of  dollars  per 
year  of  health  care  financing.  And  I  would  call  your  attention  to 
pages  7  and  8  for  a  relatively  neat  listing  of  the  generic  options  for 
financing,  some  of  which  we  support,  some  of  which  we  do  not. 

On  page  8,  observation  15,  because  many  financing  options  are 
unappealing,  some  people  seem  attracted  to  supposedly  painless  op- 
tions such  as  administrative  savings.  And  as  Secretary  Sullivan  has 
pointed  out,  it  is  important  that  we  do  achieve  additional  adminis- 
trative savings,  and  I  would  hope  that  his  summit  with  the  insur- 
ers would  help  to  that  end. 

But,  upon  careful  examination,  it  is  at  least  our  preliminary 
judgment — I  underline  preliminary — that  proposals  to  finance  uni- 
versal access  via  savings  in  administrative  costs  generally  come  up 
short,  in  fact  they  may  come  up  way,  way  short. 

I  have  included  at  appendix  2,  a  chart  which  helps  focus  on  the 
issue  of  administrative  costs,  and  on  the  remaining  financing  gaps 
associated  with  different  plans.  I  underline  that  that  is  a  prelimi- 
nary analysis,  and  I  feel  quite  sure  that  it  will  have  to  be  revised 
over  time,  but  it  is  at  least  a  starting  point  on  which  to  focus. 

Observation  number  18,  I  suggest  that  if  the  risks  of  incrementa- 
lism  are  deemed  unacceptable  to  the  committee  or  the  Congress  at 
this  stage,  and  there  is  a  disposition  to  move  toward  comprehensive 
reform,  then  I  think  it  is  necessary  to  face  up  to  a  basic  conceptual 
choice  that  is  involved.  In  fact,  this  is  one  of  the  reasons  it  is  so 
difficult  to  achieve  consensus. 

There  is  this  choice  involved.  It  is  a  choice  that  can  be  grossly 
oversimplified,  as  a  choice  between  a  Canadian-style  system,  a 
play-or-pay  system,  and  a  procompetitive  system. 

These  are  fundamentally  different  alternatives.  They  do  not  lend 
themselves  well  to  a  mix  and  match  approach.  But  if  we  do  wish  to 
have  a  coherent  approach  to  reform,  at  some  stage,  the  political 
system  will  have  to  choose  one  of  these  conceptual  alternatives. 

To  facilitate  choice,  I  have  tried,  in  a  grossly  simplified  way,  at 
attachment  1,  to  array  the  choices  and  some  of  the  characteristics 
that  are  associated  with  any  system,  and  how  these  basic  choices 
differ  with  respect  to  those  characteristics. 

With  that,  Mr.  Chairman,  by  way  of  introduction,  I  would  again 
thank  you  very  much  for  inviting  Secretary  Sullivan  and  me  to 
appear,  and  I  emphasize,  as  he  has,  that  we  look  forward  to  work- 
ing with  you  and  the  committee  in  pursuit  of  a  mutually  agreeable 
approach  to  reform,  both  incrementally  and,  in  time,  comprehen- 
sively. 

We  thank  you  very  much. 

[The  prepared  statement  follows:] 
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COMPREHENSIVE  HEALTH  REFORM: 
OBSERVATIONS  ABOUT  THE  PROBLEM  AND 
ALTERNATIVE  APPROACHES  TO  SOLUTION 

Presented  lb 

THE  HOUSE  COMMITTEE  ON  WAYS  AND  MEANS 
.  By 

RICHARD  DARMAN 

DIRECTOR,  OFFICE  OF  MANAGEMENT  AND  BUDGET 
October  10,  1991 

Chairman  Rostenkowski,  Ranking  Republican  Congressman  Archer,  and  Members  of 

the  Committee: 

Thank  you  for  inviting  me  to  testify.  It  is  a  pleasure,  once  again,  to  appear  before  the 
distinguished  Ways  and  Means  Committee. 

The  subject  of  health  system  reform  is  extremely  important  and  highly  complex.  Most 
Amercians  are  satisfied  with  the  general  quality  of  American  health  care.  But  they  are 
nonetheless — and  rightly — concerned  about  excessive  costs  and  evident  inequities  in  the 
American  health  system.  There  is  a  strong  consensus  that  the  system  is  in  need  of 
substantial  reform.  Proposals  for  comprehensive  reform  have  proliferated.  But  there  is,  as 
yet,  little  (or  no)  consensus  on  the  details  (or  even  the  general  outlines)  of  a  satisfactory 
solution. 

The  lack  of  consensus  derives  in  part  from  the.  complexity  of  the  problem  and 
inherent  practical  difficulties  associated  with  practical  "solutions".  It  also  derives  from  a 
divergence  of  views  about  basic  ideological  issues. 

The  President  has  directed  his  Administration  to  develop  recommendations  for 
comprehensive  reform.  We  are  in  the  process  of  doing  so,  and  look  forward  to  presenting  a 
comprehensive  approach  to  the  Congress  when  we  are  satisfied  that  it  is  right.  In  the 
interim,  we  have  presented  a  series  of  incremental  reform  measures.  The  Congress  has 
not  yet  acted  on  several  of  these  (e.g.,  malpractice  reform,  cost  control,  reduced  subsidies 
for  the  rich) — for  reasons  that  some  say  involve  a  desire  to  act  more  comprehensively. 

With  that  interest  in  view,  I  offer  eighteen  simple  observations — half  about  the 
problem,  half  about  solutions.  In  doing  so,  I  should  underline  what  is  well-known  to  those 
who  have  struggled  with  these  issues:  while  these  observations  may  be  simple,  an 
acceptable  solution  probably  is  not.  Nonetheless,  I  hope  the  observations  may  help  frame 
a  perspective  that  can  guide  us  toward  a  sound  and  comprehensive  solution. 

NINE  SIMPLE  OBSERVATIONS  ABOUT  "THE  PROBLEM" 

SIMPLE  OBSERVATION  NUMBER  (1): 

The  growth  of  federal  expenditures  for  health  is  part — an  increasingly 
important  part— of  a  more  general  budgetary  problem:  the  explosion 
of  "mandatory"  programs. 

"Mandatory"  programs  are  not  subject  to  annual  appropriation  by  the  Congress.  Once 
established,  they  spend — and  typically  grow — automatically.  They  have  been  steadily 
taking  over  the  federal  budget.  (See  charts  1  and  2.) 

"Mandatories"  include  "entitlement"  programs  that  grow  automatically  with  popula- 
tion or  demand  for  services.  "Entitlements"  also  typically  grow  with  automatic  upward 
adjustments  for  inflation.  In  some  cases  (as  with  health)  the  upward  adjusting 
mechanisms  are  tied  to  indexes  that  are  greater  than  the  general  inflation  rate.  In  all 
cases,  such  indexes  can  contribute  either  directly  to  further  inflation,  or  indirectly  to  a 
weakening  of  the  political  will  to  limit  inflation.  Further,  the  eligible  class  of  beneficiaries 
is  often  very  broad.  This  renders  such  entitlements  inefficient  as  anti-poverty  programs. 
But  the  very  eligibility  breadth  that  thus  renders  them  inefficient  makes  them  politically 
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attractive  for  further  expansion — and  highly  unattractive  for  restraint.  This  has 
effectively  become  a  generic  problem  for  a  wide  range  of  "entitlement"  programs. 

Beyond  "entitlements",  "mandatory"  programs  also  include  subsidies  that  range  from 
certain  specialized  credit  programs  to  deposit  insurance  for  a  limitless  number  of 
hundred-thousand-dollar  accounts.  In  my  first  Introduction  to  the  President's  Budget,  I 
highlighted  these  "mandatory"  programs  and  other  hidden  liabilities.  I  referred  to  them  as 
'hidden  PACMEN  .  .  .  each  waiting  to  spring  forward  and  consume  another  line  of 
resource  dots  in  the  budget  maze."  At  that  time,  I  put  "rising  costs  of  health  care"  high  on 
the  list  of  hidden  PACMEN.  But  I  tried  to  emphasize  then — as  I  again  try  to  emphasize 
now— that  the  budgeting  problem  is  broader  than  any  particular  case. 

In  the  past  two  years,  we  have  made  significant  progress  in  improving  the 
government's  ability  to  account  for  hidden  PACMEN.  But  until  the  Congress  develops  an 
effective  means  to  subject  the  full  range  of  mandatory  programs  to  routine  systematic 
budgetary  discipline  and  reform — above  and  beyond  the  valuable  recent  advances  of  credit 
reform  and  pay-as-you-go — cost  control  in  one  area  is  likely  to  be  offset  by  further 
expansions  in  other  areas. 

Put  another  way:  The  basic  budgetary  problem  is  not  addressed  by  focusing  on  health 
costs  alone. 

That  said,  it  is  noteworthy  with  regard  to  health  that: 

(a)  Health  outlays  have  become  a  highly  significant  portion  of  the  exploding 
mandatory  total.  (See  charts  3  and  4.) 

(b)  Indeed,  health  entitlements  will  soon  surpass  Social  Security  as  the  single  largest 
component  of  mandatory  spending.  (See  chart  5.) 

(c)  The  problem  of  exploding  federal  health  expenditures  is  exclusively  in  the 

"mandatory" programs— not  in  the  discretionary  health  programs.  (See  chart  6.) 

SIMPLE  OBSERVATION  NUMBER  (2): 

Health  expenditures  are  rising  at  a  rate  that  is  not  only  high,  but  also 
unsustainable. 

(a)  Federal  health  outlays  are  growing  rapidly  by  virtually  all  measures — as  a 
percent  of  all  federal  outlays;  as  a  percent  of  all  outlays  except  Social  Security 
and  interest;  and  as  a  percent  of  GNP.  (See  chart  7.) 

(b)  Medicare  Part  B  is  now  about  3  percent  of  the  federal  budget.  But  it  alone  is  on  a 
growth  path  that  could  exceed  11  percent  of  the  federal  budget  by  2030  (assuming 
continuation  of  a  25  percent  beneficiary  premium  contribution).  It  would  be  still 
higher  if  the  beneficiary  premium  growth  were  limited.  The  combination  of 
Medicare  Parts  A  and  B  is  now  about  9  percent  of  the  federal  budget.  Medicare  is 
projected  to  exceed  27  percent  of  the  federal  budget  by  2025  (assuming  the 
federal  budget  is  at  20  percent  of  GNP).  This  means  that  to  support  current 
Medicare  projections  alone,  either  the  federal  budget  would  have  to  grow  far 
beyond  20  percent  of  GNP  or  the  rest  of  the  budget  would  have  to  decline  by  more 
than  20  percent  in  real  terms — in  order  to  make  room  for  Medicare.  (See  chart  8.) 

(c)  Total  public  and  private  health  spending  is  on  a  growth  path  that  would  take  over 
the  Gross  National  Product — if  that  were  not  a  practical  impossibility.  Total 
health  spending  has  grown  from  less  than  6  percent  of  GNP  three  decades  ago  to 
about  13  percent  today.  It  is  currently  projected  to  reach  16  percent  by  the  year 
2000  and  26  percent  of  GNP  by  2030  (assuming  some  slowing  of  recent  growth). 
If,  after  the  year  2000,  projected  health  spending  grew  only  for  demographic 
reasons — but  not  for  excess  health  inflation — it  would  still  exceed  16  percent  of 
GNP  by  2030.  (See  chart  9.) 

Even  if  it  were  possible  to  imagine  a  GNP  and  a  federal  budget  that  were  each  over 
30  percent  health — which  is  difficult — it  is  even  more  difficult  to  see  how  such  levels 
would  be  satisfactorily  financed.  Individuals  are  already  complaining  that  they  are 
overburdened  with  health  costs.  And: 

(d)  Business  spending  on  health  premiums  has  already  risen  substantially  as  a 
percent  of  compensation  and  wages — and  is  now  in  excess  of  100  percent  of 
after-tax  profits.  (See  chart  10.) 

(e)  Just  to  close  the  currently  projected  Medicare  fiscal  financing  gap  (for  the  year 
2035)  has  been  estimated  to  require  the  equivalent  of  an  additional  6  percent  of 
OASDI  payroll  under  intermediate  economic  assumptions  (and  16  percent  of 
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OASDI  payroll  under  more  pessimistic  assumptions).  Putting  aside  whether  this 
is  desirable  (which  it  is  not),  it  does  not  even  seem  plausible.  (See  chart  11.) 
NOTE:  This  would  be  even  less  plausible  if  combined  with  the  topical  proposal  to 
abandon  the  bipartisan  Social  Security  agreement  and  adopt  current-cost-financ- 
ing for  Social  Security.  Such  a  proposal  would  require  a  major  Social  Security  tax 
increase  in  the  future  (and  is  strongly  opposed  by  the  Administration).  The 
combination  of  hypothetical  large  increases  in  both  Social  Security  and  Medicare 
taxes  is  surely  prohibitive. 

SIMPLE  OBSERVATION  NUMBER  (?): 

Although  real  per  capita  health  expenditures  have  been  rising 
dramatically,  there  are  reasons  to  be  disturbed  about  both  the 
adequacy  and  the  distribution  of  the  return  on  this  increasing 
investment. 

(a)  Real  per  capita  health  expenditures  have  not  only  risen  dramatically  in  the 
United  States  (See  chart  12).  They  have  also  far  out-paced  the  per  capita 
expenditures  of  all  other  OECD  countries — even  when  adjusted  for  differences  in 
per  capita  GDP.  (See  chart  13.) 

(b)  Yet,  by  several  measures,  U.S.  health  status  is  not  conspicuously  superior;  and  by 
some  measures,  it  is  inferior.  Our  neighbor  to  the  north,  for  example,  spends  a 
fraction  of  what  we  do  on  health  per  capita  and  as  a  percent  of  GNP — but 
nonetheless  enjoys  lower  maternal  and  infant  mortality  rates,  lower  mortality  for 
low-risk  and  moderate-risk  surgery,  and  higher  life  expectancy  for  both  men  and 
women  (accounted  for  partly  by  demographics). 

(c)  Further,  there  is  the  much-noted  problem  of  uneven  access  to  health  insurance  and 
health  care.  Roughly  13  percent  of  Americans  have  been  estimated  to  be 
completely  uninsured — and  as  many  as  28  percent  may  be  uninsured  for  one 
month  or  more.  (This  is  discussed  further  below.) 

SIMPLE  OBSERVATION  NUMBER  (4): 

The  problem  of  "the  uninsured"  is  not  quite  as  simple— in  either  its 
incidence  or  its  effect — as  some  may  naturally  think. 

(a)  For  the  uninsured  who  are  poor  and  unemployed,  the  problem  is  serious.  But  the 
general  problem  of  "the  uninsured"  is  not  principally  a  problem  of  those  below  the 
poverty  level.  70  percent  of  the  uninsured  are  above  the  poverty  level.  It  is  not 
principally  a  problem  of  the  permanently  unemployed.  Only  25  percent  of  the 
uninsured  are  out  of  work  for  a  full  year.  And  it  is  not  principally  a  problem  of  the 
young.  Only  26  percent  of  the  uninsured  are  under  18;  54  percent  are  between 
the  ages  of  25  and  64.  (See  chart  14.) 

(b)  Being  "uninsured"  does  not  mean  that  one  is  unable  to  receive  health  care.  It 
means,  rather,  that  one  is  more  likely  to  use  emergency  room  care  and  less  likely 
to  use  office,  clinic,  or  regular  inpatient  care.  This  is  not  to  suggest  that  this  is 
desirable.  It  is  not.  (Reliance  on  emergency  care  can  be  harmful  for  the  individual 
and  more  costly  for  society.)  The  intent  is  simply  to  clarify  that  "uninsured"  does 
not  mean  totally  unable  to  receive  care. 

(c)  Because  much  care  is  in  fact  provided  to  the  uninsured,  and  because  only  about 
half  of  this  care  is  paid  for  out-of-pocket  by  the  uninsured,  there  is  a  substantial 
residual  cost  that  is,  in  a  sense,  "uncompensated."  Such  costs  can  be  thought  of  as 
covered  by  subsidies  of  one  sort  or  another.  For  example,  insured  employees  are 
charged  more  to  cover  "uncompensated"  costs  of  the  uninsured.  And  hospitals 
may  be  thought  of  as  covering  "uncompensated"  care  through  "disproportionate 
share"  hospital  payments,  through  tax  subsidies  for  hospital  finance,  charitable 
contributions,  and  non-profit  treatment,  etc.  A  corollary  of  this  point  is  that 
increased  coverage  of  the  uninsured  does  not  necessarily  translate  into  fully 
proportional  increases  in  system-wide  costs.  Part  of  what  may  be  involved  is 
shifting  the  incidence  of  the  burden  (although  there  are  obviously,  also,  increases 
to  be  expected  from  greater  utilization).  This  complication  makes  efficient 
targeting  of  remedies  difficult. 
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SIMPLE  OBSERVATION  NUMBER  (5): 

Although  one  might  think  that  the  massive  federal  expenditures  for 
health  should  go  substantially  to  the  poor,  in  fact  they  go  over- 
whelmingly to  the  non-poor. 

(a)  For  fiscal  year  1992,  total  federal  health  expenditures  (tax  and  outlay)  are 
estimated  at  over  $250  billion — of  which  only  $53  billion  (21  percent)  is  estimated 
to  go  to  the  poor.  (See  chart  15.) 

(b)  While  less  than  half  of  Medicaid  expenditures  go  to  people  above  poverty,  almost 
90  percent  of  Medicare  expenditures  go  to  people  above  the  poverty  level.  And 
almost  100  percent  of  tax  expenditures  for  employer-provided  health  plans  go  to 
people  above  the  poverty  line.  (See  chart  16.) 

SIMPLE  OBSERVATION  NUMBER  (6): 

Reducing  public  subsidies  for  the  non-poor  can  help  free  limited 
public  funds  for  other  purposes  (including  expanded  health  benefits 
for  the  poor  or  the  uninsured  near-poor) — but  this  is  a  matter  of  public 
budgeting  and  equity,  not  system-wide  cost  control. 

Because  the  projected  future  levels  of  federal  health  expenditures  are  not  sustainable 
(as  noted  above),  the  political  system  is  likely  to  be  driven  toward  reduction  of  subsidies 
for  the  non-poor.  (A  start  in  this  direction  is  proposed  in  the  President's  budget.)  But  from 
a  system-wide  perspective,  budgetary  savings  from  subsidy  reduction  would  be  largely 
offset  by  a  shift  of  the  payment  burden  to  currently-subsidized,  non-poor,  private 
individuals.  And  if  the  budgetary  "savings"  were  spent  on  increased  health  benefits  for  the 
poor,  equity  might  be  improved,  but  system-wide  health  expenditures  would  go  up. 

SIMPLE  OBSERVATION  NUMBER  (7): 

The  causes  of  the  health  cost  explosion  are  multiple — and  not  easy  to 
disentangle  in  a  way  that  points  reliably  to  a  stable  solution. 

(a)  It  is  clear  that  health  costs  have  exploded  as  third-party  payments  have  displaced 
individual  out-of-pocket  payments  for  health.  (See  chart  17.)  Common  sense 
suggests  a  causal  connection.  And  some  empirical  evidence  suggests  that  greater 
out-of-pocket  cost-sharing  by  individuals  could  help  reduce  excess  utilization.  But, 
while  desirable,  there  has  been  evident  resistance  to  this.  The  trend  toward 
third-party  payment  seems  to  be  a  long-term  secular  trend — influenced  by  a 
combination  of  public-spirited  concerns  for  equity,  tax  incentives,  and  private 
desires  (both  rational  and  "irrational")  for  insurance  coverage.  Further,  evidence 
suggests  that  while  cost-sharing  can  usefully  influence  individuals'  decisions 
whether  or  not  to  visit  a  doctor,  once  in  the  care  of  a  doctor,  individuals  often 
defer  to  doctors.  That  is,  health  service  suppliers — not  consumers — tend  to 
become  the  determinants  of  the  quality  and  quantity  of  care. 

(b)  Whatever  the  cost  and  regulatory  strains  on  the  system,  physicians'  incomes  do 
not  seem  to  have  suffered.  They  averaged  $155,800  for  1989 — widening  their  lead 
over  physicians  in  all  other  countries. 

(c)  It  is  possible  to  distinguish  several  contributing  elements  of  national  health 

spending  growth:  general  inflation,  population  growth,  relative  aging  of  the 
population,  growth  of  volume  and  intensity  of  care,  and  medical  inflation  in 
excess  of  the  CPI.  For  the  past  three  decades,  total  health  spending  has  increased 
an  average  of  11.26  percent  per  year.  After  adjusting  for  general  inflation  and 
population,  real  per  capita  health  spending  has  increased  by  4.75  percent  per 
year.  Almost  all  of  that  has  been  accounted  for  by  medical  inflation  in  excess  of 
the  CPI  (1.71  percent)  and  by  growth  in  volume  and  intensity  per  capita  (2.43 
percent).  (See  chart  18.)  Over  the  long  term,  medical  visits  and  inpatient 
admissions  per  capita  have  been  relatively  stable;  and  average  hospital  length  of 
stay  has  actually  declined.  The  increase  in  service  intensity  per  capita  seems  to 
have  been  the  most  significant  contributor  to  real  per  capita  health  expenditure 
growth.  (See  chart  19.) 

(d)  But  while  it  is  possible  to  make  these  interesting  statistical  observations,  it  is 
difficult  to  go  beyond  them  and  determine  definitively  how  much  of  the  volume 
and  intensity  growth  is  due  to  genuinely  valuable  technological  advance,  how 
much  due  to  excessive  "defensive  medicine,"  how  much  due  to  managerial 
ineffectiveness,  and  how  much  due  to  gaming  of  a  price-regulated  system  in  order 
to  keep  income  rising. 
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(e)  Experience  with  many  of  the  health  system  reforms  tried  to  date  provides  a 
substantial  record  of  unintended  (and  often  undesired)  secondary  effects — as 
"simple"  solutions  have  been  applied  to  a  complex  system. 
There  seems  to  be  an  inherent  dilemma  in  the  area  of  health  care.  Because  medical 
diagnosis  and  prescription  have  been  largely  in  the  hands  of  the  professional  provider,  not 
the  consumer,  consumer-based  market  discipline  has  been  weak.  The  problem  is 
compounded  by  the  apparent  fact  that  consumers  themselves  tend  to  be  risk-averse  when 
it  comes  to  health.  That  is,  they  are  inclined  to  "overconsume"  (relative  to  what  economic 
optimization  would  dictate)  in  order  to  keep  risk  as  close  to  zero  as  possible.  Providers,  of 
course,  have  incentives  to  over-provide  or  over-price — unless  there  are  meaningful 
competitive  restraints,  or  aggregate  caps  on  available  income.  Meaningful,  market- 
oriented  competitive  pressures  have  been  difficult  to  establish  for  reasons  of  politics, 
consumer  attitudes,  and  market  structure  and  dynamics.  Costs,  and  associated 
frustrations,  have  therefore  mounted.  And  with  them,  have  come  increased  tendencies 
toward  anti-market-oriented  regulatory  reactions.  But  partial  regulatory  "solutions"  only 
lead  to  gaming.  And  comprehensive  regulatory  "solutions"  tend,  over  time,  to  lead  to 
inefficient  resource  allocation  and/or  rationing.  A  way  out  of  this  dilemma  that  is  both 
politically  viable  and  substantively  sound  is  not  immediately  evident. 

SIMPLE  OBSERVATION  NUMBER  (8): 

Strategies  to  continue  to  improve  life  expectancy  are  desirable — but 
they  do  not  necessarily  reduce  (and  may  substantially  increase) 
system-wide  costs. 

(a)  Average  life  expectancy  at  birth  has  been  rising  steadily,  and  is  projected  to 
continue  to  do  so.  (See  chart  20.)  From  the  standpoint  of  those  who  value  life  (i.e., 
almost  all  of  us),  this  is  unquestionably  a  favorable  development.  But  from  the 
standpoint  that  is  concerned  about  rising  health  expenditures,  it  may  be  a  mixed 
blessing — as  discussed  below. 

(b)  Net  economic  benefits  to  society  can  be  positive  if  people  who  are  enabled  to  live 
longer  are  also  able  to  be  productive.  But  there  are  several  types  of  cases  where 
this  test  is  not  met.  For  example: 

(i)  where  infant  mortality  is  reduced,  but  other  factors  influencing  subsequent 
life  chances — e.g.,  remediation  of  disability;  provision  of  opportunity  to 
escape  a  poverty  environment — are  not  addressed; 

(ii)  where  relatively  sudden  natural  death  (as,  e.g.,  from  heart  attack)  is 
avoided,  only  to  substitute  slower  natural  death  (as,  e.g.,  from  Alzheimer's); 

(iii)  where  natural  death  is  prolonged  by  technological  advances  sufficient  to 
prevent  death,  but  not  sufficient  to  restore  healthy  functioning;  or 

(iv)  where  the  period  of  healthy  functioning  is  extended  (beyond  age  65,  say), 
but  opportunities  (or  incentives)  for  productive  activity  are  not. 

(c)  This  is  not  to  suggest  that  life  should  not  be  extended  in  such  cases.  As  a  matter 

of  political,  socio-psychological,  and  ethical  reality,  it  is  likely  that  society  will 
wish  to  invest  in  the  extension  of  life  without  much  regard  to  economics.  This  is  a 
testament  to  the  strength  of  the  human  spirit.  But  given  this  strength,  the  point 
is:  complementary  policies  need  to  be  pursued  to  increase  the  likely  productivity  of 
lives  that  are  extended — or  else  the  net  cost  to  society  will  continue  to  mount. 

SIMPLE  OBSERVATION  NUMBER  (9): 

If  not  only  average  life  expectancy,  but  also  maximum  life  span  are 
likely  to  increase,  costs  will  increase  still  more— and  budgetary 
considerations  will  become  an  important  additional  justification  for 
raising  the  retirement  age  and  providing  satisfactory  work  op- 
portunities for  healthy  older  Americans. 

(a)  Not  only  is  life  expectancy  at  birth  increasing;  but  life  expectancy  for  those  who 
reach  age  65  is  also  steadily  increasing.  (See  chart  21.)  Further,  the  percentages  of 
the  population  surviving  to  ages  65  and  85  have  been  steadily  increasing.  (See 
chart  22.)  And  large  percentages  of  those  who  are  living  longer  are  remaining 
healthy  longer. 

(b)  But  the  retirement  age  has  not  been  increasing.  As  a  result,  the  percent  of  the 
population  that  is  healthy-but-retired  is  increasing.  For  those  who  benefit  from 
longer,  healthier  retired  lives,  this  is  clearly  desirable.  But  longer  retired  life  for 
more  people  can  become  a  growing  economic  burden  for  those  who  are  working. 
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Although  not  directly  a  matter  of  health  policy,  this  increasing  economic  burden 
is,  in  effect,  a  consequence  of  some  of  the  successes  of  health  policy  (and  the 
associated  failure  to  keep  retirement  in  line  with  such  successes), 
(c)  While  average  life  expectancy  is  rising,  the  natural  upper  limit  on  human  life 
span  may  not  be  (or  may  not  be  rising  much).  How  much  this  upper  limit  might 
rise  is  a  matter  of  scientific  dispute.  But  it  is  not  inconceivable  that  the  current 
investment  in  basic  research,  genetic  research,  and  biotechnology  may  produce 
breakthroughs  that  could  significantly  increase  the  upper  "limit"  of  human  life 
span.  If  such  breakthroughs  were  achieved — or  were  likely — the  need  to  adjust 
retirement  policies  would  be  still  greater. 

NOTE:  Current  Social  Security  and  Medicare  projections  do  not  assume  such 
breakthroughs.  With  current  demographic  assumptions,  relatively  modest 
changes  in  the  retirement  age  translate  into  large  budgetary  savings.  By  way  of 
illustration:  If  the  normal  retirement  age  were  gradually  raised  to  69  by  the  year 
2022  (starting  in  the  year  2000),  savings  would  be  greater  than  $25  billion  (in 
1992  dollars)  per  year. 

NINE  SIMPLE  OBSERVATIONS  ABOUT  "THE  SOLUTION" 

SIMPLE  OBSERVATION  NUMBER  (10): 

The  Administration  has  advanced  publicly  a  set  of  responsible  in- 
itiatives, in  which  there  is  reason  to  have  confidence — but  these  have 
not  been  viewed  as  "comprehensive";  and  many,  though  worthy,  have 
not  been  enacted. 

Among  these  initiatives  are  proposals  to: 

•  increase  investment  in  health  research  and  development; 

•  target  resources  on  infant  mortality  reduction  and  maternal  health  improvement; 

•  reduce  subsidies  for  the  non-poor; 

•  create  incentives  for  more  widespread  adoption  of  malpractice  reform  by  the  States; 

•  limit  the  growth  of  selected  overpriced  physicians'  fees;  and  end  abuses  such  as 
inappropriate  Medicaid  "donor"-and-"tax"-"match"  schemes; 

•  encourage  and  evaluate  natural  experimentation  among  the  States;  and 

•  increase  the  focus  on  prevention  and  personal  responsibility. 

It  is  especially  noteworthy  that  the  last  of  these  initiatives  alone  has  the  potential  for 
genuinely  radical  improvement  in  American  health.  As  Secretary  Sullivan  has  noted,  it 
has  been  estimated  that  responsible  modification  of  ten  behavioral  risk  factors — within 
the  discretionary  control  of  individuals — could  reduce  premature  death  and  disability  by 
about  half.  None  of  the  so-called  "comprehensive"  reform  proposals  comes  close  to  such 
favorable  potential.  Yet,  ironically,  proposals  to  encourage  behavioral  change  seem  to  get 
relatively  little  attention  in  discussions  of  "reform". 

SIMPLE  OBSERVATION  NUMBER  (11): 

There  are  several  pending  proposals  for  small  group  market  reforms, 
which  could  address  a  significant  portion  of  the  "access"  problem — 
but  these,  too,  are  not  deemed  "comprehensive". 

A  summary  description  and  assessment  of  small  group  market  reforms  is  at  Appendix  1. 

SIMPLE  OBSERVATION  NUMBER  (12): 

To  meet  the  political  system's  current  definition  of  "comprehensive",  a 
plan  seems  to  have  to:  (a)  provide  access  to  affordable  health 
insurance  coverage  for  all  (or  almost  all)  Americans;  and  (b)  control 
the  growth  of  health  costs— but  the  political  system  seems  to  be 
enforcing  a  political  bargain  upon  itself:  trading  cost  control  for 
access  and  vice-versa. 

It  is  obvious  that  the  problem  of  containing  cost  growth  is  more  than  serious  enough 
to  merit  attention  independently.  (See  the  discussion  of  the  problem,  above.)  But,  as  a 
practical  political  matter,  virtually  all  current  comprehensive  plans  seek  to  "buy" 
otherwise  unpopular  disciplinary  measures  with  increased  access,  and  to  pay  for  increased 
access  (at  least  partly)  with  increased  disciplinary  measures. 


706 


SIMPLE  OBSERVATION  NUMBER  (13): 

In  thinking  about  "comprehensive  reform",  there  are  literally 
thousands  of  complex  technical  issues — but  larger  than  these  are  two 
rather  basic  philosophical  issues  that  should  be  directly  addressed, 
yet  typically  are  not: 

•  In  financing  increased  "access",  who  should  bear  the  burden  of  financial  responsibil- 
ity? 

—  for  the  poor  (now  a  combination  of:  charity,  cross-subsidy,  States,  and  the 
Federal  government); 

—  for  those  employed  who  are,  not  now  offered  affordable  insurance  (now 
principally:  charity  and  family  resources); 

—  for  the  aged  (now  principally  insured  by  subsidized  Medicare,  regardless  of 
income); 

—  for  those  in  need  of  long-term  care  (now  principally:  families  and  State-Federal 
Medicaid). 

NOTE:  Few  of  the  current  plans  start  from  (or  end  up  with)  a  particularly  coherent 
set  of  answers  to  this  question. 

•  In  seeking  to  control  costs,  on  what  cost-control  approach  does  one  wish  to  rely? 

—  governmental  budgetary  caps  (Canada,  Europe,  Russo  et  al.,  Medicare  phys- 
icians payment  system); 

—  expanded  direct  regulation  (Canadian-type  plans,  most  "play-or-pay"  plans, 
many  States); 

—  incentives  or  requirements  for  "managed  care"  (HMOs,  PPOs,  etc.);  and/or 

—  increased  consumer  choice  in  the  context  of: 

—  greater  cost-sharing,  and/or 

—  greater  involvement  in  plan  selection  in  a  competitive  marketplace. 

NOTE:  The  specific  answers  to  these  questions  will  tend  to  determine  the  character 
(or  existence)  of  the  role  for  private  doctors,  providers,  and  insurers.  They  will  also 
determine  what  role  the  government  has  in  "rationing". 

SIMPLE  OBSERVATION  NUMBER  (14): 

Addressing  the  "access"  problem  inescapably  means  shifting  tens  of 
billions  of  dollars  (per  year)  of  health  care  financing. 

It  is  important  to  note:  the  total  cost  to  the  government  (or  even  to  the  system  as  a 
whole)  does  not  necessarily  have  to  go  up.  Under  most  plans,  however,  it  would  likely  go 
up  substantially.  What  happens  to  both  the  distribution  of  the  financial  burden — and  to 
the  total — depends  upon  answers  to  the  philosophical  questions  noted  above,  and  the 
selection  of  financing  options  from  among  the  following  Generic  Financing  and  Savings 
Options: 

(a)  reduce  defensive  medicine  and  malpractice  insurance  costs  via  enactment  of 
malpractice  reform; 

(b)  reduce  utilization  via: 

•  improved  prevention  strategies; 

•  greater  co-insurance;  and/or 

•  increased  "managed  care";  and/or 

•  greater  use  of  practice  guidelines  and  more  efficient  protocols;  and/or 

•  aggregate  expenditure  caps  (as  in  Canada/Russo-type  plans); 

(c)  stop  Medicaid  abuses  by,  e.g.: 

•  ending  States'  donor-and-tax  "match"  scams; 

•  ending  spend-down  avoidance  schemes; 

(d)  reduce  prices  (or  price  growth)  for  service  delivery  by: 

•  tightening  reimbursement  schedules/systems;  and/or  expanding  aggregate 
expenditure  caps; 

•  encouraging  superior  operations  research  techniques  (via  incentives  and/ 
or  requirements); 

•  increasing  competitive  discipline;  and/or 

•  reducing  administrative  burdens  and/or  functions; 

(e)  via  small  group  market  reforms,  reduce  the  cost  of  insurance  for  (and 
thereby  increase  premium  payments  by)  small  business  employees/ 
employers  who  do  not  now  have  affordable  options; 

(f)  cap  or  eliminate  the  tax  deduction/ exclusion  for  premium  payments; 
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(g)  recapture  windfalls  from  any  new  access  system  that  would  otherwise 
accrue  to: 

•  State  and  local  government; 

•  insured  low  income  workers  and/or  their  employers; 

•  hospitals  and  doctors; 

(h)  means  test  Medicare  (or  "reduce  subsidy  for  the  rich");  and/or  phase  in 
eligibility-at-67  for  Medicare — to  parallel  Social  Security; 

(i)  increase  taxes  as  in  several  of  the  current  plans  to:  raise  employer  taxes  (for 
pay-or-play);  raise  the  HI  wage  base  and  establish  an  individual  and 
corporate  "universal  health  coverage  surtax"  (as  in  the  Rostenkowski  plan); 
and/or  increase  corporate  and  personal  income  tax  rates  (as  in  the  Russo 
plan). 

NOTE:  The  above  is  simply  a  generic  listing  of  options  in  one  or  another  of  the 
many  competing  current  plans.  Several  of  these  options — for  example  the  tax 
increase  options — are,  of  course,  not  supported  by  the  Administration. 

SIMPLE  OBSERVATION  NUMBER  (15): 

Because  many  financing  options  are  unappealing,  some  people  seem 
attracted  to  supposedly  "painless"  options  such,  as  "administrative" 
savings — but  upon  careful  examination,  proposals  to  finance  uni- 
versal access  via  savings  in  "administrative  costs"  generally  come  up 
way  short. 

For  a  summary  of  the  extent  to  which  these  proposals  leave  financing  gaps,  see 
Appendix  2,  "Administrative  Costs  and  Savings." 

Beyond  the  problem  of  major  financing  gaps  there  is  this  further  issue:  The  more 
substantial  "administrative  cost"  saving  proposals  involve  eliminating  (or  substantially 
displacing)  the  private  insurance  industry.  They  thus  raise  practical  and  ideological  issues 
that  go  far  beyond  "administrative  efficiency." 

SIMPLE  OBSERVATION  NUMBER  (16): 

There  is  an  abundance  of  comprehensive  reform  plans  (see  Appendix 
3)— but  most  current  plans  have  serious  problems  even  without  taking 
basic  ideological  issues  into  account. 

For  example: 

•  The  Russo  plan  (by  its  own  account)  raises  business  taxes  by  $23  billion  per  year; 
raises  the  top  corporate  rate  from  34  to  38%;  raises  personal  income  taxes  by  $12 
billion  per  year;  raises  the  top  personal  rate  to  38%.  At  that,  it  still  comes  up  short 
by  more  than  $100  billion  per  year  (preliminary  OMB  estimate)  unless  one  assumes 
equivalent  savings  from  additional  reductions  in  reimbursements  to  providers 
(beyond  "administrative  savings"). 

•  The  Mitchell  plan  relies  on  what  might  be  termed  an  "RFK  Stadium"  approach  to 
uniform  rate-setting — a  cumbersome,  unworkable,  approach  to  national  price 
controls  (achieved  through  complex  negotiations  among  enough  parties  to  fill  a 
football  stadium).  It  also  involves  an  unpredictable,  unstable,  and  therefore 
unworkable  floating  employer  tax. 

•  The  pure  form  of  refundable  tax-credit  plans  involve  difficult  problems  of  risk 
segmentation. 

•  And  so  on  . . .  (For  further  discussion  of  advantages  and  disadvantages  of  competing 
plans,  see  Appendix  3.) 

SIMPLE  OBSERVATION  NUMBER  (17): 

The  problems  with  comprehensive  reform  proposals  can  seem  so  large, 
upon  serious  examination,  that  they  become  an  argument  for  proceed- 
ing incrementally— but  this,  too,  is  problematic 

Incrementalism  has  its  normal  virtues:  prudence,  manageability,  walk-before-run- 
ness,  etc.  But  it  also  has  disadvantages:  It  tends  to  compound  the  complexity  of  the 
current  system — thereby  risking  additional  inefficiency,  incoherence,  and/or  inequity. 
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SIMPLE  OBSERVATION  NUMBER  (18): 

If  the  risks  of  incrementalism  are  deemed  unacceptable  at  this  stage, 
it  is  necessary  to  settle  upon  one  of  the  three  basic  conceptual 
alternatives  for  comprehensive  reform:  "Canadian-style"  vs.  "play-or- 
pay"  vs.  "pro-competitive". 

These  are  fundamentally  different  alternatives.  They  do  not  lend  themselves  well  to  a 
mix-and-match  approach.  If  we  wish  to  have  a  coherent  approach  to  reform,  the  political 
system  will  have  to  choose  one  of  the  conceptual  alternatives.  To  facilitate  such  choice, 
Attachment  1  attempts  to  simplify  and  clarify  the  basic  differences  in  the  three  conceptual 
alternatives. 

With  these  observations  by  way  of  introduction,  please  let  me  repeat:  the 
Administration  looks  forward  to  continuing  to  work  with  the  Committee  in  pursuit  of  a 
mutually  agreeable  approach  to  reform. 

Thank  you  very  much. 


Attachment  1:  Comprehensive  Health  Plans:  Major  Conceptual  Alternatives 

Appendix  1:  Summary  of  Small  Group  Market  Reform  Proposals 

Appendix  2:  Preliminary  Estimates  for  Administrative  Savings  and  Benefit  Costs  for 

Selected  Comprehensive  Reform  Proposals 

Appendix  3:  Summary  of  Comprehensive  Health  Reform  Proposals  Now  Being 

Debated 
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CHART  7.    FEDERAL  HEALTH  OUTLAYS  ARE 
GROWING  RAPIDLY  -  BY  SEVERAL  MEASURES 

PERCENT 


713 


PERCENT 
50 


CHART  9.  HEALTH  SPENDING  IS  PROJECTED  TO  REACH 
16.4%  OF  GNP  BY  2000  -    RISING  FROM  5.3%  IN  1960 


EXTRAPOLATION  OF 
CURRENT  TREND 
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PLUS  AGING  OF  THE  POPULATION  STARTING  IN  1996 
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CHART  13.    HEALTH  AND  WEALTH  IN  OECP  COUNTRIES,  1989 
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CHART  14.    DISTRIBUTION  OF  UNINSURED 

(PERCENT  OF  UNINSURED) 
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CHART  16.    PERCENT  OF  FEDERAL  HEALTH  SPENDING 
BENEFITTING  POOR  VS.  NONPOOR 
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CHART  17.    3RD-PARTY  VS.  OUT-OF-POCKET  HEALTH  PAYMENTS: 

THE  INDIVIDUAL  HAS  BEEN  DISPLACED  IN  THE  HEALTH  PAYMENT  SYSTEM 

percent                          (AS  A  PERCENT  OF  HEALTH  PAYMENTS) 

100  - 

90  - 

- 

80  " 
70  ~ 

/  \  \ 

60  - 

OUT-OF-POCKET       \                                     .-  „n«r,«„™ 
V»                                J  3RD-PARTY 

50  - 

40  - 

30  - 
20  - 
10  - 

/  ^Na. 

/  \ 

o  - 

1930    1935     1940    1945    1950    1955    1960    1965     1970    1975    1980    1985  1990 
FISCAL  YEAR 

Source:  Health  Care  Financing  Administration.  Office  ot  the  Actuary. 

CHART  18.    ELEMENTS  OF  GROWTH  IN  NATIONAL 

(Average  Annual  Percent) 

HEALTH  SPENDING 

1960-1970 

1970-1980 

1980-1990 

1960-1990 

Nominal  National  Health  Spending 
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Source:    Primary  data  from  Health  Care  Financing  Administration,  Office  of  the  Actuary. 
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CHART  19.    MOST  OF  THE  GROWTH  IN  REAL  PER  CAPITA  SPENDING  IS  DUE  TO  SERVICE 
INTENSITY-MORE  TESTS  AND  SERVICES  ARE  BEING  PROVIDED  PER  ENCOUNTER 
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ATTACHMENT  ONE 


COMPREHENSIVE  HEALTH  PLANS:  MAJOR  CONCEPTUAL 
ALTERNATIVES 


Plan/Characterstic 

"Play-or-Pay" 

"Canadian" 

Pro-Competitive 

Access  for  All 
(including  poor) 

Vac- 
Yes 

Yes 

Yes  (with  individual 
mandate  and 
sufficient  financing) 

Net  New  Mandated 
Employer 
Spending  or 
Employer  Tax 

Yes 

No  (serious 
adaptation 
issues — Yes  with 
Russo) 

No 

Comprehensive 
Governmental 
Price  Regulation 

Yes  (in  Mitchell  and 
Rosty  Plans) 

Yes 

No 

Continued  Major 
Role  for  Private 

Yes 

No 

Yes 

Insurance 
Companies 

Income  Tax 
Exclusion  for 
Employer-paid 
Premiums  (or  tax 
equivalent) 

Unlimited 

Unlimited 

Capped  or 
Eliminated 

Refundable  Tax 
Credit  for  Low 
Income  (to  cover 
health  insurance) 

No 

No 

Yes 

Treatment  of  Small 
Business 

Play-or-Pay  (with 
credits) 

Universal  plan 
(some  new  pay) 

Tax  benefit 
equalization;  [and 
regulatory 
reforms;  market 
pooling] 

Treatment  of 
Medicaid  [NOTE: 
Medicare  is 
generally  left 
alone.] 

Replaced  with  new 

nrnnram  ffnr  all 

not  in  "play") 

Replaced  by  single 

i  inivorcal  nlsn 

UIIIVOIdCM  \JICU1 

Replaced,  either 
immediately  or 
over  time 

"States  as 
Laboratories" 

No 

No 

Possible 

Consumer  Choice 

Medium 

Low 

Higher 

Governmental 
"Rationing" 
Potential 

Low  (could  grow) 

High 

Low 
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Ited        Appendix  3    Page  2 

Play  or  pay  w/  rate  setting 

Maximum  permitted:  $250/$500 
deductible;  20  %coinsurance; 
$2500  /$3000  cap. 

Weak  incentives 

5 

National  health  care  spending 
limits.  Health  Care  Cost  Con- 
tainment Comm.  to  negotiate 
prices  with  health  care  providers. 
Medicare-like  ceilings  for  provider 
payment  rates. 

National  capital  budget.  { 

Near-Universal 

B,  P.  M,  LTC 

Replaces  Medicaid  with  Public 
plan;  sliding  scale  premium. 

Premium,  coinsurance,  and 
deductible  subsidy  for  low-income 
individuals 

■ 
> 

"Play  or  pay"  tax,  income  surtax, 
individual  premiums/cost-sharing, 
and  continued  State  effort. 

Play  or  pay  payroll  tax.  Phased- 
in  corporate  income  surtax  of  6% 
(1993)  to  9%  (1996). 

Sliding-scale  premiums  for  en- 
rollment in  public  plan.  HI  tax 
base  to  $200K,  rate  raised  to 
1.65%  (1996).  Self-employment 
tax  to  3.30%  (1996).  Income 
surtax  of  9%  (1996). 

Market  Reform  ! 

Continued  PRO  review  | 

B=Baslc  health  care  (hospital,  physldan,  diangostic);  P=preventlve  services;  M=mental  health  (Inpatient  /outpatient  psychiatric);  LTC=long  term  care;  Rx=Prescription  Drugs; 
D=Dental;  V-Vlslon.  $— /$-  refers  to  Individual/family  coverage. 

>osals  Now  Being  Deb; 

Ray  or  pay  w/  rate  setting 

Maximum  permitted:  $250/$500 
deductible;  20%  coinsurance; 
$3000  cap. 

Weak  incentives 

Federal  Health  Expenditure  Board 
to  set  national  spending  goals. 
Provider/Payer  negotiations  to 
set  payment  rates  consistent  with 
Board's  spending  goals. 

State  level  capital  budget  option 

Near-Universal 

B,  P,M 

Replaces  Medicaid  with  Ameri- 
Care; sliding-scale  premium. 

Subsidy  for  low-Income  workers 
to  help  pay  employee  premium 
share. 

> 

"Play  or  pay"  tax  and  continued 
state  effort  --  other  financing 
needed  but  not  specified. 

Play  or  pay  payroll  tax  (delayed 
implementation  for  firms  w/  <  25 
workers). 

Credit  of  25%  of  premiums  for 
firms  w/  <  60  workers. 

Sliding-scale  premiums  for  enroll- 
ment in  public  AmeriCare.  Work- 
ers may  be  required  to  pay  20%  of 
private  premiums,  w/  govl 
subsidy  for  low-Income  workers. 

Market  Reform 

No  new  regulation 

ve  Health  Reform  Pro*. 

Canadian-style 

Maximum:  $100  /$300  de- 
ductible; $5  co-pay  first  physician 
visit;  coinsurance  not  to  exceed 
20%;  $1000  /$2000  cap. 

HMO  option 

Not  Applicable 

Total  health  care  spending  limited 
by  State  and  National  Budgets. 
Global  budgets  for  hospitals. 
Negotiated  Fee  Schedules. 

Separate  state  capital  accounts 

Universal 

B,  P.  M.LTC.  Rx 

Replace  Medicaid  with  universal 
Health  USA  program. 

Yes  -  State/Federal  Program  J 

Federal  grant  to  each  State  - 
ranges  between  82%  and  92%  of 
State  expenditures.  New  taxes. 

Employer  payroll  tax  of  4%  of 
wages  >  $30K.  Add1 1  tax  equal  to 
50%  of  the  amount  employer  paid 
for  retiree  health  coverage. 
Corporate  tax  Increased  to  44%. 

Addl  1%  tax  on  wages  and  2%  on 
unearned  Income.  Top  marginal 
Indlv.  Income  tax  rate  of  33%. 
OASDI  wage  base  to  $1 25K.  85% 
of  OASDI  benefits  taxable. 
Cigarettes,  llquor.taxes. 

Not  Applicable 

Quality  of  care  committee 

rtmary  of  Comprehensi 

Canadian-style 

None  allowed. 

HMO  option 

9 

r> 

s 

■a. 
I 

Total  health  care  spending  limited 
by  National  Budget.  Global 
budgets  for  hospitals,  physicians 
and  other  services. 

Separate  capital  budgets 

Universal 

B,  P.  M,  LTC.  Rx.  D.  V 

Replaces  MocScaJd  with  universal 
program. 

LTC  premium  subsidized  for  low- 
Income  senior  citizens. 

z 

i 

Yes  -  Federal  Program 

Financing  from  new  federal 
income  and  corporate  taxes. 
Continued  State  participation. 

HI  payroll  tax  rate  increased  to 
6%.  Corporate  taxes  increased  to 
38%. 

Marginal  income  taxes  raised  to 
38%.  OASDI  taxable  wage  based 
Increased  to  $125K.  85%  of 
OASDI  benefits  taxable.  LTC 
premium  of  $55/ month  for 
Individuals  65  years  and  older. 

Not  Applicable 

Continued  PRO  review 

10/10/91  SUI 

General  Approach 

Cost  Containment 

Cost-Sharing 

Managed  Care 

Limit  Tax  Subsidy  for  Em- 
ployer Paid  Health  Benefits 

Price  Regulation 

Supply  Regulation 

a 

• 

u 
u 

< 

Scope  of  Coverage 

Benefits 

Medicaid  Expansion  /  Buy-In 

Tax  Credits  and  Subsidies 

Individual  Mandate 

Employer  Mandate 

Universal  Public  Insurance 

Who  Pays 

Government  /  Rnandng 

Employers 

Individuals 

Small  Employer  Market 

Quality 
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5.  Universal  Public  1 
Insurance 

Canada,  Russo.  Kerrey 

Perceived  equity. 
Potential  for  cost  control. 

Major  increase  in  gov't  role 
and  cost. 

Political  system  in  U.S.  may 
fail  to  control  costs. 
May  limit  diversity  &  innova- 
tion. 

Provides  universal  coverage. 

$200-300  billion. 

$1 0-15  billion  to  providers. 
$25-30  billion  to  households. 
$1 50  billion  to  employers. 

Eliminates  most  private 
insurance. 

Depends  on  politics. 

4. Employer  Play  g_l  Pay 
Mandate 

Mitchell.  Rostenkowski, 
Pepper  ComnYn,  UNYXare, 
Enthoven 

Retains  private  insurance 
system. 

Relatively  low  cost  to  gov't. 

Passes  cost  to  private 
sector. 

Will  reduce  employment  and 
economic  growth. 
Could  depress  wages  for  low- 
income  workers. 

Covers  about  half  of  the 
uninsured. 

Could  lowers  Federal/state 
Medicaid  &  Indigent  care  cost 

$5-10  billion  to  providers. 
$10-15  billion  to  households. 

Builds  on  current  private 
insurance  system. 
Substantially  expands  gov't 
reach. 

Concern  that  political  system 
will  be  overly  generous  with 
employers'  money. 
Retains  employer  incentive 
for  cost  containment. 

3.lndivldual  Mandate  & 
Tax  Credit  Based  on  % 

of  Premium  Cost 

Heritage 

Similar  to  (2)  but  tax  credits 
are  not  targeted  based  on 
need. 

Only  catastrophic  coverage 
required  -  may  be  inade- 
quate for  many  (but  tax 
credits  available  for  broader 
coverage). 

Disrupts  risk  pooling  as  (2). 

Universal  catastrophic  cost 
coverage. 

Difficult  to  estimate. 

Similar  to  (2). 

Could  reduce  gov't  role  by 
replacing  Medicare  with 
voucher. 

Similar  to  (2),  except  sets  tax 
credit  based  on  percent  of 
actual  premium  costs. 

2.  Individual  Mandate  & 
Tax  Credit  Based  on 

Income  &  Health  Risk  | 

AEI/Pauly 

Universal  coverage. 

Blends  individual  rights  and 

responsibilities. 

Targets  subsidies  based  on 

need. 

Potentially  high  gov't  cost 
due  to  transfers  to  employers 
and  low-risk  workers. 

Disrupts  risk  pooling  in 
private  insurance  that  keeps 
premiums  low  for  high  risk 
Individuals. 

Universal  basic  coverage. 

Difficult  to  estimate. 

$10-15  billion  to  providers. 
Substantial  transfers  to 
young,  healthier  workers, 
and  to  employers  (if  em- 
ployers reduce  premium 
contributions  for  low-wage 
workers  to  take  advantage  of 
the  tax  aedtt). 

Could  reduce  govl  role  by 
replacing  Medicare/Medicaid 
w/  aedtt  &  private  insurance 

Could  result  In  less  employer 
involvement  which  could 
weaken  pressure  for  cost 
containment. 

1.  Medicaid  Expansion 
With  Buy-In 

Mitchell,  Rostenkowski, 
Pepper  Comm'n,  UNYXare 
(w/  modifications) 

Builds  on  current  program. 
Matching  of  Fed.&  State 
funds. 

Expands  gov't  reach  with 
associated  problems. 
May  be  perceived  as  'second 
class  care"  for  beneficiaries. 
Burdens  States  with  more 
costs. 

Covers  half  the  uninsured. 

>$30  billion  In  Federal/state 
costs. 

$5-10  billion  to  providers. 
$7-10  billion  to  households. 
Compared  with  (2)  &  (3)  less 
potential  for  transfers  to 
employers. 

Substantially  expands  gov't 
reach. 

No  significant  effect  likely. 
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Chairman  Rostenkowski.  Well,  thank  you,  Mr.  Darman. 

Mr.  Darman,  I  am  credited  with  being  a  pretty  knowledgeable 
legislator.  I  think  what  I  enjoy  most  of  all  is  being  a  practical  legis- 
lator. 

I  have  introduced  a  health  bill  that  in  some  respects  is  unusual 
compared  to  some  of  the  legislation  that  I  have  seen  introduced.  I 
pay  for  it.  I  try  to  contain  costs  as  well.  As  chairman,  I  try  to  lay 
out  a  mark  for  the  membership  either  to  take  out  or  put  in  what- 
ever they  would  like  to  see  in  a  bill. 

There  is  also  rumor,  which  is  fact,  that  Senator  Bentsen  and  I 
are  trying  to  work  out  an  incremental  approach  to  be  jointly  intro- 
duced by  us  and  to  be  laid  before  both  the  Finance  Committee  and 
the  House  Committee  on  Ways  and  Means. 

As  I  view  some  of  the  testimony  and  as  I  discuss  the  future  of 
this  particular  legislation,  I  recognize  that  we  are  going  to  have  to 
be  practical  and  maybe  ask  people  to  accept  what  we  are  doing  in- 
crementally. 

If  that  is  going  to  be  what  we  will  see — I  am  hoping,  before  the 
next  election — out  of  the  administration,  I  would  hope  that  the  ad- 
ministration would  give  us  some  suggestions  as  to  what  they  would 
enthusiastically  support.  And  I  can  think  of  no  better  time  than 
right  now  for  you  to  give  us  an  idea  of  what  it  is,  specifically,  that 
you  can  support  on  an  incremental  approach,  if  necessary,  and  an 
idea  of  how  we  could  pay  for  that. 

It  is  quite  significant  that  people  want  good  health  services,  but 
those  same  people  do  not  want  to  pay  for  them.  And  that,  basically, 
is  going  to  be  the  problem  that  this  committee  is  going  to  have  to 
wrestle  with. 

I  know  that  Secretary  Sullivan,  who  has  been  with  us  at  our  re- 
treat at  West  Point,  recognizes  that  this  committee  has  been,  over 
this  whole  year,  building  a  record  of  what,  generally,  people  will 
absorb  or  accept  and  what  the  administration  could  very  well 
expect  from  the  legislative  branch. 

I  would  sincerely  like  to  get  an  idea  from  you  at  this  point  what 
you  think  we  could  start  with  as  a  baseline  and  put  together  with 
your  cooperation. 

Secretary  Sullivan. 

Secretary  Sullivan.  Yes.  Thank  you,  Mr.  Chairman. 

Let  me  simply  echo  one  of  your  comments,  and  certainly  the  re- 
marks that  you  made  yesterday  to  the  National  Consumer  League, 
which  points  out  something  that  I  have  noted  repeatedly. 

As  you  know,  I  assumed  this  office  in  March  of  1989.  The  first 
crisis  I  confronted  was  the  effort  to  repeal  catastrophic  care  legisla- 
tion that  had  been  passed.  And  I  maintained  then,  as  I  maintain 
now,  that  one  of  the  factors  leading  to  that  was  that  a  consensus 
had  not  been  developed.  There  had  not  been  adequate  discussion 
and  debate  and  information  to  the  American  people. 

And  in  spite  of  my  comments  that  we  might  repeal  the  legisla- 
tion but  it  would  not  repeal  the  needs  that  the  legislation  was  de- 
signed to  serve.  As  you  know,  that  legislation  was  ultimately  re- 
pealed. 

What  we  are  discussing  now  is  infinitely  larger  and  more  com- 
plex. Health  care  represents  12  percent  of  the  GNP.  Only  $1  in 
every  $9  that  is  spent  in  our  Nation  is  really  in  our  health  care 
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system.  But  I  think,  as  you  have  noted,  that  the  American  public 
wants  everything  but  has  not  shown  a  willingness  to  pay  for  it. 

I  think  the  process  of  consensus  development  is  imperative.  It 
must  be  done.  And  that  is  one  of  the  main  reasons  why  I  agree 
with  your  comments.  It  would  be  a  mistake  to  rush  and  try  and 
force  an  issue  before  we  have  developed  broad  support. 

Now,  we  certainly  need  to  continue  to  work  on  consensus,  and,  as 
you  know,  I  have  spoken  around  the  country,  in  a  number  of 
forums,  at  places  like  the  University  of  Chicago,  concerning  the 
health  insurance  market,  at  Rice  University,  concerning  effective- 
ness research,  at  Stanford,  at  Yale,  as  well  as  to  a  number  of  busi- 
ness groups. 

But  while  we  work  to  develop  consensus  and  educate  the  public 
about  the  problems  that  we  confront,  and  the  work  to  develop  a  so- 
lution that  would  be  politically  viable,  there  are  a  number  of 
things  that  I  have  stated  that  we  could  do,  and  should  be  doing. 

One  is  to  address  small-market  reform  for  health  insurance. 
There  are  a  number  of  bills  that  have  been  introduced  including 
one  by  Congresswoman  Johnson  and  Congressman  Chandler.  That 
would  be  a  beginning,  and  I  think  that  is  something  that  we  would 
certainly  welcome. 

We  believe  that  small  group  market  reform  could  begin  to  re- 
solve part  of  the  problem,  perhaps  helping  as  many  as  14  million  of 
those  34  million  people  without  health  insurance.  That  certainly  is 
not  the  whole  answer,  and  we  may  have  some  specific  features  of 
some  of  the  bills  that  we  would  disagree  with,  but  certainly  that 
should  be  done. 

Second,  as  Congressman  Archer  mentioned,  there  is  a  malprac- 
tice reform  bill  before  the  Congress.  We  believe  that  action  should 
be  taken  on  it.  I  think  we  all  agree  that  we  have  a  malpractice 
crisis,  with  70  percent  of  the  world's  lawyers  here  in  the  United 
States,  and  we  know  that  the  litigation  that  exists  not  only  adds  a 
minimum  of  $20  billion  to  our  health  insurance  bill,  and  probably 
significantly  greater  than  that  by  some  estimates,  though  we  do 
not  have  firm  figures. 

It  also  makes  the  environment  in  which  health  care  is  provided 
an  adversarial  environment.  It  leads  to  defensive  medicine.  So  cer- 
tainly, malpractice  or  tort  reform  is  another  thing  that  can  be  done 
now. 

Third,  we  have  many  good  examples  of  managed  care  that  is 
working  well.  Allied  Signal  is  one  such  example.  I  visited  them  in 
New  Jersey,  and  learned  that  they  have  decreased  their  per  capita 
health  expenditures  from  their  employees  in  managed  care  from 
more  than  $5,000  

Chairman  Rostenkowski.  Did  you  hear  what  they  announced 
today,  Dr.  Sullivan? 

Secretary  Sullivan.  What  they  announced  today?  No. 

Chairman  Rostenkowski.  They  announced  that  they  are  laying 
off  15,000  employees. 

Secretary  Sullivan.  Well,  I  am  not  sure  that  has  to  do  with 
their  managed  care  program.  It  might  have  been  30,000  had  they 
not  implemented  a  managed  care  program. 

Because  I  was  told  by  their  chairman  that  since  1988  when  they 
implemented  this,  they  estimate  they  have  saved  more  than  $200 
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million  on  health  expenditures.  And,  equally  important,  is  that  the 
level  of  satisfaction  of  their  employees  in  their  care  has  increased. 

The  Puget  Sound  Health  Care  System  has  also  shown  cost  sav- 
ings approaching  30  percent  with  their  managed  care  program. 

So,  certainly,  we  believe  that  managed  care  is,  again,  one  of  the 
things  that  we  are  promoting  and  should  be  expanded,  not  as  the 
ultimate  answer,  but  certainly  as  an  incremental  step  that  could  be 
initiated  now. 

We  certainly  agree  with  what  the  Governors  have  stated  in  their 
report,  about  encouraging  State  experimentation.  There  are  a 
number  of  steps  there  that  we  believe  can  be  taken. 

Let  me  also  state,  Mr.  Chairman,  and  then  certainly  invite  Mr. 
Darman  to  add — we  have  things  that  we  are  doing.  We  have  pro- 
posed expansion  of  our  immunization  programs  for  our  citizens.  We 
have  a  Healthy  Start  initiative  to  lower  infant  mortality.  We  have 
asked  the  Congress  for  $171  million  for  that  program.  We  have 
gotten  $25  million  of  the  $57  million  we  asked  for  last  year. 

And  I  think,  since  we  all  agree  that  we  have  a  severe  problem 
with  infant  mortality — this  is  something  we  all  agree  on — I  would 
certainly  invite  the  Congress  to  work  with  us  to  give  us  the  funds 
that  we  have  asked  for  to  expand  our  infant  mortality  initiatives. 

Also,  as  you  know,  the  President  asked  last  year  for  funds  for 
mammography  and  breast  cancer  screening.  I  am  pleased  that  the 
Congress  provided  $50  million  for  grants  to  States  through  the 
Center  for  Disease  Control  for  that,  as  well  as  including  mammog- 
raphy; screening  for  our  Medicare  beneficiaries. 

All  of  these  represent  parts  of  the  mosaic.  None  of  them  repre- 
sents comprehensive  reform,  and  we  do  not  maintain  that  they  do. 
But  they  do  represent  incremental  steps  that  we  can  and  should 
take  now  to  begin  to  address  the  problem  of  improving  health  care 
for  our  citizens,  and  begin  to  control  cost. 

Chairman  Rostenkowski.  Mr.  Darman,  would  you  like  to  give  us 
an  idea,  in  capsule  form,  what  you  could  recommend  with  respect 
to  an  incremental  approach  or  cost  containment? 

Mr.  Darman.  Mr.  Chairman,  first  of  all,  you  introduced  this 
question  by  noting  that  your  plan  was  unlike  most  of  the  others,  in 
that  it  was  paid  for.  And  I  would  just  like  to  take  a  moment  to  con-  \ 
gratulate  you  for  that. 

While  we  do  not  agree  with  your  plan,  I  would  agree  with  the  j 
observation  that  it  is  one  of  the  very  few  on  the  table  which  actual- 
ly would  appear  to  pay  for  itself.  It  does  so  with  a  substantial  tax 
increase — a  9  percent  surtax,  and  the  HI  cap  goes  up  to  $200,000 
and  the  HI  rate  goes  up,  as  you  know.  But,  I  would  just  agree  with 
your  introductory  observation. 

With  respect  to  the  incremental  elements  of  reform,  I  have  not 
too  much  to  add  to  what  Secretary  Sullivan  said.  I  agree,  of  course, 
with  everything  that  he  said.  I  would  point,  again,  to  page  6  of  my 
own  testimony,  which  has  a  handy  little  summary  of  measures. 
Secretary  Sullivan  added  small-group  market  reform  to  that  list, 
and  I  would  concur  completely  that  we  should  work  with  the  com- 
mittee and  with  the  Senate  Finance  Committee  to  see  if  we  could 
come  to  agreement  on  an  approach  there.  It  would  be  a  useful  in- 
cremental step. 
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Others  that  are  on  the  list  on  page  6,  that  relate  to  financing  or 
cost — malpractice  reform  was  already  mentioned.  Health  R&D,  we 
do  not  have  trouble,  generally,  coming  to  some  agreement  on. 
Infant  mortality,  maternal  health  improvement,  that  also  tends  to 
move  toward  agreement. 

Reducing  subsidies  for  the  nonpoor — I  would  have  thought  that 
this  committee  might  like  that  idea,  but  it  has  received  no  serious 
endorsement  yet  that  I  am  aware  of,  in  terms  of  legislative  action. 

Malpractice  reform  we  mentioned.  Overpriced  physicians'  fees — I 
think  we  are  a  little  more  enthusiastic  about  that  than  the  Con- 
gress. Ending  abuses,  such  as  the  Medicaid  donor  and  tax-match 
schemes,  that  is  not  in  the  jurisdiction  of  this  committee,  but  it  is  a 
significant  financing  problem. 

Encouraging  natural  experimentation  among  the  States — I  would 
just  note,  Secretary  Sullivan  said  how  important  it  is  that  the 
States  are  experimenting.  I  agree  with  that.  They  are  experiment- 
ing, still,  within  relatively  constrained  bounds.  It  is  possible — and 
we  would  be  happy  to  make  specific  legislative  proposals — to 
expand  the  range  within  which  States  can  experiment.  I  think  that 
is  desirable. 

Increasing  the  focus  on  prevention  and  personal  responsibility — I 
think  there  are  opportunities  to  come  to  agreement  on  that,  and 
that  it  has  potential  for  enormous  improvement. 

All  of  that  said,  I  have  to  say,  also,  that  I  agree  with  you,  I  agree 
with  Secretary  Sullivan,  on  the  difficulties  of  comprehensive 
reform.  I  do  not  believe  that  we  will  solve  the  cost-containment 
problem  by  increments  alone. 

That  does  not  mean  we  should  not  take  the  incremental  steps.  I 
believe  we  should  take  sensible  incremental  steps,  but  I  do  not 
want  to  leave  the  impression  that  that  will  solve  this  explosion 
that  is  forecast  in  the  early  pages  of  my  testimony. 

Chairman  Rostenkowski.  Mr.  Jacobs  will  inquire. 

Mr.  Jacobs.  Dr.  Sullivan,  on  page  7,  lines  19  and  20  of  your  state- 
ment, you  say  local  solutions  to  local  problems  should  be  our  work- 
ing philosophy. 

I  am  glad  you  said  that,  because  Indiana  has  a  problem  with 
your  Department  concerning  the  Medicaid  program.  Our  legisla- 
ture passed  a  law  to  tax  hospitals.  I  guess  you  would  call  them,  ge- 
nerically,  "providers" — to  tax  them,  I  do  not  know  the  exact  tax.  I 
think  it  is  maybe  around  2  percent.  I  am  not  quite  sure — but  to 
make  the  match  for  the  disproportionate  share  hospitals. 

The  mayor  of  Indianapolis  called  me  a  few  days  ago.  The  Gover- 
nor's office  has  called  me.  Things  are  not  too  great  back  home 
again  in  Indiana,  right  now,  because  they  believe  they  have  a  rea- 
sonable local  solution  for  a  problem  that  is  very  local — they  say  all 
politics  is  local,  and  I  think  all  sickness  is  local,  ultimately — with 
this  taxation. 

But  they  say  a  regulation  that  has  been  issued  puts  in  dire  jeop- 
ardy the  law  passed — bipartisan  law — in  Indiana.  Are  you  going  to 
let  us  use  our  tax  to  match  or  not? 

Secretary  Sullivan.  Thank  you,  Congressman  Jacobs. 

Let  me  say  this  about  the  issue  of  donated  funds  generally.  We 
are  concerned  about  some  of  these  arrangements  that  have  been 
developed  in  the  States  that  really,  in  some  instances,  have  been 
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used  to  balance  State  budgets,  and  utilize  our  Medicaid  health  dol- 
lars for  nonhealth  uses.  We  think  that  is  an  obvious  abuse.  It  is 
something  that  should  be  stopped. 

At  the  same  time,  we  are  committed  to  doing  everything  we  can, 
within  the  framework  of  the  philosophy  of  our  Medicaid  program. 

Mr.  Jacobs.  Doctor,  where  have  you  found  this  to  be  the  case, 
where  money  is  being  raised  under  false  pretenses  for  other  pur- 
poses? 

Secretary  Sullivan.  I  will  be  happy  to  submit  that  information 
to  you,  Mr.  Jacobs. 
Mr.  Jacobs.  I  think  the  main  

Secretary  Sullivan.  But,  I  do  not  mean  to  imply  that  this  is  the 
case  in  Indiana. 
Mr.  Jacobs.  No,  I  understand  that. 

Secretary  Sullivan.  You  remember,  I  prefaced  my  statement  by 
saying,  a  general  problem  that  we  confront  as  we  look  at  this. 
Mr.  Jacobs.  Yes,  sir,  I  appreciate  that. 

I  think  that  the  main  problem — and  maybe  this  is  what  they  call 
a  congressional  office's  casework,  and  not  legislative  matter,  but  it 
is  critical.  I  think  the  urgency  in  Indiana  is  that  they  have — and  I 
know  this  is  often  the  case — they  have  waited  a  very  long  time, 
and  their  deadline  is  just  about  coming  up,  just  to  get  an  answer  to 
whether  our  plan  passes  muster. 

So  there  are  two  issues.  The  one  issue  is,  does  it  pass  muster?  I 
think  a  reasonable  reading  of  the  Indiana  law  would  say  that  it 
clearly  does.  There  is  no  chicanery  in  it  that  I  can  detect.  And 
number  two — and  this  is  the  casework  part,  and  here  you  are — will 
you  help  us  get  an  answer  yesterday? 

Secretary  Sullivan.  Well,  we  will  certainly  try  and  expedite  that 
answer  to  you. 

Mr.  Jacobs.  Thank  you. 

Secretary  Sullivan.  But  let  me  add  that  we  know  that  this  regu- 
lation has  caused  some  anguish,  and  even  some  confusion,  in  the 
States,  and  we  are  in  the  process  of  developing  a  clarifying  regula- 
tion that  we  think  will  answer  most  of  the  questions  that  have 
been  presented  to  us. 

We  certainly  support  legitimate  matching  programs,  utilizing 
broad  based  taxing  schemes  to  expand  health  care  services. 

But  we  will  be  sure  that  you  get  an  answer  for  Indiana  as  soon 
as  possible. 

Mr.  Jacobs.  It  is  I-N-D-I-A-N-A.  Would  you  jot  that  down,  and  as 
soon  as  you  get  back,  work  on  that? 

Secretary  Sullivan.  Thank  you.  I  was  just  there  in  July.  I  think 
I  remember  how  to  get  there. 

Chairman  Rostenkowski.  Mr.  Archer. 

Mr.  Archer.  Thank  you,  Mr.  Chairman. 

As  you  know,  Dr.  Sullivan,  from  spending  a  weekend  with  us  at 
West  Point,  we  could  talk  for  hours  and  hours  and  hours  about  this 
subject,  so  it  is  difficult  to  isolate  the  most  prudent  questions. 

We  need  to  define  terminology  when  we  talk  about  access.  Do  we 
mean  access  to  insurance  or  to  Government  guaranteed  programs, 
or  do  we  mean  access  to  medical  care?  The  two  are  not  necessarily 
synonymous. 
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Can  you  tell  us,  particularly  relative  to  the  fact  that  there  is 
great  diversity  in  groupings  of  people  in  this  country,  Who  does  not 
have  access  to  health  care?  I  am  not  talking  about  the  piece  of 
paper  that  says  you  have  an  insurance  policy,  or  belong  to  Medi- 
care or  a  Government  program,  but  access  to  actual  health  care 
when  there  is  a  need  for  that  health  care? 

Secretary  Sullivan.  Yes,  Mr.  Archer.  Your  question  is  certainly 
a  very  perceptive  one,  because  the  issue  of  access,  and  certainly  as 
I  define  it,  does  mean  access  to  medical  care — access  to  our  health 
care  system — and  there  may  be  impaired  access  for  a  number  of 
reasons.  Addressing  the  access  problem  as  simply  a  health  insur- 
ance problem  will  fall  far  short  of  what  we  need. 

Let  me  give  you  some  specific  examples.  Among  the  things  that  I 
have  done  over  this  past  year  is  travel  around  the  country  looking 
at  our  health  care  system.  Some  of  the  problems  of  access  are  clinic 
hours  that  are  not  convenient  to  people  who  work. 

One-third  of  our  rural  counties  around  the  country  do  not  have 
obstetrical  services.  If  you  happen  to  be  a  rancher  in  Wyoming  who 
has  plenty  of  insurance  and  plenty  of  financial  resources,  but  you 
are  a  hundred  miles  away  from  obstetrical  services  for  your  preg- 
nant wife,  that  is  an  access  problem. 

Part  of  what  we  are  looking  at — and  just  to  expand  on  a  com- 
ment in  my  testimony — is  expanding  our  primary  health  care  net- 
work. We  proposed  to  do  this  by  building  on  our  system  of  commu- 
nity and  migrant  health  centers.  I  have  visited  several  of  these  cen- 
ters. Some  of  them,  I  think,  are  giving  outstanding,  top-quality 
care,  and  doing  it,  really,  in  a  cost-efficient  and  effective  way,  in 
areas  where  there  would  be  no  health  care  were  they  not  to  exist. 

So,  part  of  our  focus  on  expanding  primary  care  is  expanding  our 
community  and  migrant  health  center  network. 

The  second  aspect  of  that  is  expanding  our  National  Health  Serv- 
ice Corps.  We  clearly  know  that  we  do  have  areas  where  we  need 
to  have  more  health  professionals,  not  simply  doctors  but  also 
nurses,  dentists  and  other  health  professionals. 

We  are  working  to  expand  our  National  Health  Service  Corps 
program.  That  program  has  gone,  for  example,  from  $8  million  in 
scholarships  in  1988,  to  $47  million.  We  have  asked  for  an  increase 
in  that  because  it  will  also  help  to  address  the  access  problem. 

Mr.  Archer.  Well,  Dr.  Sullivan,  I  think  that  is  constructive.  I 
better  hone  my  question  a  little  more  finely,  I  guess. 

Some  of  the  people  that  you  talk  about  have  more  difficulty  in 
having  access  to  care.  But  what  groups  of  people  get  no  medical 
care,  irrespective  of  inconvenience  to  access,  in  this  country? 

Secretary  Sullivan.  Well,  I  am  not  sure  that  I  am  really  under- 
standing your  question  but  certainly,  as  I  indicated  in  my  testimo- 
ny  

Mr.  Archer.  Well,  let  me  give  you  an  example.  The  Hispanics  in 
south  Florida  have  a  very  low  incidence  of  insurance  or  Govern- 
ment programs,  but  they  get  medical  care  through  the  emergency 
rooms. 

They  have  access  to  medical  care,  but  they  are  listed  in  this  32  to 
37  million  people  that  "have  no  access  to  medical  care." 
Secretary  Sullivan.  That  is  true. 
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Mr.  Darman.  Mr.  Archer,  would  you  mind  if  I  were  to  make  one 
point,  and  see  if  this  is  related  to  your  question. 

I  think  that  there  is  a  problem  with  the  definition  of  the  term,  or 
the  use  of  the  term,  "access."  At  least,  I  take  your  question  to  be 
suggesting — and  I  would  agree  with  it  if  this  is  what  it  is  suggest- 
ing— that  access,  when  it  is  related  to  numbers  like  33,  34  million 
or  something,  is  referring  to  access  to  health  insurance  coverage. 

Mr.  Archer.  Exactly. 

Mr.  Darman.  It  is  not  referring  to  access  to  health  care.  I  think 
it  would  be  fair  to  say — and  I  will  be  happy  to  be  corrected  by  the 
Secretary — I  think  it  is  fair  to  say  that  almost  everyone  has  access 
to  health  care.  The  problem,  however,  is  that  they  would  have 
access  in  many  instances,  if  uninsured,  only  through  emergency 
rooms,  and  that  that  is  an  inefficient  way  to  provide  health  care 
and,  in  some  cases,  an  inhumane  way. 

But  it  is  an  entirely  different  issue — access  to  care — than  access 
to  insurance. 

Mr.  Archer.  Other  than  emergency  rooms,  though,  are  there  not 
an  awful  lot  of  people  in  this  country  who  get  inpatient  hospital 
care,  when  they  do  not  have  insurance,  and  they  do  not  have  a 
Government  program? 

Secretary  Sullivan.  Oh,  very  definitely.  We  see  that  as  charity 
care,  or  bad  debt  that  our  hospitals  absorb. 

To  add  to  Director  Darman's  comments,  Mr.  Archer,  our  commu- 
nity and  migrant  health  centers  also  provide  care  to  much  of  this 
population. 

One  of  the  things  that  we  want  to  do,  in  terms  of  providing  care, 
is  try  and  decrease  reliance  on  the  delivery  of  primary  care  in 
emergency  rooms  for  two  reasons.  One,  it  is  the  most  expensive 
kind  of  care,  costing  as  much  as  $150  or  even  $200  for  a  visit,  when 
the  same  care  could  be  provided  in  a  community  health  center  for 
perhaps  $30  or  $35.  The  care  in  that  community  or  migrant  health 
center  is  often  better,  because  it  is  comprehensive.  It  also  estab- 
lishes a  relationship  with  a  facility  that  is  ongoing. 

So  we  maintain  that  it  is  not  only  less  expensive,  but  also  much 
better  because  of  the  continuity  of  care  patients  receive. 

Chairman  Rostenkowski.  Mr.  Pease. 

Mr.  Pease.  Thank  you,  Mr.  Chairman.  If  I  can  get  this  photogra- 
pher out  of  the  way,  I  would  like  to  thank  our  witnesses,  and  espe- 
cially Dr.  Sullivan  for  his  testimony. 

As  a  Democrat,  I  have  been  terribly  fearful  that  the  White 
House  polling  operation  would  indicate  the  depth  of  the  feeling  of 
Americans  about  inadequate  health  care,  and  that  the  administra- 
tion would  come  up  with  a  plan  which  would  preempt  that  issue 
for  next  year's  Presidential  campaign. 

Based  on  the  testimony  I  have  heard  this  morning,  I  am  assured 
that  that  is  not  the  case,  and  we  can  be  confident  that  lack  of 
health  insurance  will  still  be  an  issue  in  1992. 

Dr.  Sullivan,  the  last  time  you  came  before  our  committee  I  indi- 
cated my  disappointment  that  you  used  such  emotionally-charged 
words  in  discussing  anything  like  a  comprehensive  health  care 
plan.  And  I  see  in  your  testimony,  again  today,  that  you  do  that. 
You  talk  about  the  "alluring  trap  of  money-is-no-object."  You  talk 
about   "radical   departures."   You   talk   about   other  countries 


735 


"moving  away  from  the  inefficiencies  and  distortions  and  shortages 
characteristic  of  centrally  managed  economies,"  although  you  do 
not  note  that  other  countries  are  not  moving  away  from  centrally 
planned  health  care  systems. 

You  mentioned  "sweeping  speculative  schemes" — now,  there  is  a 
good  word  and  you  generally  indicate  a  real  disdain  for  anything 
other  than  a  free-market  system. 

It  seems  to  me  that  that  is  not  particularly  helpful  in  our  discus- 
sion of  health  care  alternatives,  and  not  the  way  to  address  the 
really  serious  problem. 

If  I  may,  I  would  like  to  ask  you  a  question.  In  your  testimony, 
on  page  6,  you  mention  tax  policy  changes.  The  administration  did 
propose,  last  year,  a  change  in  the  part  B  premiums  for  those  earn- 
ing over  $125,000  a  year.  I  told  you  I  think  that  is  worthwhile,  but 
as  Mr.  Darman  points  out  in  his  testimony,  the  real  big  subsidy, 
huge  dollars,  are  in  the  deductibility  of  health  care  premiums  for 
corporations. 

In  your  point  number  4,  "exploring  tax  policies  that  would  both 
increase  consumer  awareness  of  the  true  cost  of  health  care,  and 
distribute  the  current  tax  subsidies  more  equitably,"  are  you  sug- 
gesting that  the  administration  may  be  willing  to  support  the 
elimination  of  or  reduction  of  the  deductibility  of  health  insurance 
premiums? 

Secretary  Sullivan.  First  of  all,  Mr.  Pease,  let  me  say  I  had  not 
viewed  my  language  as  inflammatory.  I  thought  it  was  simply  de- 
scribing reality. 

So,  I  respectfully  disagree  with  your  characterization  of  it.  When 
something  is  speculative,  I  do  not  know  what  to  call  it  other  than 
speculative.  And  I  do  not  consider  that  inflammatory. 

Mr.  Pease.  You  do  not  think  that  "schemes"  is  an  inflammatory 
word? 

Secretary  Sullivan.  I  did  not  interrupt  you,  so  would  you  give 
me  the  courtesy  of  not  interrupting? 

Mr.  Pease.  I  would  be  happy  to. 

Secretary  Sullivan.  I  listened  to  your  comments. 

Let  me  also  say  this.  We  have  all  witnessed  the  changes  in  East- 
ern Europe  and  Russia  over  the  last  year  and  a  half.  I  can  tell  you 
that  I  have  been  visited  by  health  ministers  from  every  last  one  of 
those  countries,  except  for  Albania —  we  have  even  had  people  here 
from  Bulgaria — wanting  to  learn  how  our  health  care  system  is  or- 
ganized, wanting  technical  assistance,  complaining  about  the  ineffi- 
ciencies in  their  systems,  the  low  quality,  et  cetera.  They  want  to 
learn  how  they  can  begin  to  construct  a  health  care  system  that 
has  many  features  like  ours. 

So  when  I  say,  they  are  indeed  moving  away — those  economies 
are  moving  away,  and  certainly  if  the  train  of  people  who  have 
been  coming  to  visit  me,  and  to  talk  with  our  Social  Security  Com- 
missioner about  social  insurance  systems — if  that  is  any  indication, 
I  think  that,  indeed  shows  that  people  are  looking  to  our  system. 
So  that  was  the  basis  for  that  comment. 

Now,  L think  that  the  final  thing  I  would  say  is  this.  We  tend  to 
discount  or  forget  the  successes  in  our  system.  We  clearly  have 
problems,  and  we  acknowledge  those.  But,  clearly,  the  successes 
that  we  have  we  need  to  build  on. 
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If  you  visit  many  of  these  countries  that  have  had  centrally  man- 
aged systems,  if  you  talk  with  their  health  ministers,  you  will  find 
that  they  are  not  as  enamored  with  their  systems  as  some  here  in 
the  U.S.  Congress  seem  to  be.  They  are  the  ones  who  operate  them 
day-by-day,  and  see  what  they  deliver  and  do  not  deliver.  They  are 
not  simply  speaking  after  reading  a  report,  or  having  an  abstract 
ideal  of  how  something  operates.  They  are  dealing  with  the  day-to- 
day delivery  of  services. 

That  is  the  basis  of  my  comment.  And  if  that  is  inflammatory,  I 
am  sorry.  It  was  not  meant  to  be.  We  are  trying  to  deal  with  a  seri- 
ous problem.  I,  indeed,  had  not  intended  to  offend  anyone — if  you 
are  offended,  I  am  sorry. 

We  are  trying  to  address  the  problem  of  our  health  care 
system — how  to  get  services  to  our  people,  and  how  to  increase 
their  health  status. 

Mr.  Pease.  Could  I  please  ask  you  to  respond  to  the  question 
about  the  administration's  thoughts  or  plans  about  reducing  or 
eliminating  the  deductibility  of  health  insurance  costs? 

Secretary  Sullivan.  Yes.  We  think  that  we  need  to  look  at  that. 
There  is  not  a  level  playing  field  when  an  executive  earning 
$200,000  a  year  has  an  $8,000  health  insurance  plan  that  is  treated 
simply  as  a  business  expense  for  the  company,  and  as  tax-free  com- 
pensation, and  then  someone  earning  $8,000  in  a  McDonald's  does 
not  have  health  insurance.  We  think  that  that  should  be  discussed. 

And  I  will  remind  you,  also,  of  Director  Darman's  comments. 
Last  year  we  proposed  for  the  Medicare  population,  that  individ- 
uals earning  over  $125,000  a  year  should  not  have  their  premiums 
subsidized  up  to  75  percent  from  the  general  tax  revenues,  because 
that  same  poor  individual  in  the  McDonald's,  paying  income  taxes 
on  $8,000  can't  afford  to  subsidize  that. 

Yes,  we  are  concerned  with  fairness.  The  Congress  did  not  act  on 
that  proposal.  We  thought  it  was  very  appropriate.  We  were  sur- 
prised that  the  concerns  we  have  for  the  low-income  Medicare 
beneficiaries  that  we  have  tried  to  address  would  receive  a  positive 
response,  but  it  did  not. 

Mr.  Andrews  [presiding].  Mr.  Dorgan  will  inquire. 

Mr.  Dorgan.  Thank  you  very  much. 

Let  me  follow  up  on  that  and  ask  a  question  of  both  of  you,  with 
respect  to  the  deductibility  of  health  insurance  costs  for  self-em- 
ployed. That  is,  of  course,  one  of  the  extenders  that  is  expiring. 

I  think  most  would  agree,  and  I  expect  both  of  you  would  agree, 
that  if  we  allow  the  25  percent  health  insurance  deduction  for  self- 
employed  to  expire,  it  will  be  moving  in  exactly  the  wrong  direc- 
tion, in  terms  of  health  policy.  It  will  discourage  rather  than  en- 
courage more  people  to  get  that  kind  of  coverage. 

I  happen  to  think  the  25  percent  deduction  is  not  enough.  There 
is  no  excuse  for  allowing  a  100  percent  deduction  on  an  incorporat- 
ed business  on  one  side  of  the  street,  and  at  the  same  time  telling 
the  competitor  on  the  other  side  that  is  unincorporated,  "You  only 
get  a  25  percent  deduction,  and  you  may  lose  that  at  the  end  of 
1991." 

Question — do  both  of  you  support  the  extension  of  that  for  health 
policy  reasons?  Do  both  of  you  support  the  extension  of  the  25  per- 
cent health  insurance  deduction  for  self-employed,  and  would  both 
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of  you  support  a  100  percent  deduction  for  health  insurance  costs 
for  self  employed? 

Secretary  Sullivan.  Well,  the  answer  to  the  first  question,  as 
you  know,  is  that  it  must  be  renewed  annually  by  the  Congress.  We 
certainly  think  that  it  should  be  extended. 

On  the  issue  of  working  to  close  the  gap  between  that  employee 
who  receives  100  percent  of  his  health  benefits  tax-free,  versus  the 
self-employed  individual,  or  the  private  individual  who  has  to  pay 
with  after-tax  dollars — we  are  suggesting  that  the  current  situation 
is  not  equitable  

Mr.  Dorgan.  All  right. 

Secretary  Sullivan.  We  do  need  to  continue  discussions  to  see  if 
we  can,  indeed,  work  toward  a  level  playing  field. 

Now,  what  the  timetable  for  that  might  be,  I  think  we  would 
have  to  really  look  at  and  our  Secretary  of  the  Treasury  would  cer- 
tainly play  a  key  role  in  such  discussions. 

In  short,  we  do  believe  that  we  should  move  toward  a  more  equi- 
table system. 

Mr.  Dorgan.  Mr.  Darman. 

Mr.  Darman.  I  agree.  We  proposed  it,  you  know,  in  our  budget, 
to  extend  that  provision,  and  we  continue  to  support  it. 

On  the  issue  of  broader  policy,  I  agree  with  you  and  Secretary 
Sullivan  that  the  current  system  is  inequitable  in  the  treatment  of 
self-employed  individuals  relative  to  others,  and  that  we  should 
move  to  reduce  and  ultimately  eliminate  that  inequity.  Whether  it 
is  at  100  percent,  or  not,  is  interrelated  with  the  earlier  question  of 
Mr.  Pease,  as  to  what  is  happening  to  the  deductibility  and  exclud- 
ability  itself. 

But  whatever  it  is  for  the  one,  in  principle,  should  be  for  the 
other,  I  think,  in  our  mutual  view. 

As  you  probably  recall,  that  was  much  debated.  It  has  been  many 
times,  but  it  was  much  debated  even  as  recently  as  in  the  1990 
budget  summit.  We  were  willing  to  be  even  more  favorable  than 
current  law  is  with  respect  to  the  self-employed,  but  it  was  not  pos- 
sible to  finance  it  at  that  time. 

Mr.  Dorgan.  Well,  I  think  it  should  be  made  a  100  percent  de- 
duction for  self-employed,  and  made  permanent.  We  should  not 
have  them  dangling  here,  at  the  end  of  every  year,  on  the  extender 
issue. 

Self-employed  people  ought  to  have  the  same  deductibility  of 
health  insurance  costs,  or  health  costs,  as  those  who  are  incorporat- 
ed. There  is  no  excuse  for  current  policy,  and  I  just  wanted  to  know 
the  administration's  position. 

Congress  and  the  administration  has  to  stop  ruminating  about  it 
and  do  something  about  it.  Otherwise  we  are  going  to  take  a  giant 
step  backward  in  policy,  if  we  allow  this  to  expire  and  there  to  be 
no  deduction  for  self-employed  for  those  insurance  costs. 

Let  me  refer  to  something  I  talked  about  yesterday,  and  ask  your 
observation  on  it. 

I  come  from  a  State  with  640,000  people.  And  I  understand  your 
statement,  Dr.  Sullivan,  that  we  tend  to  get  pretty  much  embroiled 
in  all  of  the  problems  of  the  health  care  system,  and  forget  some- 
times that  this  is  an  awfully  good  system  in  some  respects — but  not 
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all  respects.  In  some  respects  however,  it  delivers  some  awfully  i 
good  health  care  in  certain  areas. 

But  the  area  of  competition  in  health  care,  it  seems  to  me,  does  i 
not  work  the  way  economists  used  to  preach  in  101,  that  competi-  ,  ( 
tion  would  work  as  a  regulator  for  price.  Competition,  by  and  large,  , 
means  higher  cost  in  the  medical  industry.  ,  ] 

Let  me  give  you  an  example.  I  pointed  out  yesterday  that  in  a  j 
State  like  North  Dakota,  640,000  people,  there  are  six  places  you  , 
can  go  to  get  open-heart  surgery.  Why?  Why,  in  a  State  of  640,000 
people,  would  we  have  six  different  locations  to  get  open-heart  sur- 
gery? Competition. 

Each  provider  wants  to  do  what  the  other  provider  does,  in  order 
to  compete.  But  in  order  to  do  that,  it  means  higher  prices.  It  is  not  i 
the  most  effective  way  to  deliver  that  health  care.  It  may  be  more 
convenient,  but  certainly  it  is  not  the  most  cost-effective,  in  my  j 
judgment. 

Now,  that  suggests  to  me  that  programs  like  the  certificate-of-  j 
need  program  that  we  have  in  our  State,  and  other  similar  pro- 
grams in  other  States,  simply  have  not  worked  very  well. 

Are  there  methods  by  which,  at  the  Federal  level,  we  can  develop 
a  kind  of  an  oversight  responsibility,  similar  to  certificate-of-need 
programs,  or  other  kinds  of  devices,  that  say,  "No,  this  does  not 
make  any  sense.  This  kind  of  competition  is  going  to  increase  costs, 
and  not,  in  a  practical  way,  substantially  improve  our  medical  j 
system." 

Can  we  do  that  and,  if  so,  how  would  we  do  it,  Dr.  Sullivan? 

Secretary  Sullivan.  Well,  I  think  those  are  very  good  questions,  j 
Congressman  Dorgan. 

Let  me  say  I  think  when  you  say  "competition"  in  the  health 
care  system,  it  really  depends  upon  the  specific  situation  you  are  j 
referring  to.  Because,  certainly,  that  kind  of  duplication,  I  would  j 
agree,  drives  up  costs  and  does  not  necessarily  increase  quality.  It  j 
may  actually  decrease  quality.  Because  having  six  cardiac  surgical  i 
facilities  for  640,000  people  may  mean  that  none  of  them,  or  very 
few  of  them,  have  a  critical  mass  of  cardiac  surgical  procedures,  to  j 
keep  the  professional  staff  proficient.  That  is,  cardiac  surgeons 
know  that  to  be  proficient,  and  have  the  greatest  quality  and  the  I 
least  rate  of  complications,  you  have  to  be  busy  enough  doing  those  ! 
procedures.  So  that  is  a  problem. 

However,  we  believe  that  our  capital  regulation  is  one  effort  to 
get  at  that  duplication,  to  make  sure  that  hospitals  do  expend  their  \ 
dollars  wisely.  So  that  is  one  approach. 

The  other  area  where  I  think  competition  does  work,  that  we  are 
promoting,  is  in  managed  care.  That  is,  competition  between  man- 
aged care  programs.  Clearly,  you  have  in  managed  care  programs 
your  oversight  mechanism  or  your  gatekeepers  who  are  responsible  i 
for  seeing  that  the  care  that  is  given  is  appropriate,  and  is  compre- 
hensive and  continuous. 

So,  there  are  strategies  like  that  that  need  to  be  involved.  But, 
certainly,  that  simply  is  a  measure,  again,  of  the  complexity  of  the 
system. 

Mr.  Dorgan.  I  want  to  thank  the  Chair's  indulgence,  and  might 
I  just  say  in  closing  that  one  of  my  major  concerns  is  access  to 
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health  care  in  rural  areas.  That  is  obviously  a  great  concern  of 
someone  who  represents  a  State  like  North  Dakota. 

Because  I  do  not  have  the  time  to  inquire  about  a  number  of 
those  issues  of  access  for  small  rural  hospitals,  access  to  health 
care  for  people  who  live  in  those  areas,  I  would  like  to  submit  a  list 
of  questions  to  you,  Dr.  Sullivan,  on  those  rural  hospital  and  rural 
health  care  issues. 

Secretary  Sullivan.  We  would  be  pleased  to  respond  to  them. 

Mr.  Dorgan.  Thank  you. 

[The  questions  and  responses  follow:] 
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13  CANNON  BUILDING 
iSMINGTON.  DC  205  I 
1202)  225-2611 


Congress  of  the  United  States 

Iftouse  of  TEteprtsentatfoes 
Hashington,  ©£  20515 


October  29,  1991 

The  Honorable  Louis  Sullivan 
Secretary 

U.S.  Department  of:  Health  and  Hurncin  Services 
200  Independence  Avenve,  S.H. 
Washington,  D.  C.  20201 


35t  FEDERAL  BUILDING 
HIRD  AND  ROSSER  AVENl 
PO.  BOX  2579 
BISMARCK.  NO  56502 
|70l|  250-45U 


Dear  Dr.  Sullivan: 


You  may  recall  that  when  I  addressed  you  at  the  hearing  in  which  you 
testified  before  the  Committee  on  Ways  and  Means  earlier  this  month  I 
indicated  that  I  wanted  to  further  inquire  about  some  of  your  thoughts  about 
some  issues  pertaining  to  rural  health  care  delivery.     The  purpose  of  this 
letter  is  to  provide  you  with  those  questions. 

As  you  know,  I  represent  North  Dakota,  one  of  the  most  rural  states  in 
the  country.     There  are  a  total  of  50  hospitals  in  North  Dakota,   forty-four  of 
which  are  classified  as  rural  hospitals.     Thirty-six  out  of  the  53  counties  in 
North  Dakota  are  frontier  counties  and  over  seventy-seven  percent  of  North 
Dakota's  counties  in  whole  or  in  part  are  designated  as  health  professional 
shortage  areas  for  primary  care  physicians.     Our  rural  hospitals  are  very 
dependent  upon  Medicare  patients  for  revenues,  over  75  percent  of  hospital 
discharges  are  to  people  over  65  years  of  age. 

First,   I  would  like  to  hear  your  thoughts  regarding  the  future  structure 
of  rural  health  care  delivery.     As  you  know,  rural  hospitals  are  closing  at 
record  rates.     Declining  volumes  and  a  high  dependence  on  Medicare  patients 
for  revenues  has  made  many  rural  facilities  very  vulnerable  to  closure.  In 
fact,  we  have  had  two  closures  this  year  in  North  Dakota.     How  do  you  think  we 
can  maintain  a  health  care  presence  in  rural  communities,  given  the  existing 
trends?     Do  you  think  that  we  are  moving  in  the  right  direction  in  the  policy 
changes  that  have  been  made  in  recent  years  (e.g.,  eliminating  the 
differential  in  the  Medicare  standardized  rate  and  improving  the  Sole 
Community  Hospital  program)? 

Second,   I  know  that  you  are  familiar  with  the  Rural  Transition  Grant 
program  and  the  Essential  Access  Community  Hospital/Rural  Primary  Care 
Hospital  program  (EACH/RPCH) .     As  you  know,  your  Department  received  over  20 
applications  from  states  for  the  seven  EACH  grants  that  were  recently  awarded. 
What  is  the  Administration's  position  with  respect  to  the  EACH  program  and  the 
Rural  Transition  Grant  program?    The  Administration  has  yet  to  propose  funding 
for  these  programs  and  I  am  wondering  if  we  can  expect  the  Administration  to 
propose  funding  for  these  programs  next  year?    Further,  do  you  have  any 
suggestions  as  to  whether  or  not  the  Congress  should  expand  the  EACH/RPCH 
program  so  that  more  states  could  participate?    Also,  the  EACH/RPCH  program  is 
one  model  to  reform  rural  health  care  delivery.     Do  you  have  any  recommended 
changes  you  think  ought  to  be  made  to  the  program  or  do  you  have  any  other 
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kinds  of  models  in  mind  that  the  Congress  should  consider  establishing? 

Finally,  I  am  very  concerned  about  retaining  and  attracting  health  care 
professionals,  especially  physicians,  for  rural  practice.     I  realize  that 
programs  like  the  National  Health  Services  Corps  program  are  designed  to 
address  this  concern.     However,  I  do  not  believe  that  this  program  alone  will 
provide  the  ultimate  solution  to  the  problem  of  physician  shortages  in  rural 
areas.     Do  you  think  that  there  are  other  approaches  to  encouraging  physicians 
to  practice  in  rural  areas?    Do  you  have  any  recommendations  with  respect  to 
Medicare  reimbursement  for  graduate  medical  education  as  an  avenue  which  can 
be  used  to  encourage  rural  practice? 

Thank  you  for  your  patience.  I  look  forward  to  hearing  your  response  to 
these  questions. 


Byr/on  L.  Dsrgan 
Member  of  Congress 


Sincere 


BLDtglr 
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THE  SECRETARY  OF  HEALTH  AND  HUMAN  SERVICES 

WASHINGTON.  O  C  20201 


The  Honorable  Byron  L.  Dorgan 
House  of  Representatives 
Washington,    D.C.  20515 

Dear  Mr.  Dorgan: 

I  am  responding  to  your  letter  in  which  you  raised  several  issues 
pertaining  to  the  delivery  of  health  care  in  rural  areas. 

I  share  with  you  the  belief  that  the  Department  of  Health  and 
Human  Services'    (HHS)   programs  can  have  a  significant  impact  on 
maintaining  and  enhancing  health  services  in  rural  areas.  This 
responsibility,   however,   must  be  shared  by  the  Federal 
government,   the  States,   the  private  sector,   and  the  communities 
themselves.     Further,   I  believe  that,    in  an  era  of  very  tight 
resources,    it  is  critical  to  determine  what  programs  are  needed 
for  maintaining  viable  health  care  services  in  rural  communities. 


You  asked  if  I  would  address  the  future  structure  of  rural  health 
care  delivery.     You  rightly  point  to  the  increasing  vulnerability 
of  rural  hospitals  to  closure  and  the  chronic  shortages  of 
practitioners  in  rural  areas,   potentially  leaving  many  rural 
communities  without  adeguate  access  to  health  care. 

You  ask  whether  we  are  going  in  the  right  direction  with  regard 
to  the  policy  changes  we  have  made  for  rural  hospital  payments  in 
recent  years.     We  believe  the  improved  payment  policies  for 
several  classes  of  rural  hospitals,   as  well  as  the  transition  to 
a  single  standard  payment  amount  for  urban  and  rural  hospitals, 
will  continue  to  help  the  financial  viability  of  most  rural 
hospitals.     The  reasons  for  the  problems  experienced  by  some 
rural  hospitals  are  based,   in  part,   on  factors  outside  the 
Medicare  program.     Many  rural  hospitals  have  been  affected  by 
changes  in  the  rural  population  and  economy,   and  the  occupancy 
rates  of  these  hospitals  are  very  low.     At  very  low  occupancies, 
it  is  extremely  difficult  to  operate  a  financially  viable,  full- 
service  acute  hospital. 

We  continue  to  monitor  closely  the  financial  status  of  rural 
hospitals  under  the  prospective  payment  system  and  are  examining 
whether  additional  changes  in  the  system  might  be  appropriate. 
It  is  our  intention  to  ensure  that  hospitals  receive  eguitable 
payment  and  that  beneficiary  access  to  quality  care  is 
maintained . 
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Nevertheless,  we  cannot  look  at  the  hospital  payment  policies, 
and  other  rural  health  care  issues  in  isolation.     Along  with  many 
others,   I  believe  that  health  care  reform  to  expand  health 
insurance  coverage  will  benefit  millions  of  people  without  health 
insurance  coverage,  including  those  in  rural  areas.     However,  I 
am  concerned  that  health  care  financing  reform  could  be  an  empty 
victory  for  rural  communities,  unless  we  continue  to  recognize 
the  lack  of  services  in  many  of  these  communities.     A  health 
entitlement  card  in  hand  would  still  be  an  empty  hand,  for  those 
who  have  no  physician  to  accept  the  card. 

It  is  for  this  reason  that  I  am  very  concerned  about  the 
development  of  systems  which  ensure  access  to  services  for  rural 
residents  and  support  the  maintenance  of  basic  services  in  rural 
communities.     For  example,  the  EACH/RPCH  program  shows  promise  as 
a  way  of  developing  these  systems. 

The  first  round  of  grants  to  States  and  facilities  under  the 
EACH/RPCH  program  was  announced  in  September.     Fiscal  year  (FY) 
1992  appropriations  for  the  EACH/RPCH  program  have  been  allotted 
in  the  budget  at  $9,759  million,  which  is  the  same  allotment  as 
FY  1991.     A  proposed  rule  to  allow  facilities  to  participate  and 
be  paid  under  the  program  was  published  in  the  Federal  Register 
on  October  25,  1991,  with  a  60  day  public  comment  period.  We 
plan  to  publish  a  final  regulation  and  allow  program 
participation  by  facilities  as  soon  as  possible.     Thus,  we  do  not 
yet  have  experience  with  the  EACH/RPCH  program  upon  which  to  base 
recommendations  for  changes  in  the  program.     We  will  be 
monitoring  the  program  closely  to  see  whether  changes  would  be 
appropriate . 

We  are  also  implementing  the  new  Rural  Health  Outreach  Grant 
program  —  a  program  to  demonstrate  better  ways  of  delivering 
care  in  rural  areas,  using  consortia  of  health  providers.  The 
program  stresses  integration  and  coordination  of  services.  Over 
100  grants  were  awarded  last  September.     While  this  program  is 
also  too  new  to  evaluate,  it  promises  to  provide  us  with  vital 
information  on  how  providers  and  other  community  groups  can 
organize  together  to  provide  needed  services  in  the  community. 

In  addition  to  these  three  new  programs,  there  are  already  three 
programs  which  have  been  in  existence  since  the  1970s  — 
Community/Migrant  Health  Centers,  National  Health  Service  Corps, 
and  Rural  Health  Clinics  —  which  have  contributed  to  the 
maintenance  of  health  care  resources  in  rural  areas .  The 
Community/Migrant  Health  Center  programs  provide  primary  care  to 
nearly  3  million  rural  residents,  many  of  whom  would  otherwise 
have  to  go  without  care.     Today,  the  U.S.  Public  Health  Service 
provides  grants  that  permit  1,400  clinics  to  extend  their 
services  to  both  inner  cities  and  rural  areas.     Sixty  percent  of 
the  grant  recipients  are  rural . 
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The  Rural  Health  Clinic  program  has  been  in  existence  since  the 
late  1970s,  but  only  recently  has  it  received  a  substantial 
increase  in  federal  reimbursement  to  attract  a  significant  number 
of  providers— into  the  program.     Rural  health  clinics  are  simply 
private  group  medical  practices  in  rural  areas  that  employ  nurse 
practitioners,  nurse  midwives,  and  physician  assistants  in 
systems  of  care,  and  thus,  gualify  for  higher  Medicare  payments 
both  for  the  mid-level  providers  and  the  physicians  who  provide 
their  direction.     Hospital  outpatient  departments  also  can 
qualify.     These  clinics  have  the  potential  to  significantly 
improve  access  to  primary  care  services  in  communities  that  do 
not  have  the  ability  to  support  a  full-time  physician. 

Rural  Health  care  systems  cannot  be  built  or  sustained  without 
key  professional  personnel.     The  National  Health  Service  Corps  is 
one  means  to  build  that  professional  base.     I  agree  that  the 
Corps,  alone,  will  not  provide  a  long-term  solution  to  rural 
health  professional  shortages.     However,  the  program  has  provided 
critically  needed  health  professionals  to  rural  areas.  Moreover, 
I  believe  that  it  can  serve  as  one  component  of  a  strategy  for 
addressing  these  shortages. 

In  your  letter,  you  ask  whether  we  have  any  recommendations  for 
additional  programs  to  increase  the  number  of  physicians  who 
choose  to  practice  in  rural  areas.     We  believe  the  question  of 
how  to  attract  and  retain  physicians  to  rural  areas  is  extremely 
complicated.     A  variety  of  changes  in  the  system  cor  Id  be  made  to 
increase  the  level  of  payment  in  rural  areas  (e.g.,  providing  a 
bonus  for  all  rural  physicians;  eliminating  the  new  physician 
limitation  for  all  rural  practices,  not  just  for  underserved 
areas;  eliminating  the  geographic  practice  adjustment  in  the 
new  physician  fee  schedule) .     However,  we  do  not  believe  that 
there  is  sufficient  evidence  available  to  show  that  these  changes 
would  necessarily  lead  to  increased  numbers  of  physicians  in 
rural  areas.     A  wide  variety  of  non-financial  reasons  exist  that 
influence  a  physician's  decision  on  where  to  practice,  e.g., 
access  to  the  latest  technology,  opportunities  for  professional 
growth,  and  lifestyle  amenities.     The  challenge  for  rural  areas 
is  to  also  increase  the  number  of  primary  care  practitioners,  who 
may  be  nurse  practitioners,  physician  assistants,  or  nurse- 
midwives  as  well  as  physicians.     To  be  effective  in  a  rural 
setting,  these  practitioners  must  learn  to  work  together  in 
collaborative  arrangements  that  build  on  each  practitioners 
skills. 

The  Department  is  increasingly  looking  to  how  we  train  rural 
physicians  and  other  practitioners  to  work  together  in  systems  of 
care.     For  example,  we  have  awarded  18  grants  to  support 
education  and  training  programs  for  health  care  professionals 
that  emphasize  the  interdisciplinary  training  of  health  care 
practitioners  for  rural  areas  (Interdisciplinary  Training  for 
Health  Care  for  Rural  Areas,  Section  799A  of  the  Public  Health 
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Service  Act) .     The  emphasis  is  on  interdisciplinary  training 
because  it  is  believed  that  such  training  stabilizes  the 
availability  of  primary  care  in  rural  areas  through  the  more 
effective -integration  of  developing  effective  collaborative 
arrangements  between  different  types  of  professionals,  especially 
mid-level  practitioners  and  physicians. 

In  summary,  we  believe  that  additional  study  is  needed  on  how  to 
increase  the  number  of  primary  care  practitioners  in  rural  areas . 
In  this  connection,  we  expect  to  place  special  emphasis  on  rural 
areas  in  the  annual  reports  that  we  will  be  preparing  for 
Congress  from  both  the  Health  Care  Financing  Administration  and 
the  Health  Resources  and  Services  Administration  (HRSA) .  Also, 
the  Office  of  Rural  Health  Policy  (ORHP)  and  the  Bureau  of  Health 
Professions  in  HRSA  have  produced  a  number  of  publications 
describing  innovative  programs  for  addressing  the  health  care 
personnel  shortages  in  rural  areas.     For  further  information  on 
these  topics,  I  suggest  that  your  staff  contact  Mr.  Jeffrey 
Human,  Director  of  ORHP  at  301-443-0835. 

Thank  you  for  your  interest  in  the  Department's  views  on  rural 
health  care.     My  staff  and  I  will  keep  working  to  help  ensure 
that  guality  medical  care  continues  to  be  available  to  rural 
beneficiaries  of  our  programs. 


Sincerel 


Louis  W.  Sullivan,  M.D. 
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Mr.  Andrews.  Mr.  McGrath  will  inquire. 

Mr.  McGrath.  Thank  you,  Mr.  Chairman.  Welcome  Dr.  Sullivan, 
and  Dick. 

Rather  than  ask  you  anything  technical  about  the  plans  for  a 
new  health  system,  I  thought  that  I  would  take  my  time  today  and 
relay  to  you  what  happened  to  me  during  my  August  work  period. 

I  did  six  or  seven  railroad  stations.  I  did  six  townhall  meetings.  I 
did  11  senior  citizen  club  meetings.  The  average  number  of  people 
at  each  of  those  was  in  the  hundreds,  some  reaching  500  or  600. 

I  would  like  to  impress  upon  you  that  those  people  meeting  with 
me  consider  health  care  to  be  the  number  one  issue  concerning 
them. 

I  heard  from  people  whose  medigap  insurance  rates  were  threat- 
ened to  go  up  over  100  percent.  Thankfully,  the  State  insurance 
commissioner  denied  that  application,  and  told  the  company  that 
they  could  revisit  the  issue  in  April. 

I  was  told  by  a  woman  at  the  Rockville  Center  railroad  station  at 
6:33  in  the  morning  that  the  only  reason  that  she  was  going  to 
work  in  the  city,  leaving  three  kids  at  home  with  her  husband  who 
is  a  lawyer  working  in  the  house,  was  that  she  needed  to  get  health 
care  coverage,  because  the  cost  for  an  individual  family  would  be 
$12,000  for  her. 

I  can  go  on,  in  countless  instances,  to  tell  you  how  people  are 
concerned  and  frightened  about  the  lack  of  access  of  insurance,  the 
cost  of  insurance,  and,  frankly,  the  need  for  adequate  care.  And 
that  is  in  my  district,  which  is  a  fairly  affluent,  middle-class  dis- 
trict— not  all  of  it,  but  generally  speaking. 

I  am  having  a  hard  time  impressing  this  upon  people,  either  in 
the  White  House  or  in  HHS.  I  keep  reiterating  my  concern,  and 
the  concern  of  the  people  who  I  represent,  about  this  issue.  And  I 
keep  hearing,  "Well — not  now.  It  is  not  the  issue  for  today.  We 
have  other  things  to  do." 

I  just  wanted  to  alert  you  to  the  fact  that,  having  talked  to  my 
colleagues  who  have  similar  stories  about  their  experiences  in  the 
August  work  period,  this  is  a  major,  paramount  issue  on  the  minds 
of  the  people  in  our  Nation. 

I  realize  that  we  cannot  do  this  in  haste.  I  realize  that  we  have 
to  build  a  consensus.  But  I  think  it  is  time  to  signal  to  the  Ameri- 
can people  that  something  is  in  the  offing,  that  something  is  being 
discussed,  that  something  will  eventually  be  done  about  this  par- 
ticular issue. 

I  just  want  to  reiterate  that  I  think  it  is  probably  time  for  some- 
body of  the  stature  of  you,  Dr.  Sullivan,  and  you,  Dick,  to  say  some- 
thing about  where  we  are  going,  where  we  might  be — at  least  the 
objectives  of  what  we  think  we  might  want  to  have  out  of  a  new 
system,  whether  it  be  a  planned  new  system,  or  built  incrementally 
on  the  system  we  have. 

I  think  it  is  time  that  the  American  people  were  given  some  as- 
surance that  we  are  working  on  this  problem. 

Secretary  Sullivan.  Thank  you  Congressman  McGrath. 

Let  me  assure  you  and  the  other  members  of  this  committee  un- 
equivocally, we  are  working  on  this  problem,  and  working  very 
hard,  and  with  a  strong  commitment. 


747 


But  as  I  stated  earlier  and,  I  think,  there  is  increasing  agree- 
ment among  individuals  looking  at  this  problem,  that  this  really  is 
a  large  problem.  It  is  a  complex  problem.  And  it  is  a  problem  that 
is  not  going  to  simply  yield  to  a  single  solution,  or  "the  answer." 

There  are  a  number  of  things  that  need  to  be  done. 

Let  me  also  add  that  there  are  things  that  I  maintain  can  be 
done,  and  we  are  working  to  do  them — I  listed  some  of  them  previ- 
ously— such  as  our  immunization  programs,  and  there  are  others. 

And,  again,  I  would  emphasize  the  fact  that  I  was  rather  sur- 
prised and  disappointed  that  our  efforts  to  get  $57  million  for  our 
infant  mortality  initiative  was  not  successful.  The  Congress  gave  us 
only  $25  million. 

We  have  asked  for  $171  million  this  year.  I  hope  that  we  will  get 
that,  because  I  think  every  place  I  go  everyone  agrees  that  we  have 
a  problem.  Virtually  every  Congressman  I  talk  with  also  agrees  we 
have  a  problem.  So,  clearly,  we  want  to  develop  that  partnership. 

Let  me  make  one  final  comment  here,  too,  that  I  have  been 
trying  to  tell  the  American  people.  And  that  is  this — we  have  to 
expand  our  primary  health  care  network.  We  are  working  to  do 
that,  as  mentioned,  with  our  community  health  centers  and  ex- 
panding the  National  Health  Service  Corps.  And  we  also  have  to  do 
a  better  job  of  educating  our  citizens  about  those  things  that  they 
not  only  can  do,  but  must  do,  if  they  are  going  to  improve  their 
health,  as  well  as  help  to  control  costs. 

One  quick  example  that  all  of  the  members  of  this  committee  are 
familiar  with  is  cigarette  smoking.  That  is  the  single,  number  one, 
preventable  cause  of  death  in  our  society — 430,000  citizens  every 
year,  $65  billion  in  direct  health  costs  or  lost  wages  a  year.  And 
that  is  only  one  of  a  number  of  things. 

So,  what  I  am  saying  is  we  clearly  need  to  continue  our  efforts  to 
address  how  our  health  care  system  is  organized  and  financed,  but 
I  maintain  that  if  that  is  all  we  do,  we  will  never  have  enough 
money,  or  even  enough  personnel,  to  put  a  cardiac  care  center  in 
every  corner,  et  cetera. 

There  are  a  number  of  things  that  we  can  do,  must  do,  and  I 
think  ought  to  do,  to  protect  and  preserve  our  health.  And  that  is 
where  our  citizens'  personal  responsibility  comes  in.  They  are  set 
out  in  our  1  'Healthy  People  2000,"  health  objectives  for  the  Nation 
that  we  released  in  September  of  last  year. 

I  think  as  Chairman  Rostenkowski  is  reported  in  today's  Wash- 
ington Post,  everyone  is  looking  for  solutions  that  are  "out  there 
somewhere,"  but  yet,  so  many  people  do  not  see  that  part  of  the 
solution  is  in  their  own  actions.  All  of  this  has  to  be  part  of  it. 

Mr.  Darman.  Mr.  Chairman,  could  I  just  add  one  word? 

Mr.  Andrews.  Surely. 
!     Mr.  Darman.  Mr.  McGrath,  I,  too,  agree  with  the  point  you  are 
|  trying  to  make,  or  that  you  made. 

,  Could  I  just  add  this,  though.  I,  of  course,  have  not  done  the  kind 
i  of  district  work  that  you  have,  but  in  looking  at  aggregate  informa- 
]  tion  about  people's  attitudes  on  this,  it  appears  that  they  are,  by 
|  and  large,  satisfied  with  the  quality  of  the  American  health 
!  system,  and  as  your  questions  or  comments  suggested,  what  they 
I  seem  to  be  most  disturbed  about  are  costs,  and  for  many  people 
that  is  the  access  issue. 


748 


I  just  wanted  to  add — it  is  not  just  individuals  who  are  concerned 
about  the  costs,  it  is  also  small  businesses,  large  businesses,  labor 
unions,  and  governments.  State  governments  are  most  concerned, 
as  they  look  forward  a  half  decade  or  decade,  at  the  rising  burden 
of  Medicaid  costs  and  other  health  costs  on  States,  and  do  not  see 
how  they  are  going  to  be  able  to  finance  it. 

So  who  does  that  leave?  The  Federal  Government.  But,  of  course, 
at  the  Federal  level,  if  you  look  at  these  cost  projections,  we  have 
to  be  quite  concerned,  as  well. 

So,  we  end  up  with  a  near-classic  dilemma  which  is  that  what  we 
find  is,  people  would  like  to  get  more  for  less,  or  at  least  for  not 
any  more.  And  they  would  like  to  do  it  without  risking  the  quality, 
or  risking  quality  degradation,  and  that  is  an  inherently  difficult 
problem,  which  is,  I  would  contend,  the  only  reason  it  is  taking  all 
of  us  so  long  to  come  up  with  a  solution. 

It  is  an  inherently,  exceedingly  difficult  problem  on  a  very  large 
scale. 

I  might  just  add  this  point.  As  people  work  on  it — at  least  I  have 
found,  everybody  who  works  on  it — when  they  bump  up  against  the 
costs  of  one  solution  or  another,  they  get  understandably  frustrated 
as  to  whether  that  is  going  to  be  feasible  in  the  political  system, 
and  they  become,  in  some  cases,  attracted  to  supposedly  "free"  so- 
lutions, the  latest  of  which  is  supposed  administrative  cost  savings 
of  $67  billion. 

I  would  just  note,  underlining  that  this  is  strictly  preliminary 
analysis,  that  if  you  take,  for  example,  Congressman  Russo's  ap- 
proach— I  am  sorry  he  is  not  here — but  at  appendix  2,  you  will  find 
our  own  analysis  of  the  "free"  approach. 

The  free  approach  comes  up,  probably,  $100  billion  to  $200  billion 
per  year  short  in  Congressman  Russo's  bill,  as  we  would  under- 
stand it,  unless  you  assume  radical  reductions  in  the  payments  to 
providers — radical  reductions.  This  is  even  after  you  increase  the 
HI  tax,  you  increase  Social  Security  taxes,  you  increase  the  corpo- 
rate tax  rate  to  38  percent,  and  you  increase  the  personal  tax  rate 
to  38  percent,  all  of  which  he  does  in  his  plan. 

I  think  if  people  had  an  opportunity  to  understand  that  the  sup- 
posedly "free"  solution  was  going  to  increase  taxes  under  all  these 
headings,  and  still  come  up  $100  billion  to  $200  billion  short  unless 
providers  were  squeezed  by  that  amount,  at  which  point  you  have 
to  say,  "What,  then,  will  happen  to  quality?" — people  might  not  be 
so  enamored  of  the  free  solution. 

Mr.  Andrews.  Mr.  Matsui. 

Mr.  Matsui.  Thank  you,  Mr.  Chairman. 

Dr.  Sullivan,  you  listed  six  items  that  we  should  be  looking  to. 
You  had  talked  about  affordable  insurance,  managed  care  for  Med- 
icaid and  Medicare. 

One  of  the  items  you  mentioned  was  primary  health  care,  and 
you  emphasized  the  Community  and  Migrant  Health  Service-type 
care.  I  was  not  going  to  raise  this,  but  you  mentioned  it  in  your 
opening  statement,  you  responded  to  Mr.  McGrath,  and  you  also 
talked  about  the  fact  that  the  Budget  Committee  and  the  Congress 
did  not  respond  to  the  administration's  request  on  infant  mortality 
and  your  experimental  programs  in  10  cities. 
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And  you  obviously  are  critical  of  the  fact  that  we  only  budgeted 
it  at  under  50  percent,  perhaps  a  third  of  what  you  requested.  I 
guess  the  problem  is — and  what  you  did  not  mention,  in  both  your 
comments  to  Mr.  McGrath  and  others — is  the  fact  that  the  admin- 
istration, and  I  guess  with  your  blessing,  took  money  out  of  Com- 
munity and  Migrant  Health  Service  to  pay  for  that  experimental 
program. 

How  could  you  now  come  before  us  and  say  we  should  beef  up 
Community  and  Migrant  Health  Services  and  criticize  us  for  cut- 
ting back  on  infant  mortality,  and  then  at  the  same  time,  last  year 
cut  back  funds  out  of  a  program  that  you  are  now  proposing  we 
support. 

Secretary  Sullivan.  Well,  Congressman  Matsui,  I  think  that  per- 
haps there  is  a  misunderstanding  of  what  we  were  proposing  with 
the  infant  mortality  initiative  and  community  health  centers. 

What  we  were  proposing,  not  only  with  the  budget  of  our  com- 
munity health  centers,  but  also  our  other  programs,  such  as  our 
National  Health  Service  Corps,  that  those  dollars  would  stay 
within  those  programs  but  would  be  focused  on  infant  mortality. 
Because  what  we  were  trying  to  do  in  making  that  proposal  was  to 
live  with  the  reality  that  there  is  a  budget  agreement  that  the  Con- 
gress and  the  President  passed. 

What  we  were  saying  is,  we  are  committed  to  the  community 
health  centers.  They  are  very  important.  However,  we  feel  that 
with  our  infant  mortality  problem  we  have  a  crisis.  We  are  24th 
among  the  nations  of  the  world,  and  so,  therefore,  we  are  saying 
that  we  should  perhaps  target  some  of  the  dollars  within  those  pro- 
grams to  go  for  infant  mortality,  including  the  community  health 
centers,  because  they  do  provide  prenatal  care,  and  what  we  were 
proposing  is  to  keep  those  dollars  within  those  programs,  but  to 
focus  them  on  infant  mortality. 

Because  we  are,  unfortunately,  in  the  business  of  making  prior- 
ities, given  the  limited  resources. 

Mr.  Matsui.  Well,  I  understand  that,  Dr.  Sullivan,  but  at  the 
same  time,  if  you  emphasize  one  area,  you  are  going  to  deempha- 
size  another,  even  within  the  Community  and  Migrant  Health 
Services  budget,  itself. 

I  really  think  that  your  comments,  perhaps,  are  somewhat  incon- 
sistent, and  not  really  fair  to  the  process  that  we  had  to  undertake, 
because  we  had  to  ultimately  make  the  tough  decision. 

Let  me  just  move  over,  if  I  may,  to  another  particular  area.  One 
comment  I  would  like  to  make  is  that,  unlike  the  Reagan  adminis- 
tration— and  I  know  that  Mr.  Darman  was  a  very  major  player  in 
the  Reagan  administration — it  appears  that  the  Bush  administra- 
tion really  has  no  sense  of  history.  It  just  seems  to  me  that  this  is  a 
wonderful  opportunity  to  make  significant  changes  in  the  way 
health  care  is  delivered  to  America,  in  the  1990s  and  the  year  2000 
and  beyond. 

When  Mr.  Reagan  was  President,  he  did  take  the  initiative,  per- 
haps we  did  not  agree  with  it,  but  he  took  bold  initiatives.  I  find 
that  this  administration  is  kind  of  playing  around  at  the  edges, 
almost  unwilling  to  take  risks. 

But,  let  me  just  say  this.  You  do  not  like  pay-or-play,  you  do  not 
like  single-payer,  Mr.  Russo's  approach.  You  say  the  incremental 
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approach  is  the  way  to  go,  and  then  your  initiative  today  is  to  call 
a  summit  with  insurance  companies  to  discuss  this  problem. 

I  am  absolutely  bewildered.  I  would  have  hoped  you  would  have 
said,  "Well,  we  should  have  emphasized  children,  and  pregnant 
mothers/'  I  would  have  thought  you  might  have  said,  "We  should 
look  at  long-term  care."  But  I  do  not  see  any  of  that  coming  out  of 
this  administration. 

You  play  around  the  edges,  and  you  really  expect  us  to  sit  here 
and  say,  "My  goodness,  what  a  wonderful  proposal."  I  have  to  tell 
you  that,  listening  to  your  testimony  and  reading  your  report,  and 
Mr.  Darman's,  which  was  really  statistical,  I  just  think  that  we 
probably  should  not  have  had  this  hearing,  except  perhaps,  to 
bring  out  the  fraud  of  this  administration's  health  care  policy. 

Secretary  Sullivan.  Mr.  Matsui,  let  me,  in  response  to  that, 
quote  something  that  is  in  today's  paper.  It  goes  as  follows.  It  says, 
"First  we  need  some  consciousness  raising.  We  need  to  fully  under- 
stand the  problem  and,  most  important,  we  must  acknowledge  that 
every  American,  every  health  care  consumer,  and  every  health 
care  provider,  will  pay  part  of  the  price  of  reforming  the  system." 

Quoting  elsewhere,  it  says,  "Attempting  to  legislate  now  would 
be  a  terrible  mistake.  It  would  delay,  by  years,  the  reforms  we 
agree  are  needed."  That  is  an  except  from  the  speech  given  by 
Chairman  Rostenkowski  yesterday  to  the  National  Consumers' 
League. 

So,  what  I  am  pointing  out,  is  this.  I  think  there  is  agreement, 
really  on  both  sides  of  the  aisle,  that  we  have  a  complicated  prob- 
lem, and  a  rush  to  action  may  very  well  make  someone  feel  good, 
but  may  not  accomplish  anything.  The  Reagan  administration  did 
work  to  pass  catastrophic  insurance.  That  happened.  The  Bush  ad- 
ministration came  in  and,  indeed,  that  legislation  was  repealed  by 
the  Congress. 

So,  the  point  is  simply,  action  for  action's  sake  may  not  accom- 
plish anything,  but  really  cause  further  chaos  and  turmoil  in  the 
system.  We  need  to  really  discuss  these  issues,  debate  them,  devel- 
op consensus.  Because  what  we  want  to  do  is  to  come  up  with  some 
solutions  to  the  problems,  and  not  simply  say  that  there  is  a  bill 
that  we  have  introduced,  that  really  may  not,  in  the  long  run,  do 
anything,  but  may  actually  be  counterproductive. 

Mr.  Matsui.  Dr.  Sullivan,  you  really  missed  my  point. 

I  happen  to  agree  with  the  administration's  position  on  incre- 
mental approach  to  health  care.  I  do  not  think  we  can  make  a  radi- 
cal change  overnight. 

At  the  same  time,  I  would  like  you  people  to  engage  yourself  in 
this  debate.  I  would  like  to  see  you  engage  yourself  in  this  debate 
as  you  have  with  tobacco,  and  the  fact  that  you  are  trying  to 
reduce  tobacco  usage  in  America  today.  That  is  the  kind  of  passion 
I  would  like  to  see  out  of  this  administration,  and  we  are  not  get- 
ting it. 

I  just  cannot  understand  why  this  administration  is  not  taking 
this  issue  and  really  running  with  it. 
Mr.  Andrews.  Ms.  Johnson  will  inquire. 

Secretary  Sullivan.  If  I  might  just  respond,  Mr.  Andrews,  to 
that. 
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As  I  mentioned,  this  is  a  large  problem.  It  is  a  complex  problem, 
and  I  think  that  what  we  want  to  do  is  try  and  make  sure  that  we 
have  our  hands  around  the  problem — that  we  understand  it  and  we 
have,  indeed,  some  discussion  before  moving  off.  We  want  to  be 
sure  that  we  have  air  in  the  tires  before  we  start  down  the  race 
track. 

We  still  have,  for  example  our  Medicare  and  Social  Security 
Quadrennial  Advisory  Council  that  has  yet  to  report.  The  Gover- 
nors working  on  this  problem  just  gave  their  report  recently. 

So  what  we  are  saying  is  that  we  think  that  we  need  to  be  sure 
that  we  have  the  information,  so  that  we  can  then,  indeed,  have  a 
debate  that  is  knowledgeable,  that  really  addresses  the  issues. 

I  can  assure  you  I  feel  very  strongly  about  this  problem.  I  visited 
hospitals,  clinics,  around  the  country.  I  have  seen  problems.  I  have 
seen  people  hurting.  We  want  to  address  that.  But  we  want  to 
really  come  up  with  solutions,  and  I  can  assure  you  that  we  are 
working  very  hard  to  try  and  do  that. 
Mr.  Darman.  Could  I  just  add  one  word,  Mr.  Chairman? 
Mr.  Andrews.  Surely. 
Mr.  Darman.  Thank  you. 

First  of  all,  I  should  not  allow  to  pass  Mr.  Matsui's  kind  words 
about  the  Reagan  administration  without  thanking  him.  [Laugh- 
ter.] 

And  second,  I  should  clarify,  if  I  could,  Mr.  Matsui,  that  we  made 
absolutely  clear  to  the  committee  that  we  were  not  coming  today 
with  the  administration's  comprehensive  plan.  It  was  my  under- 
standing that  I  was  asked,  nonetheless,  to  come  and  to  comment 
upon  the  many  different  plans  before  the  Congress. 

I  believe  if  you  will  take  a  look  at  my  testimony,  you  will  find  it 
to  be  very  responsive  to  the  committee's  request. 

I  did  not  call  the  hearing.  I  do  not  believe  that  Secretary  Sulli- 
van called  the  hearing.  When  we  have  a  comprehensive  plan— and 
we  are  working  seriously  and  hard  on  it — we  will  certainly  seek  an 
opportunity  to  come  before  this  committee — I  should  have  thought 
it  might  be  first,  before  this  committee — in  order  to  present  such  a 
comprehensive  plan. 

Finally,  you  say,  "Why  not  engage?"  We  can  quibble  about 
whether  we  are  engaged  or  not.  For  those  of  us  who  are  working 
hard  on  this,  it  feels  like  engagement,  but  perhaps  it  does  not 
appear  to  be  to  you. 

Let  me  just  remind  you  of  something  else  we  all  worked  together 
on  that  is,  I  think,  of  comparable  scope — tax  reform. 

Tax  reform  was  enormous  in  its  scope.  It  was  not  proposed  in  the 
Reagan  administration,  except  with  a  single  sentence  in  1983.  It 
got  up  to  about  two  sentences  in  1984,  even  though  people  were 
working  hard  on  it.  The  first  plan  happened  to  come  late  in  1984, 
and  as  you  know  working  with  this  committee,  it  was  not  ultimate- 
;     ly  enacted  until  1986. 

We  are  talking  about  something  here  of  similar  complexity,  of 
I     similar  seriousness,  perhaps  even  greater  seriousness,  and  it  is 
|     going  to  take  us  time,  working  together,  to  do  it.  There  were  people 
who  had  plans  ahead  of  the  administration  on  tax  reform.  Ulti- 
I     mately,  the  administration  had  one.  Ultimately,  a  big  one  was  leg- 
islated. 
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I  think  that  will  eventually  happen  with  respect  to  health,  but  I 
really  do  not  think  you  should  be  so  discouraged  about  the  pros- 
pects of  serious  action  in  a  Bush  administration.  I  suspect  we  will 
all  be  at  a  signing  ceremony  in  the  second  Bush  term. 

Mr.  Andrews.  Ms.  Johnson  will  inquire. 

Ms.  Johnson.  Thank  you,  Mr.  Chairman. 

Actually,  I  think  what  is  interesting  and  significant  about 
today's  hearing  is  the  contrast  between  it  and  hearings  of  this 
nature  a  year  ago. 

There  is  clearly  enormous  consensus  developing  amongst  the 
Democrats  and  Republicans  in  Congress  and  the  executive  branch, 
that  there  are  some  things  we  could  do  that  would  very  powerfully 
reach  out  to  that  15  percent  that  have  no  access  to  insured  health 
care. 

I  am  very  pleased  to  hear  of  the  depth  of  your  interest,  and  I 
know  your  work  has  been  very  detailed  in  the  area  of  small-group 
health  insurance  reform.  Coupled  with  the  health  centers  expan- 
sion program,  we  have  an  enormous  opportunity  to  reach  the  unin- 
sured and  the  uncovered.  There  is  more  interest  in  both  those 
things  on  this  side  of  the  process,  and  I  can  see  there  is  more  inter- 
est on  your  side.  I  think  that  is  a  very  powerful  fact. 

Second,  there  is  clearly  some  understanding  that  there  are  no- 
cost  things  that  we  can  do,  or  affordable  things  that  we  can  do,  in 
the  area  of  cost  control.  Certainly,  malpractice  reform  and  chang- 
ing our  Tax  Code  to  foster  a  smart-buying  product  are  certainly 
two  of  them,  because  they  will  change  the  incentives  systemically. 

There  is  a  problem,  however,  that  is  impeding  your  work  and 
ours.  While  my  colleague  before  me  cast  some  small  aspersions  on 
your  effort  to  have  a  summit  on  the  issue  of  administrative  costs,  I 
commend  you  on  that.  I  want  to  point  to  a  larger  issue,  because 
Mr.  Darman  makes  a  couple  of  comments  in  his  statement  about 
empirical  evidence  suggesting  that  out-of-pocket  cost-sharing  re- 
duces utilization,  and  so  on  and  so  forth. 

What  I  am  finally  coming  to  realize  is  if  you  look  at  the  prob- 
lems that  we  have  had  in  estimating  capital  gains  taxes,  whether 
we  should  use  a  static  model  or  a  multiyear  model — we  are  really 
facing  the  same  problem  in  health  care. 

I  have  had  long  discussions  with  Bob  Reischauer  of  CBO  about 
this,  and  I  am  glad  to  say  that  they  also  are  reevaluating  their 
thinking.  He  can  tell  me  what  it  will  cost  to  give  100  percent  de- 
ductibility of  premiums  for  the  self-insured.  He  can  tell  me  certain 
things  about  administrative  costs.  But  he  cannot  tell  me,  he  cannot 
separate  out,  what  it  costs  insurers  to  administer  their  program,  in 
term  of  marketing,  overhead,  and  other  different  things,  and  to  pay 
the  check. 

We  are  not  good  on  sorting  out  the  difference  between  paying 
checks  and  overseeing  the  quality  of  buying — what  we  want  to  pay 
for.  So  the  technology  of  cost  estimating  is,  in  my  estimation,  very 
seriously  flawed  for  the  kinds  of  decisions  we  are  going  to  have  to 
make. 

It  is  ludicrous  that  we  cannot  actually  estimate — our  system  does 
not  allow  us  to  estimate — the  impact  of  going  to  systemic  approach- 
es to  managed  care.  So  when  I  look  at  what  we  are  up  against,  we 
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are  going  to  have  to  find  the  ability  to  make  some  cost  estimates 
on  behavior-related  changes. 

I  just  would  wonder  whether  either  of  you  would  be  interested  in 
working  with  any  of  us  over  here.  I  know  CBO  is  doing  some  work 
in  this.  What  can  we  do  to  get  the  technology  on  line  that  we  need 
to  make  the  kinds  of  estimates  that  are  going  to  have  to  be  made, 
in  rather  a  short  tail  of  experience,  in  order  to  give  the  Congress  a 
better  ability  to  make  judgment  than  we  have  now? 

The  GAO  report  on  the  cost  of  the  Canadian  health  care  system 
is  a  perfect  example  of  the  incompetence  and  inadequacy  of  our  in- 
tellectual capabilities  and  our  technical  estimating  tools  to  the 
enormity  of  the  problem  we  face. 

So,  I  ask  you  to  comment  on  this  issue  of  estimating,  and  the 
new  effort  we  need  to  be  able  to  field  to  estimate  behavior-related 
costs  or  incentive-varied  behavioral  changes. 

Secretary  Sullivan.  Well,  Ms.  Johnson,  let  me  say  first  of  all 
that  we  would  be  very  pleased  to  work  with  you  on  that  issue  and, 
certainly,  I  know  that  your  bill  that  looks  at  the  small-market  re- 
forms for  health  insurance,  we  believe,  represents  a  very  good  be- 
ginning. Even  though  we  may  not  agree  with  everything  in  that 
bill,  we  do  think  that  it  makes  a  very  positive  contribution  to  this 
debate. 

The  other  point  I  would  make,  in  terms  of  behavior  change,  is 
this. 

The  Public  Health  Service  estimates  that  we  could  reduce  prema- 
ture deaths  in  our  society  by  a  minimum  of  40  percent,  and  by  per- 
haps as  much  as  70  percent,  if  we  could  change  the  health  behavior 
around  the  top  10  causes  of  death  in  our  society — heart  disease, 
cancer,  unintentional  injury,  stroke,  and  on  down. 

So  the  point  here  is  that  we  must,  when  we  look  at  our  health 
care  system,  we  must  not  only  look  at  the  organization  and  financ- 
ing of  care  but,  indeed,  incentives  for  changing  behavior.  We  know 
that  simply  giving  the  information  and  expecting  change  to  auto- 
matically occur  is  not  sufficient.  We  have  to  find  ways  to  develop 
incentives. 

I  maintain  that  we  would  not  only  save  dollars,  but  we  would 
also  save  lives.  We  know  that  we  save  dollars  when  we  invest  in 
prenatal  care,  and  when  we  invest  in  immunizations.  So,  clearly, 
we  need  to  do  a  better  job  in  this  and  other  areas. 

We  certainly  would  be  very  pleased  to  work  with  you  and  your 
staff  on  some  of  the  cost-estimating  strategies,  and  strategies  for 
behavior  change. 

Mr.  Andrews.  I  would  like  to  ask  both  of  you  a  few  questions 
about  the  Medicaid  issue.  As  all  of  us  are  aware,  HCFA  has  issued 
regulations  on  the  use  of  State  and  local  provider  taxes  in  match- 
ing Federal  Medicaid  dollars. 

The  reason  for  the  regulations,  as  I  understand  it,  is  to  stop 
States  from  using  accounting  gimmicks  to  draw  down  Medicaid  dol- 
I  lars.  The  result  in  my  State  of  Texas  has  been  confusion  and  con- 
j  cern  that  legitimate  State  programs  are  going  to  be  ended  or  cur- 
tailed, and  certainly  brought  into  question. 
Texas  stands  to  lose  about  $800  million  in  Medicaid  funds. 
|  Should  this  happen,  the  State  legislature  would  have  to  be  called 
into  special  session,  probably  this  year,  to  deal  with  the  fiscal  crisis 
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that  would  be  caused  by  your  regulations.  Over  100,000  Texans 
could  well  be  forced  into  the  rolls  of  the  uninsured.  Other  States, 
like  Indiana  that  was  mentioned  earlier,  face  similar  problems. 

Let  me  mention  to  both  of  you  the  three  primary  programs  that 
Texas  has,  and  I  would  like  to  ask  you  to  comment — if  you  can, 
specifically — but  in  general,  on  the  issue. 

Under  the  first  one,  which  was  launched  in  1987,  a  dozen  Texas 
hospitals  that  care  for  the  largest  number  of  indigent  patients  pay 
a  special  tax  to  the  State.  The  State  then  pools  the  money  to  qual- 
ify for  additional  Medicaid  matching  funds.  The  original  tax  and 
the  Federal  matching  funds  are  then  doled  out  to  110  Texas  hospi- 
tals to  cover  their  unpaid  bills  for  treating  indigents. 

Last  year,  Texas  collected  $35.9  million  in  these  kinds  of  special 
taxes,  allowing  the  State  to  draw  an  additional  $75  million  from 
Federal  Medicaid  coffers. 

Under  the  second  program,  which  was  launched  earlier  this 
month,  three  University  of  Texas  system  hospitals — the  UT  Medi- 
cal Branch  in  Galveston,  the  UT  Health  Center  in  Tyler,  and  M.D. 
Anderson  Hospital  in  Houston — set  aside  part  of  their  State  appro- 
priations, based  on  how  much  indigent  care  they  provide.  DHS 
then  uses  that  cash  to  qualify  for  additional  Medicaid  funds. 

The  State  and  Federal  money,  officials  said,  is  distributed  back  to 
the  UT  system  to  cover  their  unpaid  indigent  care  costs. 

The  third  program  would  take  effect  in  January,  and  operate  a 
lot  like  the  first.  Twenty-four  Texas  hospitals  pay  a  special  tax. 
DHS  pools  that  money  to  get  additional  Medicaid  matching  funds 
and  distributes  the  State  and  Federal  money  back  to  those  24  hos- 
pitals. 

Now,  the  problem  that  Texas  faces,  and  possibly  other  States,  is 
they  have  mixed  responses  and  reactions  from  both  of  you.  As  I  un- 
derstand it,  part  of  the  problem  is  that  the  regulations  are  so  vague  i 
that  most  of  the  States  just  do  not  know  how  the  regulations  are  ! 
going  to  affect  these  primary  programs,  or  any  other  program  they 
might  devise. 

HCFA  has  told  Texas  officials  that  Texas  would  not  be  affected  I 
by  the  regulations.  OMB  has  told  Texas  that  the  State  would  be 
dramatically  affected.  In  fact,  one  Texas  newspaper  says  that  Mr. 
Darman's  view  is  that  this  is  a  sham. 

Now,  we  face  the  same  problem  that  you  mentioned,  Dr.  Sulli- 
van, in  your  fable,  early  on.  Like  the  visitor  in  your  Procrustean  | 
bed,  we  do  not  know  whether  to  stretch  or  whether  to  cut. 

It  is  a  dilemma  that  I  think  you  and  Mr.  Darman  owe  my  State  a 
thorough  review  and  explanation,  so  we  can  move  forward.  It  is  a 
serious,  serious  issue  with  many  States,  and  certainly  with  a  State 
like  Texas  that  is  hard-hit,  for  lack  of  revenues,  and  many,  many 
demands  on  its  health  care  system. 

I  wonder  if  both  of  you,  please,  would  not  only  make  a  comment  j 
this  morning,  but  would  follow  up  with  some  specific  observations 
about  the  three  programs  that  I  have  mentioned. 

Secretary  Sullivan.  Yes,  Mr.  Andrews,  we  will  be  happy  to  do 
so. 

Let  me  say,  this  morning,  to  you,  and  certainly  to  all  of  the 
States,  the  following.  We  understand  that  the  proposed  regulation  |! 
is  confusing,  and  we  are  working  very  hard  within  our  Health  Care  I 
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Financing  Administration  to  develop  a  clarifying  regulation  that 
we  believe  will  remove  a  lot  of  the  confusion.  We  expect  to  have 
that  out  before  the  end  of  this  month. 

Let  me  also  say  that  we  certainly  want  to  work  with  the  States 
to  see  that  our  citizens  who  depend  upon  these  programs  indeed 
get  the  services  that  they  need.  We  are  not  in  the  business  of  put- 
ting people  out  in  the  street,  in  terms  of  the  health  care  system. 
But  the  specifics  of  your  three  plans,  we  will  review  with  our  offi- 
cials within  HCFA,  and  also  we  will  coordinate  with  our  colleagues 
in  OMB,  so  that  we  will  try  and  give  you  and  your  colleagues  in 
Texas  some  clear  answers  to  clear  up  the  confusion. 

Mr.  Andrews.  Mr.  Darman,  the  Austin  American  Statesman 
quotes  you  as  saying  these  three  programs  are  a  sham.  What  would 
you  care  to  comment  about  that? 

Mr.  Darman.  I  never  spoke  with  that  newspaper,  nor  have  I 
ever,  to  this  moment — and  I  will  be  happy  to,  in  a  moment — -said  a 
word  about  the  Texas  plan.  In  fact,  the  first  time  I  have  even  seen 
the  Texas  plan  is  when  I  looked  it  up  here  in  this  little  notebook  to 
find  out  what,  exactly,  it  is,  at  least  as  we  understand  it,  and  what 
amount  of  money  is  associated  with  it.  So  

Mr.  Andrews.  Do  you  have  an  opinion  about  it? 

Mr.  Darman.  So,  I  would  have  to  correct  that  reporter  from  this 
great  distance,  and  I  will  appreciate  your  help  in  doing  so. 

I  have  said,  and  perhaps  this  is  what  the  reporter  was  linking,  I 
have  said  that  some  of  these  schemes  are  scams.  It  is  a  strong 
word.  It  has  been  widely  publicized.  I  believe  it  to  be  true,  and  I 
believe  that  most  people  who  are  working  on  this  issue,  on  both 
sides,  believe  it  to  be  true. 

I  have  had  many  representatives  of  States  say — privately,  not 
publicly,  Democrats  and  Republicans — say,  "Yes,  indeed,  this  is  a 
scam.  With  a  little  time  we  can  pass  the  entire  burden  of  State  fi- 
nance to  the  Federal  Government.  We  know  that  was  not  what  was 
intended  by  the  law,  but  it  is  possible  to  do  it.  You  guys  are  going 
to  have  to  stop  it.  What  we  ask  is,  stop  it  in  a  way  that  does  not 
cause  us  too  much  pain  in  transition."  That  is  what  they  say  pri- 
vately. 

Almost  universally  they  agree  that  the  current  system  is  flawed, 
in  that  it  allows  others  to  convert  what  is  supposed  to  be  a  match 
program  intended  to  increase  the  allocation  of  resources  for  health 
care  to  the  poor  into  a  refinancing  by  the  Federal  Government  of 
State  finance,  whether  for  health  care  for  the  poor  or  other  pur- 
poses. 

That  is  not  what  was  intended.  It  has  got  to  be  fixed. 

Now,  there  are  at  least  37  States  that  find  themselves  in  a  condi- 
tion where  they  have  taken  advantage  of  the  law  in  a  way  that  is 
possibly  affected  by  the  regs.  Texas  is  one  of  them,  and  the  Secre- 
tary has  said  two  things  which  I  want  to  underline. 

One,  the  reg  is  going  to  be  changed.  It  is  out  for  comment,  it  is 
not  final.  It  is  going  to  be  changed  relatively  soon.  One  of  the  rea- 
sons it  is  out  for  comment  this  early  is  in  order  that  a  sensible 
review  can  be  made  of  reactions,  clarification  and  so  on,  and  then  a 
more  sensible  resolution  can  be  achieved. 

The  second  thing  that  the  Secretary  said  that  I  want  to  under- 
line my  agreement  with  is  that,  as  we  move  forward  with  this,  we 
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should  work,  and  I  believe  we  are  working  in  the  closest  coordina- 
tion. If,  for  some  reason  or  other,  we  have  failed  to  do  so  with  re- 
spect to  the  State  of  Texas,  I  apologize.  But  I  can  assure  you  that 
Tom  Scully,  who  is  here,  is  working  with  Gail  Wilensky  of  HHS, 
and  other  staff-to-staff,  to  try  to  have  a  very  closely  coordinated 
OMB  and  HHS  set  of  reactions  to  this. 

Mr.  McGrath.  Mr.  Chairman,  will  the  gentleman  yield? 

Mr.  Andrews.  I  would  be  happy  to  yield  to  the  gentleman  from 
New  York. 

Mr.  McGrath.  I  do  not  want  to  beat  this  thing  to  death,  but  we, 
in  New  York,  are  under  the  same  kind  of  gun  that  Texas  is.  We 
believe,  frankly,  that  the  provider  tax  that  the  State  levies  on  the 
providers  is  consistent  with  what  you  are  looking  for,  but  we  are 
under  no  assurance  that  that  might  be  the  case.  We  are  waiting 
anxiously  for  the  new  regs  to  come  out.  We  think  we  are  going  to 
be  all  right. 

The  problem  that  presents  itself  is  that,  should  we  not  be  all 
right,  we  have  a  $400  million  gap,  and  the  Governor  of  our  State 
needs  to  submit  his  budget  to  the  legislature  by  the  first  week  in 
January. 

I  just  want  to  stress  upon  you  the  timeliness  of  getting  some  sort 
of  concrete  answer  to  these  States  by  the  time  that  they  have  to 
submit  their  budgets,  or  else  they  are  going  to  have  to  submit  them 
with  this  blank  in  them,  not  knowing  whether  or  not  these  moneys 
are  going  to  be  forthcoming. 

Secretary  Sullivan.  Mr.  McGrath,  as  I  mention,  we  expect  to 
have  our  clarifying  regulation  out  by  the  end  of  this  month,  and 
clearly  we  would  work  with  each  State  so  that  any  ambiguities  can 
be  clarified.  So,  I  would  think  that  in  the  case  of  New  York,  cer- 
tainly the  Governor  should  be  able  to  know  what  the  State  of  New 
York's  situation  is  before  he  submits  his  budget  to  the  legislature. 

Mr.  Andrews.  Mr.  Stark  will  inquire. 

Mr.  Stark.  Thank  you,  Mr.  Chairman. 

I  want  to  thank  the  witnesses  for  a  summary  of  the  administra- 
tion's position  and  a  rather  thorough  analysis  of  the  various  pro- 
posals floating  around  before  the  Congress. 

I  must  say  that  I  noticed  the  absence  of  my  proposal,  H.R.  650, 
but  I  suspect  that  is  probably  because  it  is  the  one  you  are  going  to 
produce,  and  you  did  not  want  to  have  it  up  for  serious  criticism 
today. 

I  want  to  mention  another  subject  that  I  will  not  go  into  in 
depth,  dealing  with  my  new-found  friendship  with  the  AMA,  except 
to  announce  that  Mr.  Downey  and  Mr.  Cardin  have  told  me  this 
morning  they  will  cosponsor  our  bill,  H.R.  3070,  which  takes  us 
over  the  218  cosponsors  necessary.  I  just  wanted  to  bring  that  to 
your  attention. 

But  I  want  to  talk  a  little  bit  about  savings  and  policy  for  a 
moment.  Mr.  Darman,  in  July,  in  response  to  OBRA  1990,  Health 
and  Human  Services  reported  to  Congress  on  how  it  had  set  up  a 
payment  rate  for  EPO,  a  new  biotech  drug  that  helps  Medicare 
kidney  disease  patients,  and  for  which  the  U.S.  Government  is  basi- 
cally the  only  customer. 

The  Department  had  underestimated,  by  about  100  percent,  the 
number  of  patients  who  would  use  the  drug,  and  as  a  result,  the 
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company  received  every  penny  it  had  spent  on  all  research  and  de- 
velopment since  the  inception  of  the  company,  with  our  payments, 
between  October  of  1989  through  July  of  this  year.  We  paid  $170 
million  back  to  them,  and  then  they  received  an  additional  $417 
million  from  Medicare  for  this  drug  that  cost  them  $170  million. 

Further,  as  we  will  continue  to  use  this  drug,  they  will,  by  June 
1st  of  1996,  receive  from  Medicare  guaranteed  income  of  $1.8  bil- 
lion, and  by  their  own  court  records,  it  cost  them  less  than  4  per- 
cent of  that  to  develop  it.  So  of  that  $1.8  billion  we  are  paying 
them,  96  percent  of  that  is  pure  profit.  I  am  informed  by  the  Joint 
Economic  Committee  that  this  runs  in  the  neighborhood  of  a  51- 
percent  internal  rate  of  return. 

I  would  like  to  mention  then,  a  statement  in  the  Health  and 
Human  Services  report  in  response  to  the  legislation.  In  making 
excuses  for  setting  too  high  a  rate,  the  report  said,  and  I  would  like 
to  quote— 

The  EPO  is  the  first  commercial  product  for  Amgen,  and  the  Medicare  payment 
rates  had  the  potential  of  seriously  impacting  the  company  financially.  Further,  this 
was  one  of  the  first  genetically  engineered  products  to  be  approved  for  patient  use 
by  FDA.  Medicare's  coverage  and  payment  decision  could  have  had  a  serious  impact 
on  the  financial  markets  of  other  companies  involved  in  raising  capital  to  finance 
research  on  other  genetically  engineered  products,  because  investment  in  drugs,  es- 
pecially those  related  to  biotechnology,  is  a  new,  highly  speculative  business.  Ven- 
ture capitalists  expect  a  higher  than  average  return  on  such  investments. 

As  I  said,  Amgen  will  make  over  $400  million  in  profits  this  year. 
One  of  its  officers  already  cashed  in  stock  options  worth  over  $18 
million.  I  do  not  know  that  the  administration  has  ever  ceded  the 
idea  of  an  industrial  policy  to  Health  and  Human  Services. 

Now,  the  administration  has  testified  this  year  against  bills  in- 
troduced to  extend  Medicare  to  the  unemployed,  extend  Medicare 
to  women  and  children,  to  extend  Medicare  to  those  under  65 — be- 
tween the  ages  of  62  and  65 —  every  time  stating  that  Medicare 
was  going  broke  and  we  should  not  expand  it. 

Yet,  it  seemed  OK  to  pay  a  drug  company  over  $1.5  billion  in 
excess,  windfall  profits.  I  want  to  know  if  it  is,  in  fact,  the  policy  of 
this  administration  to  use  Medicare  as  a  form  of  industrial  policy, 
to  help  ensure  the  profitability  of  the  biotech  industry?  Further, 
what  do  you  intend  to  do  about  repricing  this  and  responding  to 
the  congressional  mandate  in  OBRA  1990,  which  asks  you  to  find  a 
fair  and  responsive  pricing  system  for  this  drug? 

Secretary  Sullivan.  Mr.  Stark,  let  me  comment  on  that,  and  cer- 
tainly  

Mr.  Stark.  The  question  was  directed  to  Mr.  Darman.  I  assume 
he  is  going  to  do  nothing  about  it. 

Secretary  Sullivan.  Well,  we  are  partners  in  this  

Mr.  Stark.  OK. 

Secretary  Sullivan  [continuing].  And  I  believe  you  were  quoting 
from  an  HHS  report,  or  was  it  from  an  OMB? 

Mr.  Stark.  It  was  from  your  report  to  the  Congress. 

Secretary  Sullivan.  Certainly,  I  would  welcome  Mr.  Darman's 
comments  on  this. 

Clearly,  this  is  an  exceedingly  high  rate  of  return,  and  I  certain- 
ly share  your  concern.  But,  let  me  give  you  one  of  the  perspectives 
that  we  had  in  addressing  this  issue,  and  that  is  this. 
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This  is  an  orphan  drug,  and  we  have  orphan  

Mr.  Stark.  Doctor,  if  I  could  interrupt.  What  I  had  asked  you 
for,  and  we  never  got  in  the  report,  were  the  details  and  the  num- 
bers. We  have  already  asked  the  Comptroller  General  to  get  for  us 
the  numbers  on  which  this  pricing  was  based. 

We  understand  about  orphan  drugs,  and  we  understand  about 
needing  to  encourage  the  industry.  What  was  never  responded  to 
was  why  an  internal  rate  of  return  at  twice  what  any  venture  capi- 
talist would  say  is  a  high  return,  in  the  29  to  30  percent  range — 
why  the  administration  did  not  do  a  better  job  of  bargaining  for  a 
product  for  which  they  are  the  sole  purchaser? 

That  is  the  question;  and  when  are  we  going  to  do  something 
about  it? 

Secretary  Sullivan.  Mr.  Stark,  we  will  get  an  answer  back  to 
you  specifically  as  to  that  process,  but  I  simply  want  to  emphasize 
this:  that  one  of  the  concerns  that  we  have  for  the  health  care  of 
our  citizens  is  having  indeed  incentives  for  the  development  of 
products  that  will  serve  our  people. 

Now  we  could  very  well  have  been  faulty  in  the  way  that  this 
was  approached,  but  the  reality  is  that  the  guidelines  were  devel- 
oped and,  as  you  know,  there  are  a  certain  number  of  years  that 
such  companies  have  exclusive  rights  for  products  that  are  devel- 
oped. And  one  of  the  principles  that  we  are  concerned  about  is  not 
changing  the  goalposts  once  the  game  has  begun,  and  I  think  that 
if  we  were  to  do  that,  then  many  venture  capitalists  and  others 
would  have  no  confidence  that  they  could  deal  with  the  Govern- 
ment as  a  reliable  partner. 

But  clearly  I  agree  with  the  premise  of  your  question,  that  the 
returns  here  are  very  high.  I  can  assure  you  that  it  was  not  the 
intent  of  the  administration  to  have  an  excessive  return,  but  we 
have  a  policy  of  trying  to  have  an  adequate  return  to  encourage 
companies  to  develop  such  drugs. 

And  indeed,  if  our  procedures  as  we  have  started  down  this  path 
early  on  have  not  been  good,  and  I  think  that  this  would  be  one,  we 
certainly  need  to  learn  from  that  and  do  a  better  job.  But  we  are 
concerned  about  some  of  the  efforts  that  were  really,  in  essence,  to 
change  the  rules  once  we  had  enticed  a  company  to  commit  itself 
and  its  dollars  to  developing  a  drug. 

Mr.  Levin  [presiding].  The  gentleman's  time  is  up. 

Mr.  Darman,  if  you  would  like  to  comment  briefly? 

Mr.  Darman.  Thank  you,  Mr.  Chairman.  No,  I  have  nothing  to 
add  to  what  Secretary  Sullivan  has  said. 

I  would  only  say  to  Mr.  Stark,  with  respect  to  his  introductory 
comment  about  his  new  relationship  with  the  AMA,  that  I  remem- 
ber well  when  we  worked  together  on  the  issue  of  RBRVS.  We  very 
much  enjoyed  working  with  Mr.  Stark,  and  look  forward  to  wel- 
coming him  back  to  the  ranks  of  the  reformers  some  day  in  the 
future. 

Mr.  Stark.  Oh,  I  never  left. 

Mr.  Levin.  On  that  cheerful  note,  the  Chair  is  now  going  to  en- 
force the  5-minute  rule  vigorously  because  there  are  several  who 
are  left  to  inquire. 

Mr.  Downey  will  inquire. 

Mr.  Downey.  Mr.  Chairman,  I  believe  it  is  Mr.  Grandy's  turn. 
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Mr.  Levin.  All  right.  Mr.  Archer  and  I  discussed  how  we  were 
going  to  alternate. 

Mr.  Grandy.  We  will  continue  then  to  go  one  on  one.  Mr. 
Grandy. 

Mr.  Downey.  No,  no.  Mr.  Chairman,  there  were  two. 

Mr.  Levin.  Oh,  there  were  two  Democrats?  All  right,  Mr. 
Grandy,  you  are  next.  Excuse  me. 

Mr.  Grandy.  I  thank  the  chairman,  and  I  thank  the  gentleman 
from  New  York  for  indicating  it  was  my  turn  to  question.  I  too  had 
lost  track. 

Let  me  go  to  some  of  the  things  that  you  have  both  talked  about 
in  terms  of  the  incremental  measures  that  we  might  pursue  in  the 
rest  of  this  Congress,  particularly  small  group  reform.  I  concur 
with  everything  Mr.  Dorgan  said  about  at  least  maintaining  the  25 
percent  deductibility  for  the  self-employed.  Whatever  we  do  in 
terms  of  major  health  care  reform,  I  hope  we  don't  begin  with  a 
step  backward  by  repealing  at  least  a  health  care  option  that  self- 
employed  individuals  have. 

From  everything  I  have  seen,  from  the  material  that  you  submit- 
ted, Dick,  to  all  of  the  various  bills  that  have  been  introduced,  I 
don't  see  a  choice  that  is  not  going  to  have  to  eventually  deal  with 
the  fact  that  anything  we  do  is  probably  going  to  involve  greater 
regulation.  It  will  also  involve,  at  some  point,  a  choice  of  financing 
mechanisms  which  will  involve  more  cost  shifting  from  the  people 
that  have  health  care  to  the  people  that  don't.  The  subchapter  of 
that  is  probably  cost  shifting  money  from  the  elderly  to  the  people 
that  are  not  65,  or  some  kind  of  major  tax  levy,  or  both. 

So  let  me  take  that  and  talk  about  your  simple  observation 
number  nine,  which  basically  says  that  as  maximum  life  span  and 
costs  increase,  and  budgetary  considerations  will  be  an  important 
additional  justification,  we  may  be  looking  at  a  need  to  lower  or 
increase  the  retirement  age,  and  in  so  doing  recalibrate  Medicare. 
Of  course,  that  is  very  creative  thinking,  but  it  is  also  political 
heresy,  as  you  know. 

Can  we  do  that?  I  am  not  talking  about  now;  I  am  talking  about 
long-term  reform.  Do  you  see  that?  I  am  asking  both  of  you  gentle- 
men, do  you  see  that  kind  of  quantum  change  in  Medicare — rede- 
fining who  is  elderly  and  how  much  they  should  receive  for  that 
honor — as  a  major  component  of  health  care  reform?  Mr.  Secre- 
tary, let  me  start  with  you. 

Secretary  Sullivan.  Yes,  Mr.  Grandy.  I  think  before  we  were  to 
even  move  to  that,  that  I  would  want  to  come  back  to  the  proposal 
that  we  submitted  to  the  Congress  last  year,  and  that  is  to  have 
our  wealthy  individuals  over  65 — and  that  is  those  individuals 
earning  $125,000  or  more,  single,  or  $150,000  annually  for  a 
couple — really  have  their  premiums  changed  for  their  Medicare 
programs. 

As  you  know,  we  subsidize  75  percent  of  the  cost  from  the  gener- 
al revenues,  and  it  really  raises  a  question  of  equity.  I  think  that  is 
an  issue  that  everyone  can  understand,  and  many  of  the  elderly 
have  indicated  to  me  their  willingness  to  indeed  pay  more  so  that 
we  can  conserve  resources  for  those  that  we  are  not  serving  well 
now.  Certainly  I  believe  that  that  kind  of  an  approach  is  one  begin- 
ning. 
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The  other  comment  I  would  make  is  this:  We  do  have  a  society 
that  is  aging,  and  fortunately  the  years  of  healthy,  potentially  pro- 
ductive life  are  much  greater  now  than  in  1937  or  1940.  We  find  we 
have  many  programs,  for  example  our  Foster  Grandparents  pro- 
gram that  is  a  great  success  because  we  have  many  of  our  seniors 
who  are  willing  and  anxious  to  contribute  their  talents  and  their 
skills  to  the  country. 

I  know  that  there  are  many  individuals  who  would  like  to  work 
beyond  the  retirement  years  that  are  mandated.  I  think  that  has  to 
be  discussed  and  debated,  and  what  the  answer  would  be  I  don't 
know,  but  I  do  think  that  it  is  something  that  we  need  to  look  at 
because  we  do  have  a  changing  population.  And  clearly,  as  a  physi- 
cian I  can  tell  you  that  the  time  when  individuals  are  most  at  risk 
of  dying  or  becoming  ill  is  when  they  stop  working.  I  think  work 
has  another  health  benefit. 

Clearly  these  are  things  that  need  to  be  looked  at  and  addressed, 
but  it  will  require  quite  a  bit  of  discussion. 

Mr.  Grandy.  Dick,  would  you  say  this  is  something  that  can 
move  from  the  proposal  to  the  policy  level  sometime  in  the  future? 

Mr.  D  arm  an.  Let  me  make  a  couple  of  points  quickly.  First,  it  is 
not  proposed  at  this  stage.  It  is  an  observation  about  something 
that  I  think  will  turn  into  an  inevitability,  but  it  is  not  proposed. 

Second,  I  have  tried  to  be  careful  in  wording  it  to  suggest,  as  Sec- 
retary Sullivan  has  just  done,  that  it  is  important  not  simply  to  say 
that  because  people  are  healthier  longer,  they  should  retire  later. 
It  is  important,  if  we  are  going  to  take  that  step,  that  we  do  so  in 
the  context  where  there  will  be  productive  work  for  them  in  a  soci- 
ety that  respects  their  contribution.  That  is  going  to  require  some 
social  change  in  America. 

The  third  observation,  one  of  the  reasons  I  think  it  is  inevitable, 
is  mentioned  there,  the  financial  burden.  I  will  offer  a  second  one, 
which  is  more  in  the  nature  of  sociology.  It  is  that  as  the  baby 
boom  generation  ages,  it  is  going  to  do  what  it  has  done  to  America 
at  every  stage  of  its  development — ask  the  society  to  focus  on  it. 
And  when  the  baby  boom  is  about  to  focus  on  the  quality  of  its  life 
in  "retirement/'  I  believe  you  will  see  the  political  system  begin  to 
be  much  more  interested  in  helping  that  generation  be  more 
healthy,  more  productive,  more  engaged  in  work,  even  if  it  is  a 
changing  character  of  work. 

Finally,  if  this  were  at  some  stage  to  be  legislated,  I  believe  you 
are  right  about  the  politics.  It  has  to  be  done  in  the  exact  same 
way  as  was  done  with  Social  Security,  and  that  is  with  very  long 
lead  time.  No  one  learned  this  lesson  more  acutely  than  the 
Reagan  administration  when  it  proposed  a  change  in  1981  that  was 
voted  down  almost  on  the  day  that  it  was  proposed.  That  was  for 
an  abrupt  change.  A  year  and  a  little  later,  the  political  system 
adopted  it  on  a  phased-in  basis  over  a  long  period  of  time,  and  I 
assume  that  that  would  be  the  way  that  any  such  change  would 
have  to  be  done. 

Mr.  Grandy.  Gentlemen,  thank  you. 

Mr.  Levin.  Mr.  Downey  will  inquire. 

Mr.  Downey.  Let  me,  Lou,  begin  by  saying  that  we  are  friends, 
and  I  personally  admire  you,  and  I  don't  mind  saying  that  publicly. 
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That  is  important,  because  what  I  am  about  to  say  is  probably  not 
very  pleasant. 

The  Republican  tale  of  Procrustes  is  an  interesting  one,  and 
while  my  classical  education  is  somewhat  thin,  I  would  have  pre- 
ferred that  the  analogy  be  Prometheus,  who  stole  the  fire  of  heat 
and  warmth  from  Hephaestus  and  provided  it  to  the  people  at 
great  personal  risk  to  him,  because  Prometheus  was  eventually 
lashed  to  a  mountain  to  have  a  crow  take  his  liver  in  the  day,  and 
it  regenerated  in  the  evening.  So  I  would  like  to  think — I  don't 
know  that  Prometheus  would  have  ever  been  eligible  for  dialysis — 
but  I  would  like  to  think  that  our  Government  acted  more  like  Pro- 
metheus, being  concerned  about  the  heat  and  the  light  that  fire 
brought. 

And  I  would  stretch  the  analogy  to  say  that  with  all  due  re- 
spect— and  I  greatly  admire  much  of  the  work  you  have  done,  espe- 
cially on  smoking  and  in  the  area  of  infant  mortality,  I  believe  you 
are  benignly  motivated — that  it  is  simply  not  excusable  to  say  to  us 
that  in  the  third  year  of  the  Bush  administration,  that  you  are  pro- 
posing a  summit  of  insurance  executives  to  discuss  administrative 
costs,  asking  the  States  to  be  laboratories.  That  is  just  not  enough. 
There  are  a  variety  of  proposals  out  there  that  I  think  really  deal 
with  the  problem  that  we  both  know  to  exist  in  terms  of  coverage, 
access,  cost,  and  this  administration  is  simply  not  dealing  with 
that. 

Let  me  say  another  thing  that  is  somewhat  unpleasant  and,  I 
suspect,  partisan  and  cynical,  but  nonetheless  something  I  believe: 
If  I  really  wanted  to  influence  this  administration,  I  would  try  to 
get  in  a  Wirthlin  or  tighter  focus  group,  because  when  the  one-way 
mirrors  were  turned  on,  I  would  be  able  to  say  that  I  thought  that 
this  was  a  tremendously  important  subject.  And  after  that  focus 
group  was  done,  then  I  think  you  would  find  that  this  administra- 
tion will  suddenly  decide  to  come  up  with  a  policy. 

I  suspect  that  before  the  1992  Presidential  election,  you  are  going 
to  have  a  plan.  You  are  going  to  have  a  plan  because  you  are  going 
to  need  a  plan,  and  your  plan  is  going  to  be  to  do  what  Dick  started 
doing  today,  because  that  is  what  the  focus  groups  are  telling  you 
to  do:  that  until  you  have  some  incremental  plan  that  may  work 
politically,  pooh-pooh  the  ideas  that  are  there. 

And  Dick  said  of  Marty's  plan  that  it  was  $100  or  $200  billion, 
potentially,  cost.  Dick,  who  are  you  to  tell  us  how  much  it  is  going 
to  cost?  You  were  $75  billion  off  in  estimating  the  budget  deficit. 
You  probably  picked  the  Cleveland  Indians  to  win  the  World 
Series.  [Laughter.] 

I  mean,  it  is  a  stretch  to  have  this  administration  tell  us  how 
much  things  are  going  to  cost,  for  goodness  sake. 

And  even  if  Marty's  plan  is  $100  billion  off,  how  is  it  $100  billion 
off?  It  is  off  in  an  attempt,  in  my  view  a  noble  attempt,  to  try  and 
provide  coverage  and  care  to  the  people  who  don't  now  have  it. 

Lou,  what  I  want  from  you  is  an  answer  to  the  people  that  Ray  is 
finding  in  Rockville  Center,  that  I  am  finding  in  Brentwood  and 
Lindenhurst,  the  working  woman  who  we  both  want  to  see  move 
herself  out  of  poverty,  who  winds  up  going  to  get  a  job  that  doesn't 
provide  her  health  coverage.  How  are  we  going  to  help  her,  Lou? 
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How  are  we  going  to  take  care  of  the  guy  who  worked  31  years  at 
Eastern  Airlines  and  now  doesn't  have  a  job,  and  he  is  going  to  lose 
his  health  insurance  benefits?  Are  we  going  to  tell  him  there  is  an 
incremental  approach  to  this,  that  don't  worry,  help  is  on  the  way? 

These  people  are  hurting.  They  want  our  help,  and  they  look  to 
you  as  someone  who  not  only  has  taken  an  oath  of  medicine  to  heal 
the  sick — I  might  add,  to  do  no  harm,  which  is  the  first  part  of  the 
oath  that  you  take — but  they  need  your  help.  They  don't  want  you 
calling  summits.  They  want  you  to  have  a  plan  that  will  help  them. 

The  next  person  who  is  going  to  testify  sums  it  up  very  well,  Mr. 
Welton  from  the  AHA.  He  says  we  begin  with  the  premise  that  all 
of  us — citizens,  providers,  insurance  purchasers  and  Government — 
will  need  to  be  part  of  the  solution,  and  therefore  we  will  have  to  | 
make  changes  that  are  difficult  to  achieve. 

It  starts  with  you.  If  you  don't  lead,  we  can't  follow,  and  all  we 
can  do  is  propose.  And  I  say  this  with  all  due  sincerely,  Lou:  Your 
testimony  today  is  not  leading. 

Secretary  Sullivan.  Yes.  Well,  I  am  pleased  we  are  friends. 
[Laughter.] 

But  with  friends  like  that  

[Laughter.] 

Secretary  Sullivan.  But  let  me  say,  Tom,  seriously,  as  we  have 
stated,  we  have  a  major  problem.  We  have  a  complex  system,  and 
no  one  less  than  the  highly  respected  chairman  of  this  committee, 
if  I  may  quote  again,  said  the  following  yesterday:  "Attempting  to 
legislate  now  would  be  a  terrible  mistake.  It  would  delay  by  years 
the  reforms  we  agree  are  needed."  And  he  goes  on  to  say,  * 'First  we 
need  some  consciousness  raising." 

Now  I  think  that  is  as  legitimate  coming  from  the  chairman  of 
this  committee  as  it  is  coming  from  the  Secretary  of  Health  and 
Human  Services,  but  I  think  that  I  understand  the  frustration  that 
you  are  expressing  because  I  have  seen  and  I  have  heard  that,  and 
I  share  it  as  well.  But  I  think  it  is  a  mistake  to  make  the  leap  from 
frustration  to  precipitate  action  that  is  not  well  thought  through. 
Because,  as  I  again  have  raised  to  this  committee,  the  first  crisis  I 
confronted  in  March  of  1989  when  I  assumed  this  chair  was  the 
repeal  of  the  catastrophic  legislation  that  Congress  had  passed,  and 
that  was  because  it  was  perhaps  not  given  sufficient  thought. 

But  while  we  indeed  are  working  to  develop  a  thorough  analysis 
of  our  problems  and  come  up  with  comprehensive  reforms,  as  you 
know  we  have  outlined  a  number  of  things  we  ought  to  do  and  can 
do  and  are  doing  now  to  address  that  mother  or  other  workers.  I 
have  mentioned  we  are  working  to  expand  our  Community  and  Mi- 
grant Health  Centers.  We  are  working  to  expand  our  National 
Health  Service  Corps.  We  have  a  bill  here  that  Congress  has  yet  to 
act  on,  that  the  President,  the  administration  supports,  that  Con- 
gressman Archer  has  introduced,  for  tort  reform,  and  there  are  a 
number  of  other  things. 

So  those  are  important.  Those  will  have  real  benefits.  We  are 
working  to  expand  our  immunization  program,  our  prevention  pro- 
grams with  breast  mammography  and  these  others,  so  I  don't  want 
to  leave  you  or  anyone  else  with  the  impression  that  we  are  not 
doing  anything.  There  are  a  lot  of  things  that  we  are  doing,  but  we 
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agree  that  that  is  not  sufficient.  We  certainly  do  need  to  come  up 
with  good  answers. 

But  what  we  want  to  happen  is,  once  we  come  forward  with  the 
plan,  it  will  be  well-reasoned,  it  will  be  thought  through  well  to 
give  us  real  answers,  and  it  will  enjoy  the  support  of  the  people, 
there  will  be  a  political  consensus.  Those  things  unfortunately  take 
time,  and  I  am  committed  to  addressing  the  problems  that  you  are 
also  very  concerned  about,  and  certainly  we  want  to  work  with  you 
on  that. 

Mr.  Levin.  Mr.  Darman,  do  you  have  a  brief  comment? 

Mr.  Darman.  Yes,  quickly,  three  points:  One,  I  don't  believe  we 
need  focus  groups,  Mr.  Downey.  The  polls  are  very  clear.  They  are 
in  the  newspapers.  They  are  everywhere.  You  would  have  to  be  a 
fool  not  to  appreciate,  in  looking  at  polls  and  other  data,  that  this 
is  not  a  major  problem,  a  problem  in  which  the  public  wants 
action.  What  is  not  so  clear  is  the  solution.  That  is  point  one,  and 
that  by  the  way  is  reflected  in  the  fact  that  there  are  at  least  30 
different  congressional  comprehensive  reform  proposals,  substan- 
tially different. 

Second,  on  the  question  of  estimates,  I  take  your  point.  It  is  a 
fair  point,  but  let  me  note  that  in  the  area  of  health,  where  there 
are  professional  staff  year  in  and  year  out  that  work  on  these 
things,  the  administration's  record  in  pricing  health  initiatives  as 
they  have  come  through  the  legislative  process  has  actually  been 
better  than  the  congressional  estimating  process  on  this.  The  more 
important  point,  however,  is  regardless  of  whether  we  are  credible 
or  not  credible  as  an  estimating  matter,  we  are  dealing  with  15 
percent  of  the  gross  national  product  and  people's  lives,  and  it  is 
important  that  we  be  right. 

Finally,  it  is  extremely  important  to  underline  that  what  Secre- 
tary Sullivan  has  talked  about  today — which,  by  the  way,  is  not 
new  today,  the  idea  of  the  insurance  summit  and  a  couple  of  other 
things  mentioned — this  is  not  anything  we  pretend  is  our  compre- 
hensive plan.  We  are  not  coming  here  saying,  "Here  is  the  plan." 
We  are  coming  here,  as  invited,  to  comment  on  plans  that  are 
before  the  Congress  at  the  moment. 

We  said  in  advance,  as  I  said  before,  that  we  would  have  our 
comprehensive  plan  in  due  course.  That  day  is  not  today.  We  will 
have  it  in  due  course.  I  feel  sure  of  that.  I  feel  sure  also,  as  I  said 
at  the  outset,  that  incrementalism  will  not  in  the  end  be  enough. 
Incrementalism  can  be  pursued  because  some  of  the  ideas  under 
that  heading  have  independent  merit.  They  should  be  pursued,  like 
malpractice  reform  and  several  of  the  other  things  we  have  men- 
tioned, but  that  alone  will  not  do  it.  In  due  course  there  will  have 
to  be  comprehensive  reform,  and  in  due  course  we  will  have  a  com- 
prehensive reform  proposal. 

Mr.  Levin.  Mr.  Pickle  will  conclude. 

Mr.  Pickle.  I  thank  you,  Mr.  Chairman. 

Gentlemen,  it  seems  to  me  that  your  testimony  is  saying  to  us 
that  we  do  have  a  national  problem  and  we  ought  to  proceed,  but 
not  now. 

Second,  I  sense  that  from  your  statements  you  are  saying  that 
whatever  we  do,  there  should  be  the  element  of  insurance  and/ or 
an  incremental  approach.  That  is  the  nearest  that  you  have  come 
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to  recommending  anything,  and  perhaps,  Mr.  Darman,  that  is  a  be- 
ginning, at  least  those  two  points  that  we  can  stake  out  as  a  good 
claim  to  proceed. 

Now  the  question  is,  how  do  we  proceed?  I  don't  want  to  take 
parity  with  Mr.  Downey's  characterization,  but  this  giant  Procrus- 
tes, probably  the  public  would  say  is  the  giant  procrastination.  And 
the  public  has  said  we  should  act,  and  if  we  don't  act,  I  think  they 
are  going  to  cut  us,  the  Congress  and  the  administration,  to  pieces, 
or  stretch  them.  And  I  think  that  is  obvious  from  the  polls  and 
from  admission. 

Now  it  seems  to  me  like  the  question  really  is,  how  do  we  pro- 
ceed? And  that  is  what  I  think  we  ought  to  address  right  now. 
Now,  Mr.  Darman,  you  said  you  don't  want  to  recommend  any- 
thing because  you  learned  in  1981  in  the  Social  Security  bill  that 
you  got  burned  terribly. 

Mr.  Darman.  No,  that  is  not  what  I  said. 

Mr.  Pickle.  Let  me  repeat  for  you  what  I  remember  happened. 
Our  subcommittee  recommended  changes  in  Social  Security.  We 
could  not  get  any  response  from  the  administration,  not  the  time  of 
day.  We  finally  said,  "All  right,  we  are  going  to  pass  a  bill,  if  you 
don't  recommend  another  approach,  or  else  this  is  going  to  be  your 
bill." 

You  did  make  a  recommendation,  and  it  met  with  a  firestorm  be- 
cause it  made  great  reductions  in  disability,  too  much  so,  and  it 
was  not  well-received.  At  that  point  you  proposed  a  task  force  

Mr.  Darman.  Commission. 

Mr.  Pickle  [continuing].  A  commission  appointed  by  the  Presi- 
dent, and  with  participation  by  the  House  and  Senate. 

Now  the  question  is,  how  do  we  proceed  now?  Do  you  think  this 
committee  ought  to  proceed  to  produce  a  bill,  and  you  holding  back 
with  your  reservations  or  offering  some  suggestions,  at  least  you 
waiting  for  us  to  act?  Must  we  act  first,  knowing  that  you  are  prob- 
ably going  to  veto  what  we  recommend?  And  that  is  a  foolish 
avenue  to  follow.  Or  can  we  do  this  together? 

I  don't  know,  but  it  seems  to  me  like  when  you  talk  about  a  na- 
tional summit,  it  ought  to  be  a  national  task  force  of  Congress  and 
the  administration  or  industry,  to  go  to  work  to  produce  a  bill  or 
make  some  recommendations.  At  least  we  ought  to  have  a  task 
force  to  recommend  to  us  as  we  go  forward. 

The  real  question  now  is,  how  do  we  go  about  it?  The  public  is 
convinced  we  ought  to  act.  We  have  got  to  act.  It  is  both  access  and 
quality  and  cost,  and  somehow  we  have  got  to  make  a  recommen- 
dation, but  we  are  not  much  further  along  than  we  were  8  months 
or  1  year  ago. 

So  my  question  to  you  is,  how  do  we  proceed?  Do  you  expect  Con- 
gress to  produce  a  bill  now?  There  are  30  different  bills  proposed. 
That  is  true.  Are  you  going  to  help  us  draft  a  bill,  or  should  we 
produce  it  and  then  we  react,  and  we  will  either  have  another  com- 
mission, or  how  do  we  go  forward.  Do  you  have  any  recommenda- 
tions along  that  line  of  questioning? 

Secretary  Sullivan.  Yes,  Mr.  Pickle.  There  are  several  things 
that  this  Congress  could  do  right  now  that  will  help.  It  will  not  be 
a  comprehensive  approach  because  we  are  not  yet  finished  with 
our  work.  But  there  is  the  tort  reform  legislation  that  is  already  up 
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here.  Act  on  that.  That  takes  care  of  a  significant  part  of  the  prob- 
lem. 

Mr.  Pickle.  Act  on  which  bill? 

Secretary  Sullivan.  That  is  the  malpractice  bill  that  Mr.  Archer 
has  introduced.  Fear  of  medical  malpractice  lawsuits  result  in  de- 
fensive medicine,  unnecessary  costs. 

Mr.  Pickle.  Are  you  saying  we  should  have  action  on  that  bill 
before  we  consider  the  health  bill? 

Secretary  Sullivan.  Yes,  right  now.  That  is  one  of  those  issues, 
Mr.  Pickle,  that  is  a  problem.  It  is  hurting  our  health  care  environ- 
ment and  I  think  everyone  agrees  on  that.  That  bill  would  do  a  lot 
to  not  only  help  to  reduce  defensive  medicine  costs  but  also  to  im- 
prove the  environment  for  health  care.  But  it  is  one  part  of  the 
problem. 

Mr.  Pickle.  Dr.  Sullivan,  malpractice  is  a  tremendously  serious 
problem,  but  the  base  of  that,  what  that  story  means  is,  it  is  the 
cost  question.  Now  I  don't  care  whether  it  is  a  single  payer  or  a 
multipayer,  the  cost  question  is  the  big  answer  we  have  got  to 
settle  on  this  thing.  So  you  are  not  going  to  settle  that  thing  by 
settling  malpractice  alone,  but  I  hear  your  point. 

Now  if  you  would  proceed,  sir. 

Secretary  Sullivan.  I  agree  with  you,  this  is  not  going  to  solve 
the  large  problem  alone,  but  it  will  solve  a  specific  part  of  the  prob- 
lem. What  I  see  are  a  number  of  specific  actions  that  the  Congress 
could  take,  that  are  not  going  to  give  us  the  final  answer  but  will 
move  us  down  the  road.  These  are  positive  changes.  These  are  im- 
provements that  are  needed. 

Certainly  promoting  managed  care,  we  have  clear  examples 
where  that  is  working  in  the  private  sector,  and  more  States  are 
looking  at  that,  is  moving  us  ahead. 

Mr.  Pickle.  There  is  a  need  to  study  managed  care.  I  would  rec- 
ommend that. 

Secretary  Sullivan.  What  we  are  saying  is  this:  that  we  are  still 
working  on  the  idea  of  comprehensive  reform,  but  while  we  are 
doing  that,  there  are  specific  things  that  will  help.  It  is  like  doing 
anything  else.  If  you  are  going  to  build  an  automobile,  ultimately 
you  want  to  have  a  vehicle  that  works.  Well,  you  can  work,  develop 
fenders,  that  helps,  or  a  steering  wheel,  et  cetera. 

There  are  things  that  can  and  should  be  done  now  that  are  not 
the  whole  answer,  but  are  part  of  the  answer.  And  these  are 
things,  as  Mr.  Darman  has  mentioned,  that  have  independent 
merit,  so  clearly  they  should  be  done. 

And  the  final  comment  I  would  say  is  this:  I  think  the  worst  mis- 
take that  the  Congress  could  make  would  be  to  rush  into  precipi- 
tate action  before  this  has  been — in  terms  of  comprehensive 
reform — before  a  consensus  has  been  developed.  And  Chairman 
Rostenkowski  has  said  just  that,  and  we  are  saying  the  same  thing, 
so  that  is  the  approach  that  we  would  prefer. 

Mr.  Levin.  Mr.  Pickle,  we  will  try  to  have  a  second  round. 

Mr.  Darman,  you  said  two  seconds? 

Mr.  Darman.  Two  quick  points. 

Mr.  Levin.  OK. 

Mr.  Darman.  One,  I  would  not  recommend  a  commission  for  the 
more  comprehensive  reform,  Mr.  Pickle.  The  last  one  which  gets 
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credit  for  such  success  was  in  fact  stalemated,  as  you  may  recall, 
until  privately  a  number  of  people  from  the  Congress  and  the  ad- 
ministration got  into  the  act,  and  even  then  it  had  to  come  back  to 
Ways  and  Means  to  resolve  a  couple  of  big,  outstanding  issues. 

Mr.  Pickle.  Yes,  but  we  ended  up  with  essentially  the  same  bill 
the  subcommittee  had  proposed,  but  at  least  that  was  a  good 
avenue.  , 

Mr.  Darman.  We  were  very  actively  engaged  in  that  together,  as 
you  will  recall.  I  am  just  saying,  you  want  my  judgment,  it  is,  this 
one  that  won't  work  with. 

Second,  I  believe  we  should  work  together  on  this,  the  adminis- 
tration and  the  Ways  and  Means  and  Finance  Committees.  I  do  not 
believe  that  we  should  be  in  a  position  of  saying,  "You  go  first.  We  c 
will  dump  on  it."  We  didn't  ask  to  come  up  here  and  be  critical  of 
the  plans  that  are  before  us.  We  were  asked.  t 

Mr.  Pickle.  And  I  don't  say  that  either,  Mr.  Darman. 

Mr.  Levin.  Mr.  Cardin  will  inquire.  1 

Mr.  Cardin.  Thank  you,  Mr.  Chairman. 

Dr.  Sullivan,  on  several  occasions  you  have  referred  to  the  f 
speech  of  our  chairman,  Mr.  Rostenkowski,  as  a  reason  not  to  act 
at  this  point.  I  think  no  one  on  this  committee  expects  the  compre-  1 
hensive  health  care  plan  to  be  passed  during  the  first  session  of 
this  Congress.  However,  our  chairman  has  at  least  put  forward  a 
comprehensive  proposal,  so  that  we  can  get  on  with  discussions. 

Let  me  just  quote  from  a  speech  that  he  gave  on  September  5th  i 
of  this  year  to  the  National  Managed  Health  Care  Congress,  be- 
cause I  think  it  really  reflects  the  frustration  that  many  of  us  have     |  a 
about  the  administration  being  more  forthright  on  what  is  neces- 
sary in  a  comprehensive  plan.  The  chairman  stated: 

First,  the  President  has  to  respond  to  a  growing  chorus,  including  many  within 
his  own  party,  and  come  up  with  a  credible  plan  on  his  own.  Ultimately  the  Presi- 
dent will  have  to  acknowledge  that  foreign  policy  may  be  more  fun,  but  real  leader- 
ship begins  at  home. 

What  we  would  like  to  see  is  more  proposals  coming  forward  so 
that  we  can  get  to  that  day  where  we  can  pass  some  comprehensive 
legislation  on  health  care. 

Let  me  move  on,  though,  to  a  point  that  maybe  we  are  in  agree- 
ment on.  I  do  congratulate  you  for  your  leadership  on  preventive 
health  care.  If  there  is  one  area  where  we  can  reduce  the  growth  of 
health  care  cost  in  this  country,  it  is  in  the  area  of  preventive 
health  care.  And  in  your  statements  dealing  with  mammography 
and  dealing  with  immunization  and  nutrition  programs,  you  have  j  [ 
helped  us  move  in  that  direction  and  I  congratulate  you. 

I  also  want  to  congratulate  you  on  the  announcement  that  you 
made  this  past  Monday,  that  the  Centers  for  Disease  Control  had 
lowered  the  threshold  at  which  children  are  at  risk  of  lead  poison- 
ing. This  new  threshold,  as  I  understand,  points  out  that  we  have 
as  many  as  4  million  children  in  this  country  that  are  at  risk  of 
permanent  neurological  damage  as  a  result  of  exposure  to  lead. 
The  implications  for  health  care  are  enormous.  We  are  talking 
about  extremely  high  costs  associated  with  these  types  of  expo- 
sures, as  well  as  threatening  the  competitiveness  and  growth  of 
this  Nation  by  robbing  our  youth  of  their  full  capacity. 
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Can  we  look  forward  to  some  proposals  coming  from  you  to  look 
at  preventing  lead  poisoning  in  our  society?  Congressman  Waxman 
has  introduced  a  bill  on  drinking  water.  I  have  introduced  legisla- 
tion on  lead  paint  abatement.  And  we  look  forward  to  trying  to 
deal  with  the  fact  that  so  many  of  our  children  are  at  risk.  In  my 
City  of  Baltimore  we  have  estimated  maybe  as  many  as  one  out  of 
two  children  are  at  risk.  Will  there  be  any  proposals  coming  for- 
ward to  try  to  deal  with  the  prevention  of  lead  poisoning  in  our 
children? 

Secretary  Sullivan.  Thank  you,  Mr.  Cardin. 

We  certainly  are  committed  to  this  and  other  problems,  because, 
as  you  know,  this  is  a  preventable  health  problem,  and  one  that  in 
some  of  our  cities  does  affect  perhaps  50  or  even  55  percent  of  our 
children,  and  the  consequences  can  be  impaired  physical  and  intel- 
lectual development,  and  oftentimes  these  are  irreversible  when 
this  occurs. 

Within  our  budget  that  is  still  before  the  Congress  for  fiscal  year 
1992,  there  are  a  number  of  proposals  for  increased  funding,  both 
within  HHS,  and  then  EPA  and  HUD.  For  example,  our  HHS  lead 
poisoning  funds  that  are  through  CDC  are  presently,  I  believe, 
around  $7.5  million.  We  propose  to  double  that  to  almost  $15  mil- 
lion. 

Mr.  Cardin.  If  I  may  interrupt  you,  because  my  light  is  starting 
to  blink — it  has  been  estimated  that  the  problem  could  be  as  high 
as  several  billion  dollars  on  lead-paint  abatement  alone.  Let  me 
urge  you,  in  addition  to  the  steps  that  you  are  taking,  please  look 
at  some  of  the  legislation  that  is  pending.  It  is  within  the  budget 
agreement  and  summits,  and  we  can  try  to  find  some  additional  re- 
sources to  use  to  prevent  this  disease. 

I  just  wanted  to  get  that  point  in  before  my  time  expired.  You 
may  have  a  few  more  seconds. 

Secretary  Sullivan.  Thank  you.  Let  me  also  add  to  your  first 
point  concerning  comprehensive  plan.  I  think  Director  Darman  and 
I  are  in  agreement  that  we  do  want  and  need  a  comprehensive 
plan.  I  think  our  problem,  perhaps,  with  the  committee  is  one  of 
timing.  That  is,  we  want  to  be  sure  that  we  come  forward  with  a 
well-thought-through  plan  that  does,  indeed,  provide  real  answers, 
and  also  that  enjoys  public  support. 

There  is  not  that  consensus  now,  either  in  the  public  or  in  the 
Congress,  and  we  have  not  finished  our  analysis.  And  that  is  why 
we  think  that  in  spite  of  the  urgency  of  the  problem,  and  we  share 
that,  that  we  want  to  be  sure  that  we  do  this  in  a  way  that  we  will 
come  out  with  something  that  works,  and  I  think  we  will  all  be 
happy  with. 

Mr.  Levin.  Mr.  McDermott  will  inquire. 

Mr.  McDermott.  Dr.  Sullivan,  I  want  to  echo  my  colleagues  who 
commended  you  for  your  leadership  in  smoking,  and  AIDS  and  a 
whole  series  of  things,  but  I  want  to  come  to  one  point. 

You  raised  the  question  of  myths.  And  it  seems  to  me  that  one  of 
the  problems  we  have  in  dealing  with  this  whole  issue  is  the  whole 
question  of  mythology.  Your  description  of  Canada — and  I  appreci- 
ate a  deft  phrase,  this  "centrally  controlled  economies'' — is  clearly 
reaching  back  to  the  old  socialized  medicine  fears.  The  use  of  the 
term  "rationing"  is  a  way  to  scare  people  off.  But  if  you  look  at 
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Canada,  it  was  developed  in  the  provinces,  and  ultimately  they  had 
to  have  a  national  plan  to  cover  it. 

Now,  if  you  look  at  every  other  country  in  the  world,  the  same 
sort  of  process  is  going  on.  I  think  we  do  ourselves  a  disservice  by 
dismissing  every  other  industrialized  country,  and  saying  none  of 
them  have  any  good  ideas. 

If  you  look  in  the  Bundestag  or  the  British  Parliament,  or  the 
Canadian  Parliament,  you  do  not  see  a  bill  saying,  "Let's  adopt  the 
American  plan."  The  reason  is,  we  do  not  have  a  system. 

I  was  a  State  legislator  for  15  years,  and  what  surprises  me  is 
that  only  37  States  figured  out  how  to  pick  the  pocket  of  the  Medic- 
aid budget.  I  would  have  been  ashamed,  as  the  ways  and  means 
chairman  in  the  State  of  Washington,  if  I  had  not  figured  out  how 
to  do  that. 

As  long  as  you  do  not  have  a  national  system,  you  force  people 
into  this  kind  of  thing. 

Now,  I  want  to  hear  specifically,  from  the  two  of  you — you  used 
the  Procrustean  analogy.  A  health  care  system  that  allows  free 
choice  of  doctor,  free  choice  of  hospital,  and  allows  a  doctor  to  prac- 
tice medicine  as  he  sees  fit,  that  is  the  Russo  plan,  or  a  plan  that 
allows  coverage  of  workers  by  their  employers  or  coverage  by  a 
Federal  plan,  that  is  the  proposal  of  Mr.  Rostenkowski. 

What  are  your  specific  objections  to  those  two  plans,  beyond,  "It 
is  not  the  right  time?"  Is  there  anything  you  find  wrong  in  the  pro- 
posal, in  terms  of  quality  of  care,  and  universal  access. 

Secretary  Sullivan.  Thank  you,  Mr.  McDermott. 

Let  me  comment  on  the  Canadian  plan,  and  point  out  one  specif- 
ic example  of  something  that  is  overlooked. 

In  March  of  1989,  British  Columbia,  the  Province,  of  course,  right 
next  to  your  State  of  Washington,  signed  a  contract  with  the  medi- 
cal school  in  Seattle,  the  University  of  Washington,  to  provide  coro- 
nary bypass  surgery  for  residents  of  British  Columbia  who  could 
not  get  that  procedure  done  in  British  Columbia  because  of  the 
long  waiting  list. 

When  that  was  signed  in  March  of  1989,  immediately,  I  believe, 
125  people  signed  up,  they  came  off  of  waiting  lists,  I  believe,  of  the  j 
some  700  people  in  British  Columbia. 

That  is  what  we  are  talking  about  when  we  say  "rationing."  i 
There  are  many  other  examples  

Mr.  McDermott.  Now,  would  you  not  call  that  good  management  ; 
on  the  part  of  the  Canadians?  They  know  in  the  United  States  we 
have  unused  capacity.  I  mean,  it  is  piled  up  everywhere.  Why  not 
use,  within  100  miles,  a  program — you  heard  Mr.  Dorgan  talk 
about  six  centers  in  North  Dakota.  I  bet  you  in  Manitoba  they 
come  across  the  border  into  North  Dakota  to  have  their  heart  done, 
too. 

Would  you  not  call  that  good  management,  to  use  local  unused  , 
capacity? 

Secretary  Sullivan.  I  think  if  I  were  a  resident  of  British  Co- 
lumbia, I  do  not  think  I  would  be  enamored  of  that.  And,  also,  let 
me  remind  you,  Mr.  McDermott,  that  when  the  Canadian  plan  was 
implemented  in  the  early  1960s,  not  only  did  Canadian  patients 
start  coming  over  to  the  United  States,  Canadian  doctors  left 
Canada,  came  to  the  United  States,  and  went  to  Australia.  There 
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were  doctors'  strikes  throughout  that  country.  So,  those  things  are 
never  mentioned,  or  they  have  been  conveniently  forgotten. 

I  have  talked  with  the  Canadian  Minister  of  Health.  I  think  they 
have  done  some  good  things,  particularly  in  primary  care,  but 
there  are  a  number  of  deficiencies  in  their  system  that  I  maintain 
American  citizens  would  not  stand  for. 

Mr.  McDermott.  So,  your  objection  is  that  if  we  were  to  imple- 
ment the  Russo  plan,  the  doctors  would  leave  the  United  States 
and  go  where? 

Secretary  Sullivan.  Well  

Mr.  McDermott.  What  country  would  they  go  to?  You  give  me 
the  choice. 

I  mean,  you  are  a  physician.  You  have  taken  the  national  boards, 
I  have  taken  the  national  boards.  Where  would  you  go? 

Secretary  Sullivan.  Well,  I  think  

Mr.  McDermott.  Australia? 

Secretary  Sullivan.  Well,  I  think  you  bring  up  a  good  point.  The 
United  States  is  a  safety  valve  for  Canada  

Mr.  McDermott.  Nowhere  to  go.  You  can  run,  but  you  cannot 
hide  from  this  one  anymore. 

Secretary  Sullivan.  That  is  quite  true.  But,  to  suggest  that  there 
would  be  peace  and  tranquility,  and  maintain  quality,  I  think  I 
would  challenge  that,  because  of  the  fact  the  United  States  does 
serve  as  a  safety  valve  for  Canada. 

I  am  sure  that  you  probably  saw,  as  I  did,  on  "60  Minutes"  a  few 
months  ago,  the  story  of  the  Toronto  neurosurgeon  who  had  a  pa- 
tient with  a  suspected  brain  tumor,  that  he  felt  it  was  an  emergen- 
cy to  get  an  imaging  done  of  the  patient's  pituitary,  yet  he  had  to 
wait  for  several  weeks  or  something  like  that. 

The  question  here  is,  would  Americans  stand  for  that  kind  of 
delay?  And  I  maintain  that  we  are  a  different  country  from 
Canada.  We  need  to  develop  an  American  approach,  because  the 
Canadians  demand  less  of  the  their  health  care  system  than  Amer- 
icans. 

We  have  deficiencies.  We  certainly  need  to  address  them.  We  are 
not  proposing  that  our  system  is  perfect.  But,  what  I  am  saying  is 
that  we  can  address  our  deficiencies  while  maintaining  and  keep- 
ing the  strengths  that  are  in  our  system. 

Mr.  McDermott.  I  would  just  say,  in  closing,  that  this  issue — you 
and  I  agree  something  has  to  be  done.  But  the  American  people  are 
going  to  evaluate,  in  the  1992  election,  who  came  up  with  a  plan.  I 
believe,  like  Mr.  Downey,  that  along  about  June  or  July  of  1992,  we 
will  see  the  administration  plan  rolled  out,  wrapped  with,  "If  you 
reelect  me  in  1992,  you  will  get  this  in  1993  or  1994  or  1995." 

I  think  that  is  disingenuous.  You  should  be  involved  in  that  dis- 
cussion with  us  right  now. 

Mr.  Levin.  The  gentleman's  time  has  expired. 

Dr.  Sullivan,  let  me  ask  you  a  question,  and  to  Mr.  Darman. 

Dr.  Sullivan,  you  said  you  wanted  to  wait  until  there  is  air  in  the 
tires.  A  lot  of  us  have  concern  that  you  are  not  even  putting  any 
tires  on  the  buggy,  let  alone  air. 

Look  on  page  4  of  your  testimony,  because  I  am  concerned  that 
not  only  are  you  not  putting  a  tire  on  the  buggy,  but  you  are  kind 
of  throwing  labels  at  those  who  are  putting  their  tires  on  this  car. 
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Tell  me,  if  you  would — you  talked  about  national  health  insur- 
ance, and  you  and  Mr.  McDermott  have  been  talking  about  the 
Russo  plan.  You  also  refer  to  the  play-or-pay  approach. 

Tell  me  how  the  play-or-pay  approach  would  '  'smother  competi-  j 
tion  and  innovation  that  is  key  to  continued  quality,"  and  how  \ 
play-or-pay  would  lead  to  rationing  and  waiting  lists? 

Secretary  Sullivan.  What  we  perceive  with  that  approach,  Mr.  | 
Levin,  is  this:  that  employers  would  be  tempted  to,  indeed,  find  out  . 
which  way  they  would  spend  the  least  dollars  for  a  health  care 
plan  for  their  employees.  Would  it  be  by  providing  the  health  plan  j 
themselves,  or  paying  the  State  tax? 

We  maintain  that  there  would  be  the  attraction  to  pay  the  State 
tax,  that  would  centralize  responsibility  for  those  individuals.  We  | 
would  then  develop  political  pressure  toward  expansion  of  those  I 
centrally  administrated  benefits,  and,  in  essence,  what  you  would  j 
have  is  a  centralized  health  care  plan. 

Mr.  Levin.  So  you  are  saying,  play-or-pay  inevitably  leads  to  a  i 
single-payer  system. 

Secretary  Sullivan.  There  would  certainly  be  tremendous  pres-  I 
sure  toward  that.  Because,  the  experience  that  I  have  had  in  the  j 
short  time  I  have  been — well,  perhaps  not  so  short,  but  the  time  I  I 
have  been  in  this  job,  has  been  that  it  is  difficult  to  really  try  and 
rein  in  costs.  We  tried  last  year  to  get  the  Congress  to  agree  to  our 
proposal  for  changing  the  financing  for  affluent  citizens  in  our 
Medicare  program,  so  that  we  could  have  more  dollars  for  those  1 
who  lack  access.  That  proposal  was  turned  down  flat  by  the  Con-  i 
gress.  j 

So,  I  think  everybody  likes  to  provide  an  easy  "free  benefit,"  but  j 
when  it  comes  time  for  making  hard  choices,  sometimes  that  is  dif- 
ficult to  get  agreement  on  those. 

Mr.  Levin.  But  what  would  not  be  easy  and  free,  play-or-pay?  I 
You  are  throwing  up  labels  again.  No  one  is  suggesting  play-or-pay  ! 
would  be  free.  It  would  have  to  include  a  cost-containment  provi-  j 
sion. 

So,  your  position  is  the  trouble  with  play-or-pay  is — the  reason  it  j 
smothers  competition  and  would  lead  to  rationing  is,  that  play-or- 
pay  inevitably  would  lead  to  a  single-payer  system? 

Do  you  really  believe  that? 

Secretary  Sullivan.  Yes.  There  would  be  that  strong  momen-  I 
turn.  i 

Let  me  point  this  out,  in  terms  of  smothering  competition  and 
innovation.  In  the  U.S.  health  care  system,  we  have  the  greatest  j 
degree  of  innovation  through  our  investment  in  biomedical  re-  | 
search  and  biotechnology. 

A  good  example — just  yesterday  we  announced  the  approval  of 
the  second  drug  for  the  treatment  of  AIDS.  The  first  drug  was  also  i 
developed  here  in  the  United  States.  The  only  two  drugs  yet  devel-  I 
oped  anywhere  in  the  world  that  have  an  effect  on  the  progression  1 
of  this  disease  have  been  developed  here.  j 

And  I  could  take  the  rest  of  the  day  to  list  for  you  those  kinds  of  j 
innovations,  and  

Mr.  Levin.  I  respect  that,  but   j 

Secretary  Sullivan.  But  Canada  

Mr.  Levin.  What  does  that  have  to  do  with  play-or-pay? 
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Secretary  Sullivan.  What  I  am  saying  

Mr.  Levin.  What  does  the  second  drug  for  AIDS  have  to  do  with 
play-or-pay? 

Secretary  Sullivan.  What  I  am  saying  is  this.  We  have  a  system 
that  encourages  innovation  and  creativity.  Other  countries  that 
have  centrally  managed  health  care  systems  have  much  less  invest- 
ment in  innovation  and  creativity. 

We  do  not  want  to  lose  that.  That  is  what  I  am  saying. 

Mr.  Levin.  I  do  not,  either.  But  the  German  system — I  do  not 
think  you  can  make  the  case  that  it  inevitably  leads  to  a  single- 
payer  system. 

Let  me  ask  Mr.  Darman,  as  my  time  expires — in  a  Washington 
Post  article,  you  are  quoted  as  saying,  "The  best  opportunity  for 
reform  of  the  system  will  turn  out  to  be  right  after  the  next  elec- 
tion." Right  after  the  next  election. 

Now,  what  is  so  magical  about  "right  after  the  next  election"? 
Why  will  there  be  no  consensus  in  October,  but  a  consensus  in  Jan- 
uary? 

Mr.  Darman.  I  wish  you  had  also  quoted  the  rest  of  what  I  said. 
Mr.  Levin.  Answer  this.  This  is  in  quotation  marks. 
Mr.  Darman.  I  am  trying  to  answer. 
Mr.  Levin.  OK. 

Mr.  Darman.  But  the  rest  of  what  I  said  is  part  of  the  answer. 
Mr.  Levin.  What  is  it? 

Mr.  Darman.  The  rest  of  what  I  said  is  that  I  thought  it  would 
be  desirable  to  have  a  comprehensive  plan  announced  by  the  ad- 
ministration in  the  election  year,  in  order  that  it  could  be  part  of  a 
Presidential  mandate.  So  that,  if  the  President  had  put  forward  a 
plan,  and  were  reelected  having  done  so,  he  could  come  to  the  Con- 
gress and  say,  fairly,  that  this  was  part  of  the  reelection  mandate, 
which  would  then  help  bring  about  a  consensus  which,  I  believe,  it 
will  be  extremely  difficult  to  achieve  for  exactly  the  reason  that  we 
are  all  fragmented,  even  among  Republicans  and  among  Democrats 
at  the  moment. 

That  is  what  I  said.  I  was  asked,  "Do  you  believe  that  it  will  be 
possible  to  legislate  in  1992,  if  the  administration  comes  up  with  a 
plan  in  that  year?"  And  I  said  I  thought  it  extremely  unlikely — 
and  it  is  just  a  judgment,  it  is  not  a  question  of  desirability.  It  is 
extremely  unlikely  because  partisan  politics  tends  to  take  over  in 
an  election  year,  and  a  lot  of  solid  work  is  done  right  after  elec- 
tions. 

I  repeat  something  I  said,  I  think  to  Mr.  Matsui.  The  experience 
with  tax  reform  may  well  be  instructive.  The  movement  really  got 
going,  on  a  bipartisan  basis,  right  after  the  election  in  1984,  even 
though  there  had  been  extensive  development  of  plans  in  1982, 
1983,  and  the  administration,  in  that  case,  did  not  even  come  for- 
ward with  its  plan  until  November  of  1984. 

Mr.  Levin.  So  we  can  expect,  despite  all  the  talk  about  complex- 
ity and  Procrustean  beds,  that  there  will  be  a  comprehensive  pro- 
posal from  the  administration  during  1992? 

Mr.  Darman.  No,  what  we  can  expect  is  that — my  review  on  this 
is  as  I  stated,  that  as  soon  as  we  have  one,  internally,  which  we 
agree  upon  within  the  administration,  and  which  we  feel  we  would 
be  proud  to  defend  and  able  to  defend,  we  will  come  forward. 
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I  personally  would  hope  that  that  could  be  before  the  election, 
not  after.  Whether  it  will  turn  out  to  be,  is  still  to  be  determined. 

Mr.  Levin.  And,  Dr.  Sullivan,  you  expect  there  will  be  such  a 
plan  unveiled  before  the  election? 

Secretary  Sullivan.  I  share  Mr.  Darman's  position,  in  that  I 
would  like  very  much,  and  hope  that  there  would  be  one.  That  is 
going  to  be  the  President's  decision,  because  we  will  advise  him  | 
and  he  will  make  that  judgment. 

But,  clearly,  as  I  have  stated  and  Mr.  Darman  has  stated,  the 
main  reason  that  you  do  not  have  a  plan  from  us  yet  is  that  work 
is  not  finished.  The  Governors  just  finished  their  plan  a  few  weeks 
ago.  We  still  have  our  Quadrennial  Advisory  Council  on  Social  Se- 
curity that  has  not  yet  finished  its  work. 

We  think  that  it  is  important  to  do  it  right,  because  we  think 
that  if  we  do  not,  then  we  will  be  living  with  the  results  of  inad- 
equate work  for  many  years. 

Mr.  Darman.  Could  I  add  one  word? 

Mr.  Levin.  See,  you  just  shift  between  before  the  election  and 
when  it  will  be  done,  and  you  leave  a  lot  of  room  to  feel  that  the 
timing  here  is  much  more  political  than  it  is  substantive. 

Mr.  Darman.  Could  I  try  to  explain  what  some  of  the  substantive 
difficulties  are,  as  I  see  them? 

Mr.  Levin.  Let  me  suggest  this,  if  you  would.  Let  Mr.  Donnelly, 
who  has  been  waiting,  inquire,  and  if  you  have  a  few  minutes,  I 
would  be  glad  to  hear  that.  I  think  it  would  be  important. 

Mr.  Donnelly. 

Mr.  Donnelly.  Thank  you,  Mr.  Chairman.  Gentlemen,  I  apolo- 
gize for  being  late,  and  you  have  been  very  patient.  You  have  been 
here  all  day,  and  I  guess  you  will  be  here  a  little  further. 

More  of  a  comment  than  a  question — I  am  not  a  cosponsor  of  any 
of  the  proposals  to  create  a  national  health  insurance  system.  One 
of  the  reasons  is  that  during  my  entire  service  on  this  committee,  I 
have  almost  exclusively  dealt  with  the  Medicare  program,  and 
more  specifically,  on  restraining  the  cost  of  the  program  so  that  we  , 
could  provide  quality  and  decent  and  affordable  care  to  the  benefi- 
ciaries. And,  frankly,  it  has  been  a  horrific  experience  dealing  with 
containing  the  rising  costs  of  that  program. 

In  my  opinion,  it  is  fairly  easy  to  craft  a  national  health  insur- 
ance system  that  provides  access  to  all  the  American  people.  That  ! 
is  fairly  easy.  The  hard  part  is,  number  one,  determining  how  you 
pay  for  it  and  who  pays  for  it,  and  how  you  make  that  payment 
affordable  to  the  average  American  citizen.  Those  are  the  two  most 
difficult  points. 

Frankly,  I  think  we  are  kidding  ourselves  if  we  think  we  can 
make  the  system  affordable  without  making  very  difficult  choices 
up  front.  And  that  is  one  of  the  reservations  I  have  about  many  of 
the  proposals  that  are  floating  around  here.  Because  you  have  to  j 
do  away  with  the  duplication  in  the  system,  and  that  means,  for 
example,  dealing  with  unneeded  hospitals. 

Hospitals  are  going  to  have  to  be  closed,  both  in  rural,  urban  and 
suburban  areas,  and  those  are  very  difficult  political  decisions. 
Anybody  who  thinks  you  can  restrain  the  cost  of  the  program  and 
make  it  affordable  without,  frankly,  cutting  into  the  profits  or  the 
income  of  the  providers,  is  kidding  themselves.  Because  if  you  do 
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not  do  that,  and  you  do  not  do  that  substantially,  you  will  end  up 
having  a  taxpayer  revolt  after  the  system  is  in  place. 

Nobody  understands  taxpayer  revolts  about  health  care  coverage 
better  than  myself,  because  of  my  involvement  with  the  catastroph- 
ic program. 

Really,  I  think  this  debate  ought  to  take  place.  The  first  part  of 
the  debate  should  not  be  what  coverage  we  can  provide  people,  be- 
cause that  is  easy.  Let  us  provide  them  the  best.  Let  us  make  it 
accessible  to  everybody. 

The  hard  part  is  how  you  pay  for  it  and  who  pays  for  it,  how  it  is 
distributed  through  society,  and  are  we  willing,  as  a  society — not 
just  as  a  Congress,  as  a  society — to  make  the  tough  choices.  I  mean, 
are  we  willing?  Is  this  Congress  willing? 

I  think,  in  my  worst  nightmares,  of  this  bill  going  to  conference 
and  the  doors  closing,  and  what  will  come  out  at  what  cost  to  the 
people  that  we  purport  we  want  to  help.  And  that  is  not  to  say,  for 
1  second,  that  I  would  defend  the  present  system.  I  think  the 
present  system  of  health  care  delivery  in  this  country  is  not  fair, 
number  one,  and  it  is  something  that  we  ought  to  be  ashamed 
about,  and  we  ought  to  do  something  about  it. 

But,  before  we  do  that,  we  need  to  be  up  front  with  everybody 
about  the  affordability  of  any  program  and  the  ability  to  make 
tough  choices.  I  mean,  the  occupancy  rates  in  the  hospitals,  alone, 
will  tell  you  exactly  how  many  have  to  be  closed,  in  rural,  urban 
and  suburban  areas. 

So,  that  is  more  of  a  comment.  That  is  why  I  am  somewhat  reluc- 
tant, personally,  even  though  I  am  on  the  other  side  of  the  aisle 
from  you  folks,  to  actually  embark  on  this  debate,  unless  I  can  be 
guaranteed  up  front  that  the  final  product  does  not  add  increased 
cost  to  the  American  taxpayer — substantial  increased  cost — when 
we  do  not  have  the  courage  to  make  the  tough  decisions. 

That  has  to,  clearly,  be  done  in  a  bipartisan  way,  and  it  has  to  be 
done  by  this  institution. 

I  have  seen  proposals  before  us  that  allow  negotiations  over  pay- 
ment rates  with  the  providers,  and  negotiations  with  representa- 
tives of  the  providers — I  mean,  we  are  talking  about  spending  the 
American  taxpayers'  money.  That  is  who  we  should  be  negotiating 
on  behalf  of. 

Maybe  either  one  of  you  want  to  make  a  comment  on  that. 

Secretary  Sullivan.  Well,  Mr.  Donnelly,  I  think  you  are  abso- 
lutely right.  The  one  comment  I  would  make  is  this.  I  think  there 
is  no  question  that  changes  have  to  come,  but  that  is  really  part  of 
the  process  of  developing  consensus  and  engaging  in  debate  and 
discussion  with  the  American  people,  for  this  reason. 

We  are  already  spending  almost  $2,600  per  capita  for  health  care 
in  the  United  States,  for  every  man,  woman  and  child.  We  main- 
tain that  we  probably  have  enough  dollars  in  the  system,  but  we 
are  not  spending  them  in  the  wisest  way. 

One  quick  example,  and  there  are  really  hundreds  of  these,  is 
the  fact  that  we  rely  too  much  on  emergency  room  care,  and  not 
enough  on  care  in  doctors'  offices  or  in  community  clinics,  although 
the  cost  there  would  be  one-quarter,  on  average,  and  the  quality  of 
care  given  would  be  greater. 

So,  there  are  a  number  of  things  that  I  think  must  be  done  
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Mr.  Donnelly.  The  reality  is,  Doctor,  if  we  think  we  can  create  a 
system  and  still  let  those  people  that  make  $300,000  a  year,  that 
are  providers  to  the  system,  still  make  $300,000  a  year  after  we 
have  national  health  insurance,  it  is  not  going  to  happen,  because 
the  taxpayer  will  not  stand  for  it. 

So,  we  are  spending  all  of  that  money,  but  we  are  going  to  have 
to  redistribute  that  money.  When  you  are  talking  about  redistribut- 
ing money,  you  are  talking  about  taking  money  from  the  providers 
and  using  those  resources  that  go  to  some  of  them  now,  to  help  pay 
for  other  people  in  this  society  that  do  not  have  any  coverage. 

Secretary  Sullivan.  Sure. 

Mr.  Donnelly.  And  that  is  the  real  world. 

Secretary  Sullivan.  I  think  that  

Mr.  Donnelly.  I  have  no  problem  doing  that,  frankly.  If  you  look 
at  my  record — I  would  be  happy  to  send  you  a  list  of  a  hundred 
suggestions  on  how  to  do  it. 

I  just  do  not  feel  that  some  people  in  this  room  

Secretary  Sullivan.  I  would  agree  with  you,  Mr.  Donnelly.  I 
think  what  is  going  to  end  up,  in  terms  of  health  care  reform  or 
changes  in  our  system,  is  everyone  is  going  to  be  called  upon  to  sac- 
rifice, to  contribute.  That  includes  the  providers,  that  includes  the 
physicians — and  I  say  that  as  a  physician.  I  would  not  begin  to  try 
and  defend  $300,000,  $400,000,  $500,000  incomes  of  physicians, 
when  we  have  citizens  who  are  hurting. 

Mr.  Donnelly.  We  are  not  picking  them  out,  by  any  stretch  of 
the  imagination. 

Secretary  Sullivan.  I  understand  that,  but  let  me  say  this.  To  be 
fair  to  my  colleague  physicians,  I  think  you  will  find  a  lot  of  physi- 
cians who  agree  with  me.  As  you  know,  the  AMA  

Mr.  Donnelly.  They  are  not  the  only  people  making  money  in 
this  system. 

Secretary  Sullivan.  Right.  I  agree. 

But  I  at  least  have  the  legitimacy  of  being  a  part  of  the  physician 
community,  I  am  confident  that  I  am  representing  a  sentiment 
that  is  significant  within  the  community  of  physicians,  that  we  re- 
alize things  have  to  change. 

What  we  want  to  do,  we  want  to  be  sure  that  we  do  not  really 
become  so  frustrated  to  do  something,  that  we  end  up  doing  some- 
thing wrong,  that  hurts  the  American  people.  And  that  is,  I  think, 
the  delicate  thing  we  are  trying  to  present. 

But,  I  think  there  is  no  question  that  everyone  is  going  to  have 
to  sacrifice,  including  our  individual  citizens.  I  do  not  want  to  keep 
harping  on  this,  because  this  is  only  part  of  it,  but  our  citizens  still 
want  to  smoke,  they  still  want  to  drink  and  abuse  their  bodies, 
they  still  want  to  eat  too  much,  and  then  when  they  need  coronary 
bypass  surgery,  they  want  it  instantly. 

Mr.  Donnelly.  I  smoke,  but  I  will  not  plead  guilty  to  any  of 
those  other  crimes.  [Laughter.] 

Mr.  Levin.  I  think,  on  that  note,  I  will  call  on  Mr.  Anthony. 

Mr.  Anthony. 

Mr.  Donnelly.  I  would  ask  the  indulgence  of  the  committee,  if 
Mr.  Darman  could  not  respond  in  person  he  could  respond  in  the 
record  to  my  comment/ question. 

Mr.  Darman.  In  brief — I  agree.  [Laughter.] 
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Mr.  Levin.  Mr.  Anthony,  while  Mr.  Darman  is  agreeable,  ask  the 
question. 

Mr.  Anthony.  It  is  a  shame  you  are  not  a  voting  member  of  this 
committee.  There  would  be  two  of  you  with  that  position. 

No.  I  would  like  to  get  you  to  expand  on  your  simple  observation 
number  5,  and  your  simple  observation  number  6. 

Secretary  Sullivan.  I  am  sorry,  is  that  addressed  to  me  or  to  Mr. 
Darman? 

Mr.  Anthony.  To  Mr.  Darman,  and  if  you  want  to  have  a  follow- 
up  comment  about  it,  Dr.  Sullivan 

Number  5  has  to  do  with  where  the  health  expenditures  present- 
ly are  going,  whether  they  are  going  to  the  poor  or  the  nonpoor. 
And  your  number  5  makes  a  very  strong  point  that  I  think  needs 
to  be  reemphasized  for  the  record,  that  it  is  going  to  the  nonpoor. 

Because  I  think  there  are  a  lot  of  people  that  probably  have  a 
misperception  that  a  great  deal  of  the  costs  are  going  to  the  poor.  I 
wish  you  could  just  expand  on  that,  and  then,  if  you  would,  how  it 
interrelates  to  your  simple  solution  number  6,  which  is  contained 
in  the  President's  budget  as  one  of  the  proposals  from  the  White 
House,  to  try  to  do  something  about  the  health  care  costs,  and  that 
is  a  reduction  of  public  subsidies. 

I  assume,  here,  you  are  talking  about  the  tax  deductible  expendi- 
ture for  business-related  employee  benefits  through  health  insur- 
ance. It  may  be  something  else  that  you  have  in  mind. 

So  if  you  could  just  expand  on  those  two  and  how  they  interre- 
late with  one  another. 

Mr.  Darman.  Thank  you  very  much. 

I  think,  if  you  would  look  at  chart  15,  as  I  gather  you  already 
have,  the  chart  is  really  quite  a  compelling  chart.  Chart  16  is  a 
little  confusing. 

Chart  15  demonstrates,  dramatically,  two  things:  not  only  that  a 
very  much  larger  portion  of  health  expenditures  goes  to  the  non- 
poor  than  to  the  poor,  but  also  that  is  where  the  larger  growth  has 
been. 

The  largest  reason  for  that,  probably,  is  in  the  Medicare  program 
and  in  the  fact  that  Medicare  premiums  are  subsidized  for  every- 
one, to  a  very  large  degree — 75  percent  subsidy  of  the  Medicare 
part  B  premiums.  And  those  benefits  of  that  subsidy,  of  course,  go 
to  virtually  everyone — about  99  percent  of  the  people — over  age  65, 
regardless  of  income. 

Mr.  Anthony.  Because  they  are  not  income-related. 

Mr.  Darman.  Right.  And  so,  what  I  was  really  referring  to  in 
simple  observation  number  6  was  our  own  proposal  to  begin  to 
relate  that  premium  better  to  income,  and  reduce  the  subsidy  for 
those  who  are  not  poor. 

I  was  simply  trying  to  make  a  point,  really,  there  in  number  6, 
that  that  is  a  good  thing  to  do.  We  have  recommended  it.  We  are 
surprised  that  the  committee  has  not  been  more  interested. 

Mr.  Anthony.  Would  you  refresh  my  memory,  Dick,  on  that?  Ex- 
actly what  that  proposal  is? 

Mr.  Darman.  Well,  our  proposal  is  pretty  modest  in  the  form  in 
which  we  put  it  forward.  We  put  it  forward  in  the  most  recent 
budget,  on  a  basis  that  would  reduce  the  premium  subsidy  for 
people  with  incomes  of  $125,000  and  above. 
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You  could  start  that  number  lower,  but  that  was  discussed  at  the 
budget  summit,  and  was  very  controversial,  so  we  did  not  want  to 
reopen  the  controversy  in  a  lower  range.  But  at  some  stage,  the  po- 
litical system  is  going  to  have  to  address  that. 

Mr.  Anthony.  Would  you  mind  if  I  asked  a  followup  question 
here? 

Mr.  Darman.  Please. 

Mr.  Anthony.  Would  that  not  be  similar  to  what  we  attempted 
to  do  a  couple  of  years  ago,  when  we  implemented  a  catastrophic  i 
health  plan? 

Mr.  Darman.  No,  really,  it  is  very  different  

Mr.  Anthony.  Because  we  tried  to  make  that  a  pay-as-you-go, 
and  we  tried  to  escalate  it  so  that  the  higher  income  people  actual- 
ly did  pay  a  share  of  that. 

Mr.  Darman.  Right.  But  the  big  difference,  I  think,  is  this.  You 
would  judge  better  than  I,  as  a  professional  politician,  but  I  would 
say  that  in  the  case  of  catastrophic,  yes,  richer  people  were  asked 
to  pay  more.  But  they  were  asked  to  pay  more  than  they  felt  they 
were  getting  back. 

Mr.  Anthony.  Benefits. 

Mr.  Darman.  In  benefits.  In  this  case,  all  you  would  be  doing  is 
saying,  "You  are  still  going  to  be  subsidized.  You  are  still  going  to 
get  more  back  than  you  are  being  asked  to  pay  in,  if  you  are  rich. 
You  just  will  not  get  as  much  of  a  subsidy.  But  you  are  still  going 
to  come  out  ahead." 

Mr.  Anthony.  But  they  are  still  going  to  pay  more  for  the  same 
amount  of  services,  even  under  your  plan. 

Mr.  Darman.  Put  it  the  other  way  around.  They  are  going  to 
continue  to  have  subsidies,  even  though  they  are  very  rich. 

Mr.  Anthony.  Well,  we  could  have  made  the  same  argument 
with  catastrophic,  which  many  of  us  attempted  to  do,  and  we  lost. 
We  lost  that  PR  battle. 

What  says  we  are  not  going  to  lose  the  PR  battle  on  that?  I  do 
not  disagree  with  you,  by  the  way. 

Mr.  Darman.  Well,  I  agree  with  you  if  you  are  saying  it  is  politi- 
cally sensitive.  That  is  the  reason  we  came  in  at  a  very  high 
number  like  $125,000,  and  it  does  seem  to  become  intensely  sensi- 
tive as  you  move  down  the  income  level. 

The  only  point  I  was  trying  to  make  with  number  6,  though,  was 
a  different  point.  It  was,  "Yes,  we  have  proposed  that.  Yes  it  makes 
sense  as  matter  of  equity,  but  no,  do  not  think  that  that  is  really 
addressing  the  cost  problem  in  the  health  system."  It  is  really  just 
shifting  to  a  more  equitable  way  of  financing. 

Mr.  Anthony.  The  reason  I  brought  it  up  is  because  yesterday, 
when  we  had  a  panel,  one  of  the  comments  that  I  made  to  that 
panel  was  the  inequitable  way  which  the  tax  system  now  skews  the 
reimbursement. 

Mr.  Darman.  Yes. 

Mr.  Anthony.  And  I  think  you  have  very  clearly  demonstrated  it 
with  these  charts,  and  with  your  statements  on  5  and  6.  But,  again, 
the  reason  we  conduct  these  hearings  is  to  try  to  educate  the 
public,  because  I  think  there  is  a  huge  misconception  out  there 
that,  rather  than  these  health-cost  benefits  going  to  the  nonpoor, 
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that  is,  the  middle  class  and  the  wealthy,  that  they  are  really  going 
to  the  poor. 

We  need  to  educate  the  public  that  that  is  not  true,  and  that 
there  are  already  some  inequities  built  into  the  system  that  we 
should  try  to  address  at  the  same  time  we  are  trying  to  find  a  way 
to  solve  the  cost  push  and  expand  coverage. 

Mr.  Levin.  Thank  you.  Mr.  Darman,  did  you  want  to,  as  we  wrap 
this  up — and  we  appreciate  all  the  time  you  have  spent  with  us — 
comment  briefly  on  the  outstanding  issues? 

Mr.  Darman.  Thank  you,  Mr.  Chairman, 

What  I  wanted  to  do  was  simply  to  try  to  give  a  feel  for  why  I 
believe  this  is  a  complex  problem,  and  why  it  is  legitimate  that  we 
should  take  more  time  analytically. 

May  I  just  explain  what  I  think  some  of  the  parts  of  the  problem 
are  that  are  difficult? 

You  asked  earlier,  "What  is  wrong  with  pay-or-play?"  And  Secre- 
tary Sullivan  provided  an  answer  with  which  I  concur. 

But  let  me  just  take  an  extra  minute  on  that.  There  are  in  fact, 
of  course,  many  different  pay-or-play  systems,  some  more  highly 
regulated,  some  less  highly  regulated.  You  have  to  analyze  what  is 
going  to  be  the  dynamic  behavior  over  time.  That  is  a  complicated 
question  if  you  are  assessing  them. 

In  the  case  of  Senator  Mitchell's  plan,  for  example,  which  is  a 
less  highly  regulated  version  of  pay-or-play,  as  with  all  the  systems, 
of  course,  you  put  an  additional  burden  on  small  business.  You  do 
not  know  exactly — you  have  to  analyze — what  the  economic  effect 
of  that  is  going  to  be.  That  is  inherent  in  all  the  pay-or-play  sys- 
tems. 

You  increase  the  demand  for  services  if  you  have,  indeed,  solved 
the  access  problem.  But  then  the  question  is,  what  are  you  going  to 
do  about  the  cost-control  system.  In  a  pay-or-play  system,  it  does 
not  say — by  itself,  pay-or-play  does  not  answer  that  question.  That 
goes  to  how  you  provide  the  access. 

How  do  you  provide  the  cost  control  in  a  system  where  you  have 
just  fairly  radically  expanded  access?  In  Senator  Mitchell's  case,  he 
proposes  something  which  Mr.  Donnelly  I  understood  to  be  criticiz- 
ing, and  we  would  criticize  too,  and  that  is  this  highly  consensual 
approach  to  the  negotiation  of  1,600  different  individual  fees  among 
providers,  representatives,  States,  localities,  and  so  on.  I  said  it 
would  take  RFK  Stadium  to  get  all  these  people  in  there.  They 
would  have  to  negotiate  all  year  long. 

That  is  not  a  workable  regulatory  system.  It  is  that  problem 
which  Chairman  Rostenkowski  tried  to  solve  by  having  a  much,  let 
us  say,  more  Medicare-like  regulatory  system. 

But,  if  you  have  that  kind  of  system  universally,  you  have  to  ask 
yourself  what  is  going  to  happen  to  quality  over  time,  and  if  you 

|     combine  it  with  a  broadly  extended  cap  on  expenditures,  you  com- 

i     plicate  that  problem. 

Now,  the  Canadian  experience  is  not  very  old  yet,  and  is  not, 

|  itself,  as  I  understand  it,  loved  by  the  Canadian  people  yet.  I  saw  a 
poll  recentty  that  suggested  68  percent  of  the  Canadian  people 
were  complaining  about  access  to  surgical  treatment. 

|  So  it  is  not  all  that  apparent  that,  even  in  its  current  form, 
moving  in  that  more  highly  regulated  direction  can  solve  quality 
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and  access  interests.  Then  you  have  to  ask  the  complicated  ques- 
tion about  will  it  degenerate  over  time? 

Now,  all  of  that  leads  an  administration  that  is  somewhat  more 
market-oriented,  or  certainly,  I  will  speak  for  myself — me,  I  am 
somewhat  more  market  oriented — to  want  to  examine  more  care- 
fully the  procompetitive  options.  The  trouble  with  those  is  that,  as 
you  and  others  have  pointed  out,  there  are  no  other  countries  that 
have  that  model  well  developed,  nor  does  the  United  States.  So 
there  is  not  a  broad  base  of  empirical  evidence. 

Then,  further,  as  my  own  testimony  points  out,  there  are  these 
complicated  problems  of  what  to  do  about  risk  segmentation,  if  you 
go  to  a  highly  consumer-based  version  of  a  more  competitive 
system.  Analyzing  how  that  system  will  behave  over  time,  dynami- 
cally, is  also  very  complicated. 

And  all  I  am  saying  is,  in  sum,  that  this  is  a  very  short,  abstract 
statement  of  the  nature  of  some  of  the  complexities.  As  you  get 
into  these  further,  the  complexities  increase  exponentially,  and  we 
are  playing  with  15  percent  of  the  GNP.  So  it  is  not  like  the 
normal  program  that  comes  before  all  of  us  as  a  new  idea — let  us 
do  $2  billion  more  for  this,  or  another  billion  for  that,  or  how  about 
a  $500  million  program  for  such  and  such.  It  is  15  percent  of  the 
GNP. 

So,  I  think  the  burden  of  responsibility  to  be  able  to  have  defensi- 
ble analysis  is  a  very  great  deal  larger  than  it  ordinarily  is.  I  un- 
derstand, from  the  pattern  of  questioning,  that  you  all,  or  many  of 
you,  would  like  to  have  it  understood  that  the  administration  is 
somehow  adjusting  the  timing  for  political  reasons.  I  can  tell  you, 
for  both  our  parts,  that  we  do  not  believe — I  do  not  believe —  I 
should  not  speak  for  the  Secretary.  I  do  not  believe  we,  or  anyone 
else,  yet  has  a  sufficiently  responsible  solution  analytically. 

I  hope  we  will  get  to  where  we  have  one  soon,  for  the  reasons  I 
said  in  answer  to  your  earlier  question. 

Mr.  Levin.  Let  me  just  say,  I  think  that  is  expected,  Dick — an 
articulate  position  or  spelling  out  of  a  position  that  seems  to  a  lot 
of  people,  at  this  point  and  before,  inaction. 

Let  me  just  say  a  couple  of  things  quickly  and  we  will — this  is 
just  the  further  step  in  the  debate. 

First  of  all,  the  cost  control  dilemma  confronts  our  present 
system.  And  everybody  acknowledges  under  a  play-or-pay  approach 
there  has  to  be  a  major  cost  ingredient.  Everybody  acknowledges 
that. 

My  strong  objection,  if  we  are  going  to  have  dialog,  is  to  the  easy 
use,  and  overly  glib  use,  I  think,  of  labels  in  descriptions — "smoth- 
er competition." 

A  plav-or-pay  is  a  market-oriented  mechanism.  That  it  would 
lead  to  rationing  and  waiting  lists"  conjures  up  all  of  that.  It  re- 
minds me  of  what  I  have  read — I  was  too  young  to  remember  it 
first-hand — of  the  debate  in  the  1930s,  that  major  reform  would 
lead  to  socialism  or  communism,  when  what  it  did  was  to  save  the 
private  market  system  in  this  country,  in  my  judgment,  or  at  least 
to  preserve  it  if  not  to  save  it. 

I  think  play-or-pay  deserves  much  more  serious  consideration 
than  simply  talking  about  "smothering  competition,"  when  it  in- 
corporates that,  and  that  it  will  automatically — this  nightmarish 
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image — automatically  lead  to  a  single-payer  system,  when  the  only 
system  that  has  play-or-pay,  or  one  of  them  in  major  measure,  the 
German  system,  has  no  likelihood  of  leading  to  a  single-payer 
system.  No  way. 

The  Germans  would  say  respectfully  to  you,  Dr.  Sullivan,  "I  do 
not  understand  what  you  are  saying,"  that  your  imagery  is  way  off 
the  mark. 

And  I  do  not  think  we  ought  to  snuff  out  debate  by  this  kind  of 
rhetoric,  that  one  thing  automatically  leads  to  another.  I  do  not 
think  it  is  true,  if  I  might  say  so,  respectfully. 

Secretary  Sullivan.  Let  me  just  be  very  brief,  Mr.  Levin,  be- 
cause I  do  not  think  my  bladder  will  allow  for  a  long  

Mr.  Levin.  And  also,  you  heard  the  bell,  and  you  do  not  have  to 
vote,  you  have  to  do  something  else,  but  I  have  to  vote. 

Secretary  Sullivan.  Basically,  the  reality  that  we  must  remem- 
ber is  this.  In  Canada,  which  is  often  held  up  as  an  ideal  system, 
that  people  do  have  to  wait  a  long  time  for  coronary  bypass  sur- 
gery, for  elective  hip  replacement  surgery,  and  for  a  lot  of  other 
things. 

And  in  England,  if  you  are  beyond  the  age  of  55,  the  likelihood  of 
getting  kidney  dialysis  or  kidney  transplant,  if  you  need  it,  is  not 
very  great.  Those  are  the  kinds  of  things  that  I  am  talking  about. 
Those  are  the  kinds  of  things  that  do  not  get  much  attention. 

Having  talked  with  the  ministers  of  health  in  those  countries,  as 
well  as  in  others,  I  have  not  found  any  of  them  to  be  enthusiastic 
about  their  systems.  They  all  have  problems. 

So,  what  I  am  saying  is  that  we  have  many  strengths  in  our 
system  that  we  should,  indeed,  not  get  rid  of.  The  reality  is  that  we 
do  have  a  more  innovative  system  than  other  nations.  Look  at  any 
parameter — the  number  of  Nobel  Prizes,  the  number  of  new  phar- 
maceuticals, the  number  of  medical  devices,  et  cetera.  People  come 
from  all  over  the  world  to  get  health  care  here. 

What  I  am  saying  is  these  are  obvious  things  that,  I  think,  we 
are  used  to,  we  take  for  granted,  and  assume  that  they  are  going  to 
be  there,  and  the  question  is  why  do  we  not  see  that  kind  of  phe- 
nomenon in  these  other  countries. 

Mr.  Levin.  That  may  be  well  taken,  but  Canada  and  England  are 
not  play-or-pay  approaches,  and  you  are  just  lumping  everything 
together.  I  think  those  who  favor  a  single-payer  system  would  say 
there  are  differences  in  their  proposal. 

But,  at  least,  we  have  to  be  respectful  enough  of  the  various  pro- 
posals that  we  do  not  just  take  a  big,  broad  brush  and  conjure  up 
the  imagery  of  lines  in  Canada  or  in  England,  whatever,  and  also 
acknowledge  the  strengths  of  the  systems  there. 

But  I  need  to  go  and  vote,  so  I  will  exercise  the  

Mr.  Darman.  Could  I,  Mr.  Chairman  

Mr.  Levin  [continuing].  Prerogative  of  the  Chair  and  have  the 
last  word. 

Thank  you  very,  very  much.  We  are  in  recess,  not  in  adjourn- 
ment. Oh,  you  are  back.  Mr.  McDermott  is  back. 

Thank  you  very,  very  much  to  both  of  you,  and  the  next  panel  is 
now  underway. 

Mr.  McDermott  [presiding].  I  want  to  also  say  you  have  marvel- 
ous stamina. 
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As  you  leave  the  room,  I  hope  that  you  will  move  quietly  outside, 
please. 

The  next  panel  is  Dr.  William  Welton,  representing  the  Ameri- 
can Hospital  Association,  Dr.  Jerald  Schenken,  member  of  the 
board  of  trustees  of  the  American  Medical  Association,  and  Dr. 
Barbara,  Redman,  executive  director  of  the  American  Nurses  Asso- 
ciation. 

If  you  will  come  forward  please. 

The  Ways  and  Means  Committee  would  like  to  welcome  you.  We 
will  try  not  to  keep  you  quite  as  long  as  we  kept  the  representa- 
tives of  the  administration,  in  part,  I  think,  because  without  their 
leadership  we  cannot  move  forward  on  this  issue  very  well.  So  we 
wanted  to  keep  them  and  find  out  what  they  really  thought. 

All  your  statements  will  be  made  part  of  the  permanent  record 
of  the  hearings.  You  can  proceed  to  summarize  your  testimony,  in 
the  order  in  which  you  were  introduced. 

Mr.  Welton. 

STATEMENT  OF  WILLIAM  E.  WELTON,  CHAIRMAN-ELECT,  GOV- 
ERNING COUNCIL  OF  THE  SECTION  FOR  HEALTH  CARE  SYS- 
TEMS, AMERICAN  HOSPITAL  ASSOCIATION,  AND  CHIEF  EXECU- 
TIVE OFFICER,  ROLLING  HILL  HOSPITAL,  PHILADELPHIA,  PA. 

Mr.  Welton.  Thank  you  very  much,  Mr.  Chairman. 

My  name  is  William  Welton,  executive  vice  president  of  Alleghe- 
ny Health  Care  Systems,  serving  Pittsburgh  and  Philadelphia,  Pa. 
I  am  also  chairman-elect  of  the  American  Hospital  Association  Sec- 
tion for  Health  Care  Systems. 

I  appreciate  the  opportunity  to  be  here  today  on  behalf  of  the 
AHA  to  discuss  ways  we  can  work  together  to  solve  the  serious 
health  care  cost  and  access  problems  we  face,  and  specifically  to 
discuss  the  cost-containment  strategies  contained  in  some  of  the 
legislative  proposals  on  health  care  reform. 

Over  the  past  2  years,  the  American  Hospital  Association  and  its 
member  hospitals  have  reached  several  important  conclusions 
about  the  future  of  the  Nation's  health  care  system.  A  diffuse  pay- 
ment system,  a  multitude  of  providers  organized  to  react  to  individ- 
ual medical  problems  as  they  occur,  and  a  public  with  many  diffi- 
cult medical  and  social  problems  do  not  lend  themselves  to  a  ra- 
tional system  of  health  care. 

The  gaps  and  seams  are  showing.  America  is  dissatisfied  in  many 
ways,  even  as  people  use  more  health  care  services  than  ever. 

Major  reform  of  our  health  care  system  is  essential  if  the  needs 
of  our  population  are  to  be  met.  Reform  must  focus  at  least  as 
much  on  reconfiguration  of  the  health  services  delivery  system  as 
on  reconfiguration  of  the  financing  and  benefits  structure. 

Clear  objectives  and  defined  accountability  for  performance,  and 
alignment  of  provider,  insurance  and  patient  objectives  must  be  the 
hallmarks  of  any  reform  strategy.  Our  vision  is  that  health  care  in 
the  United  States  should  be  refocused  to  meet  the  needs  of  the  pop- 
ulation, not  simply  the  needs  of  individuals,  providers,  insurers  or 
employers,  and  that  we  must  all  commit  to  a  healthy  population  as 
our  fundamental  objective,  then  organize  ourselves  to  support  that 
objective. 
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The  measures  of  our  success  should  be  improved  health  status, 
affordable  cost  per  capita,  and  value,  not  simply  cost  control. 

Access  of  the  Nation's  population  to  high  quality  health  services, 
appropriately  organized  to  meet  individual  needs  over  time,  and  at 
affordable  cost,  is  essential  to  ensuring  the  Nation's  health  and 
continued  vitality.  Basic  health  services  are  best  provided  through 
locally  organized  and  accountable  health  delivery  systems,  func- 
tionally integrating  the  delivery  of  services  by  medical  and  institu- 
tional care  providers  within  a  given  community. 

Such  integrated  delivery  systems  should  be  accountable  to  main- 
tain and/ or  improve  the  health  status  of  local  population  groups  at 
affordable  cost  per  capita. 

Our  plan  starts  from  the  premise  that  all  of  us — citizens,  provid- 
ers, insurers,  purchasers,  and  Government — will  need  to  be  part  of 
the  solution,  and  will  have  to  make  significant  changes  in  behavior, 
and  they  will  be  difficult  to  achieve. 

A  copy  of  our  plan  is  attached  to  my  written  statement,  but  let 
me  focus,  right  now,  on  the  aspects  of  it  that  go  to  the  heart  of  the 
subject  of  today's  hearing — those  aimed  at  controlling  the  cost  of 
health  care. 

Current  mechanisms  for  containing  cost,  such  as  avoiding  rather 
than  managing  risks,  shifting  costs  to  others,  and  limiting  pay- 
ments to  providers,  do  not  address  the  root  causes  of  rising  cost. 

True  health  reform  and  true  cost  containment  must  define  clear 
public  health  objectives,  realign  incentives  of  providers,  payers,  and 
patients,  change  the  way  in  which  health  care  services  are  deliv- 
ered and  consumed,  define  responsibility  for  producing  results,  and 
expect  accountability  for  those  results.  We  favor  an  incentive-based 
approach  to  cost  containment,  in  which  all  players  are  held  ac- 
countable for  their  performance. 

Incentives  among  providers  should  be  compatible.  For  instance, 
eliminate  current  conflicting  incentives  of  paying  hospitals  on  a 
per-admission  basis,  while  paying  physicians  and  other  practition- 
ers on  a  fee-for-service  basis.  Per-admission  payment  encourages 
hospitals  to  economize,  fee-for-service  payments  encourage  physi- 
cians to  do  more. 

Managed  care  should  be  promoted  with  a  broader,  longer-term 
focus  on  providing  integrated  and  coordinated  care  over  time, 
through  an  innovative  delivery  system  accountable  to  the  health 
status  of  defined  population  groups. 

In  response  to  questions  and  comments  we  have  received,  we  are 
reexamining  the  specific  cost-containment  approaches  and  provid- 
er-payment mechanisms  contained  in  our  plan.  We  will  be  testing 
and  going  beyond  the  points  of  consensus  reached  by  our  members 
last  year,  and  hope  to  be  able  to  share  the  results  of  this  effort 
next  year. 

With  respect  to  several  of  the  bills  under  discussion  today,  I 
would  like  to  point  out  the  specific  differences  in  approach.  Some 
are  quite  similar  in  philosophy  to  the  AHA  plan,  and  many  others 
have  bases  from  which  to  move  toward  consensus. 

In  terms  of  cost  containment,  however,  many  of  the  proposals 
fall  short  of  what  we  believe  to  be  the  appropriate  goal — addressing 
the  underlying  causes  of  cost  increases.  Mr.  Rostenkowski's  and 


782 


Mr.  Russo's  bills  set  up  a  single  expenditure  target,  and  allocate 
that  fixed  pot  of  dollars  among  various  providers. 

This  is  a  highly  structured,  top-down  regulatory  approach  that 
we  believe  would  perpetuate  many  of  the  current  problems  in  the 
system.  It  would  lock  into  place  the  fragmentation  of  care  that 
exists  today,  rather  than  moving  toward  better  managed  care,  and 
the  development  of  more  integrated  local  delivery  systems  account- 
able to  the  health  status  of  defined  enrollee  groups.  Moreover,  it  is 
unrealistic  to  effectively  cap  spending  at  current  levels,  while  si- 
multaneously expanding  access  to  millions  of  people. 

Cost  containment  mechanisms  must  be  flexible.  We  support  man- 
aged care,  but  our  concern  is  that  it  has  come  to  mean  simply  a 
system  of  selective  provider  contracting,  and/ or  external  utilization 
review.  This  is  managed  cost,  not  managed  care. 

True  managed  care  needs  a  longer-term  focus  on  improving  the 
health  status  of  defined  enrollee  populations.  We  would  like  to 
work  with  you  to  further  define  and  promote  managed  care. 

In  summary,  AHA  believes  true  cost  containment  must  be 
achieved  through  alignment  of  purchaser,  provider,  and  patient  in- 
centives, and  by  encouraging  the  efficient  delivery  and  use  of 
health  care  services. 

We  look  forward  to  working  with  you  for  meaningful  health  care 
reforms  that  strike  the  balance  between  considerations  of  cost, 
quality  and  access. 

Thank  you 

[The  prepared  statement  follows:] 
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STATEMENT  OF  THE  AMERICAN  HOSPITAL  ASSOCIATION 


Mr.  Chairman,  my  name  is  William  E.  Welton,  chief  executive  officer  of  Rolling 
Hill  Hospital  in  Philadelphia,  and  chairman-elect  of  the  governing  council  for 
AHA's  Section  for  Health  Care  Systems.     On  behalf  of  AHA's  nearly  5,500  member 
hospitals,   I  am  pleased  to  have  this  opportunity  to  testify  on  improving 
health  insurance  coverage  and  containing  health  care  costs  and,  specifically, 
on  the  topic  of  cost-containment  strategies  offered  in  some  of  the  legislative 
proposals  on  national  health  reform.     While  there  are  many  differences  in  the 
approaches  to  health  care  reform  being  discussed,  all  of  the  proposals  share 
one  thing:     a  desire  to  remedy  the  serious  health  care  cost  and  access 
problems  we  face. 

We  appreciate  the  opportunity  to  testify  today,  and  we  think  it  is  necessary 
to  underscore  the  importance  of  addressing  all  of  the  issues  —  cost,  quality, 
and  access  —  simultaneously.     To  address  only  the  issue  of  cost  ignores  an 
important  goal  of  health  care  reform:     assuring  access  to  high-quality  care. 
Reforming  the  health  care  system  will  involve  a  series  of  tradeoffs  between 
improving  access  to  care,  maintaining  the  high  quality  of  the  care  we  provide, 
and  keeping  our  health  care  system  affordable.     Striking  an  acceptable  balance 
among  these  is  key. 

The  Need  for  National  Health  Care  Reform 

As  providers  of  care  for  the  insured  and  uninsured  alike,  and  as  advocates  for 
the  health  care  needs  of  the  poor,  hospitals  are  distressed  to  see  growing 
numbers  of  uninsured  and  underinsured,  deterioration  in  private  insurance 
coverage,  and  growing  gaps  in  public  programs,  because  this  means  people  will 
seek  too  little  care,  and  will  seek  it  too  late.     We  see  the  human 
consequences  in  our  emergency  rooms,  where  we  deliver  the  tiny  babies  of  women 
who  received  no  prenatal  care,  and  where  we  attend  to  the  acute  illnesses  of 
children  or  adults  with  preventable,  treatable  conditions. 

It  is  increasingly  obvious  that  the  cracks  in  the  health  care  system  are  much 
wider  and  deeper  than  we  thought,  that  all  segments  of  the  population  are  now 
affected,  and  that  we  won't  be  able  to  solve  the  crisis  of  needed  access  to 
health  care  services  unless  we  simultaneously,  and  successfully,  grapple  with 
the  equally  profound  cost  crisis.     The  evidence  is  certainly  grim  on  the 
access  side  and  touches  all  of  us  in  one  way  or  another: 

*  Thirty-three  million  people  lack  health  insurance  entirely,  and  almost 
twice  that  many  are  intermittently  uninsured.     During  a  recent 
28-month  period,  63  million  people  lacked  coverage  at  some  point. 

*  Many  more  fear  that  their  insured  status  is  precarious,  something  they 
could  lose  as  a  result  of  any  number  of  events  they  cannot  control  — 
the  death  of  a  spouse,  loss  of  a  job,  changes  in  an  employer's 
insurance  plan,  or  the  simple  deterioration  of  their  own  health. 

*  Many  of  those  who  do  have  insurance  still  cannot  pay  for  needed 
services,  because  they  have  pre-existing  conditions  excluded  under 
their  policy,  or  because  the  services  they  need  (long-term  care, 
psychiatric  care,  or  rehabilitative  care,  for  example)  are  not  covered 
for  anyone  under  their  plan,  or  (in  the  case  of  public  program 

enrol lees)  because  reimbursements  are  so  low  that  their  insurance  card 
has  little  purchasing  power  in  the  health  care  market  place. 

The  news  is  also  grim  on  the  cost  front. 

*  Health  care  costs  are  growing  rapidly,  at  a  time  wnen  our  GNP  is  not. 
Between  1983  and  1989,  non-hospital  health  care  expenditures  grew  from 

6.2  percent  of  GNP  to  7.1  percent  of  GNP.     While  expenditures  for 
hospital  inpatient  and  outpatient  care  remained  relatively  steady  (at 

4.3  percent  of  GNP  in  1983  and  4.5  percent  of  GNP  in  1989),  expenses 
for  all  health  care  combined  rose  from  10.5  percent  to  11.6  percent  of 
GNP  during  this  period. 

*  Group  health  insurance  premiums  have  been  increasing  at  an  average  of 
16  to  18  percent  a  year  for  the  past  several  years,  and  increases  for 
many  small  businesses  are  much  higher  yet. 

*  The  costs  of  unsponsored  care  (care  for  which  no  payment  or  government 
subsidy  was  received)  are  rising,  and  reached  $9  billion  in  1989  for 
hospitals.     Hospital  underpayments  from  Medicaid  are  rising  even  more 
quickly,   and  reached  about  $4.3  billion  in  1989. 
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What  makes  the  twin  problems  of  access  and  cost  so  intractable  is  the  fact 
that  they  feed  on  each  other.     Unsponsored  care  and  government  payment 
shortfalls  lead  to  cost-shifting.     Cost-shifting  fuels  already-increasing 
health  care  costs,  which  translate  to  higher  premium  costs,  followed  by 
coverage  cutbacks,  which  lead  to  more  unsponsored  care.     Noncoverage  and 
inadequate  coverage  lead  to  delayed  care,  which  is  also  more  costly. 

AHA' s  Proposal 

Hospitals  can  and  should  exert  leadership  in  these  issues,  working  at  the 
local  level  with  their  communities  to  attack  the  problems  and  working  at  the 
national  level  with  Congress  to  achieve  overall  reform  of  the  health  care 
system.     Hundreds  of  hospitals  across  this  nation  have  spent  more  than  a  year 
discussing  the  pressing  problems  with  our  health  care  system  and  deliberating 
alternative  plans  of  action.     We  began  with  the  premise  that  all  of  us  — 
citizens,  providers,   insurers,  purchasers,  and  government  —  will  need  to  be  a 
part  of  the  solution,  and  therefore  will  have  to  make  changes  that  may  be 
difficult  to  achieve.  Specifically: 

*  Providers  must  eliminate  unnecessary  services,  spurn  the  unnecessary 
duplication  of  costly  technology,  and  eliminate  excess  capacity. 
Hospitals  and  physicians  must  forge  effective  partnerships  to  help 
bring  these  changes  about. 

*  Individuals  must  accept  greater  responsibility  for  adopting  healthy 
lifestyles.     They  must  also  use  health  care  services  efficiently  and 
appropriately. 

*  Insurers  need  to  focus  on  risk  management,  rather  than  risk  avoidance, 
and  on  keeping  program  administration  costs  to  the  absolute  minimum. 
It  should  be  the  goal  of  the  insurance  industry  to  create  mechanisms 
that  make  universal  coverage  affordable. 

*  Financing  and  payment  systems  must  be  overhauled  so  that  incentives 
support  both  disease  prevention  and  care  in  the  least  costly  setting. 

*  Government  must  live  up  to  its  promises. 

Our  resulting  proposal  is  called  A  Starting  Point  for  Debate  because  we 
intend  it  not  as  a  blueprint  but  as  a  lightning  rod  for  comment,  criticism, 
suggestions,  new  ideas  and  approaches.     A  copy  of  our  proposal  is  attached  to 
our  statement.     In  summary,  the  strategy  we  propose  has  five  parts: 

*  Universal  coverage  would  be  provided  through  a  combination  of 
employment-based  coverage  of  basic  benefits  and  a  new  single  public 
program  consolidating  and  expanding  Medicare  and  Medicaid. 
Catastrophic  coverage  would  be  provided  under  the  public  program  for 
everyone,  whether  covered  under  the  public  or  a  private  program.  Tax 
and  other  laws  would  be  revised  to  help  employers  sponsor  coverage  and 
ensure  the  availability  of  more  affordable  private  insurance  offerings. 

"  A  single  set  of  basic  benefits  would  be  defined  for  the  public  plan 

and  would  serve  as  a  benefit  floor  for  private  health  insurance 
plans.     To  ensure  access  to  appropriate  and  effective  care,  a  full 
range  of  services,  from  preventive  through  long-term  care  would  be 
included  and  would  be  linked  to  overall  cost-containment  goals  through 
budget  targets  for  basic  benefits  set  biannually  by  Congress,  assisted 
by  a  new  national  public/private  commission. 

*  Value  would  be  ensured  through  health  care  delivery,  financing,  and 
other  reforms  designed  to  assure  that  care  is  managed  and  coordinated, 
that  only  appropriate  and  effective  care  is  provided,  and  that 
system-wide  costs  are  contained. 

*  A  sustained  commitment  to  biomedical  and  health  services  research 
would  help  to  ensure  that  all  Americans  continue  to  benefit  from 
medical  and  delivery  system  advances. 

*  A  coherent  and  comprehensive  approach  to  meeting  health  manpower 
needs  also  must  be  adopted  in  the  United  States  if  we  are  to  realize 
the  goal  of  adequate  access  to  health  care  services  to  everyone. 
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Our  plan  has  grown  out  of  a  vision  to  improve  the  current  health  care  system 
and  to  refocus  and  redirect  its  goals.     One  focus  of  debate  on  the  current 
system  is  cost.     Employers,  private  payers,  and  public  payers  each  are  trying 
to  control  their  own  costs,  most  commonly  by  avoiding  rather  than  managing 
risks,  shifting  costs  to  others,  or  simply  limiting  payments  to  providers. 
But  these  mechanisms  do  not  address  the  root  causes  of  rising  costs,  and  they 
do  not  help  to  manage  total  costs  within  the  health  care  system.     In  terms  of 
cost  containment,  the  dilemma  is  how  to  assure  that  costs  are  managed  rather 
than  shifted  from  one  payer  to  another,  and  how  to  assure  that  the  hard 
choices  about  containing  costs  are  made  fairly  and  in  the  public  eye  rather 
than  taking  the  form  of  de  facto  rationing  by  providers  in  response  to  payment 
policies.     We  believe  that  this  dilemma  can  be  solved,  and  long-term  reform 
achieved,  only  by  a  strategy  that  is  systematic  and  comprehensive. 

While  cost  will  remain  a  predominant  concern  in  the  debate  over  the  future  of 
our  health  care  system,  we  strongly  believe  that  we  also  must  guarantee 
necessary  access  to  basic  health  benefits  and,  at  the  same  time,  fine-tune  the 
effectiveness  of  the  health  care  we  deliver  so  that  access  and  quality,  as 
well  as  af f ordability,  are  hallmarks.     The  overall  dilemma  of  health  care 
reform  is  how  to  strike  a  balance  between  cost,  quality,  and  access  to  health 
care  services. 

Economic  Discipline  Within  AHA' s  Proposal 

In  response  to  comments  and  suggestions  we  have  received  on  the  Starting 
Point,  AHA  is  reexamining  the  cost-containment  approaches  and  provider 
payment  mechanisms  contained  in  our  strategy.     During  this  reexamination,  we 
will  be  testing  and  going  beyond  the  points  of  consensus  reached  by  our 
hospital  members  last  year.     It  is  becoming  increasingly  clear  that  current 
provider  payment  mechanisms  present  serious  shortcomings  from  everyone's 
perspective,  and  we  must  take  a  hard  look  at  how  to  achieve  a  more  rational 
approach.     But  a  more  rational  approach  is  not  a  matter  of  simplistically 
capping  the  amount  of  money  we  spend  on  health  care  services.     True  health 
care  reform  must  realign  the  incentives  of  health  care  providers,  payers,  and 
patients  and  change  the  way  in  which  health  care  services  are  delivered  and 
consumed.     That  is  why  we  have  favored  an  incentives-based  approach  to  cost 
containment,  an  approach  in  which  individual  physicians,  hospitals,  and  other 
providers  are  held  accountable  for  their  performance.     By  changing  providers' 
incentives  to  deliver  health  care  services  efficiently  and  effectively,  we  can 
begin  to  focus  on  changing  the  underlying  causes  of  health  care  cost 
increases.     Performance  accountability  would  be  built  into  the  system  through 
use  of  medical  practice  parameters,  wide  availability  of  information  on 
individual  practitioner  and  provider  cost  and  quality  outcomes,  and  guidelines 
on  cost-effective  deployment  and  use  of  new  and  existing  health  care 
technologies  and  specialized  services. 

Incentives  among  providers  also  should  be  compatible  so  that  all  providers 
work  toward  common  objectives.     This  would  mean  eliminating  the  currently 
conflicting  incentives  of  paying  hospitals  on  a  per-admission  basis  while 
paying  physicians  and  other  practitioners  on  a  fee-for-service  basis,  which 
can  encourage  hospitals  and  physicians  to  work  at  cross-purposes. 
Per-admission  payments  encourage  hospitals  to  economize  while  fee-for-service 
payments  encourage  physicians  to  do  more. 

Similarly,   incentives  between  providers  and  purchasers  should  be  realigned  to 
make  their  objectives  compatible  as  well.     Risk-sharing  arrangements  that 
focus  both  purchasers  and  providers  on  maintaining  and  improving  the  health 
status  of  covered  populations  should  be  encouraged.     For  example,  purchasers 
and  providers  in  a  region  might  share  each  year  any  overall  financial  gains  or 
losses  incurred  in  serving  a  defined  population  enrolled  under  a  particular 
arrangement  for  management  of  care.     Managed  care  should  be  promoted  with  a 
broader,   longer-term  focus  than  is  generally  the  case  today,  by  focusing  on 
providing  coordinated  care  over  time  and  across  providers  in  order  to  improve 
the  health  status  of  enrolled  individuals  and  control  costs  while  ensuring 
quality. 

In  addition,  the  overall  climate  for  cost  containment  and  the  opportunity  for 
advancing  new  initiatives  would  be  improved  by  reform  of  the  medical  liability 
tort  system  to  obviate  the  need  for  defensive  medicine;  by  widespread  use  of 
living  wills  and  other  advance  directives  to  improve  patient 
self-determination  and  limit  non-beneficial  final  care;  and  by  changes  to 
antitrust  law  and  other  legislative  and  regulatory  barriers  to  effective  cost 
containment . 


786 


By  changing  the  incentives  of  providers,  payers,  and  patients  we  can  achieve 
more  than  cost  containment.     We  can  foster  a  new  sense  of  economic  discipline 
among  all  participants  in  our  health  care  system  that  could  yield  lasting 
reform.     But  if  we  are  to  achieve  real  and  meaningful  reform  of  the  health 
care  system,  we  need  to  form  a  partnership  among  providers,  insurers, 
consumers,  and  government  aimed  at  addressing  the  underlying  causes,  not  just 
the  symptoms  of  the  problem.     AHA  will  be  working  with  a  broad  cross-section 
of  interested  parties  in  an  effort  to  better  understand  what  propels  our 
health  care  system  and  to  develop  recommendations  for  change.     When  our  work 
is  complete,  we  would  be  happy  to  share  with  this  committee  any  further 
suggestions  for  maintaining  economic  discipline  within  the  health  care  system. 

Cost  Containment  in  Various  Legislative  Proposals 

We  applaud  the  efforts  of  all  Members  of  Congress,  particularly  those 
responsible  for  the  bills  being  addressed  today,  who  have  crafted  legislative 
proposals  for  health  care  reform.     These  efforts  assure  that  this  issue  will 
receive  the  serious  attention  it  deserves.     The  10  House  bills  under 
consideration  at  this  hearing  cover  the  entire  spectrum  of  national  health 
reform  options.     Despite  differences  in  approach,  some  of  these  proposals  are 
quite  similar  in  philosophy  to  AHA's  national  health  reform  strategy,  and  many 
others  have  bases  from  which  to  build  consensus  for  national  health  care 
reform.  Specifically: 

*  All  of  the  proposals  seek  to  improve  access  to  health  insurance  or 
basic  benefits. 

*  Many  of  the  proposals  would  achieve  access  through  a  partnership  of 
the  public  and  private  sectors,  building  on  employer-sponsored  health 
insurance  coverage  combined  with  a  revitalized  public  health  insurance 
program. 

*  Many  of  the  proposals  would  define  a  single  set  of  basic  benefits  for 
all  those  participating  in  the  public  health  insurance  program. 

*  Many  of  the  proposals  would  provide  a  more  complete  range  of  health 
care  benefits,  including  catastrophic  coverage  and  preventive  care. 

In  terms  of  cost-containment  initiatives,  however,  we  find  that  many  of  these 
reform  proposals  fall  short  of  what  we  believe  to  be  the  appropriate  goal: 
addressing  the  underlying  causes  of  cost  increases. 

One  striking  feature  is  that  despite  the  large  number  and  variety  of  reform 
proposals  currently  being  considered,  the  cost-containment  aspects  of  these 
proposals  are  quite  similar.  Several  of  the  major  proposals  employ  a  highly 
structured,  top-down  regulatory  approach  to  cost  containment;  that  is,  they 
call  for  setting  a  single  national  health  care  expenditure  target  and  then 
allocating  that  fixed  pot  of  dollars  in  various  ways  among  various  types  of 
health  care  providers.     For  example: 

*  H.R.3205,   "Health  Insurance  Coverage  and  Cost  Containment  Act  of  1991," 
introduced  by  Chairman  Rostenkowski,  takes  a  formula  approach  to  cost 
containment.     The  national  health  expenditure  target  would  be  determined  based 
on  current  spending  for  a  defined  set  of  health  care  services,  basically  those 
services  that  are  currently  provided  under  the  Medicare  program  plus  unlimited 
inpatient  hospital  services  for  children  and  certain  pregnancy-related 
services.     This  dollar  level  of  spending  would  be  increased  each  year  by  the 
percentage  increase  in  GNP  plus  an  additional  4  percentage  points  in  issj  ana 
1994.     Over  time,  this  add-on  would  be  reduced,  and  after  the  year  2000,  the 
percentage  increase  in  health  care  expenditures  would  be  limited  to  just  the 
increase  in  GNP.     Adjustments  would  be  made  only  for  changes  in  the  size  of 
the  U.S.  population.     The  bill  would  establish  a  Health  Care  Cost  Containment 
Commission  that  would  be  responsible  for  conducting  negotiations  with 
professional  and  other  associations  to  distribute  the  available  dollars  among 
the  different  classes  of  providers.     The  Secretary  of  Health  and  Human 
Services  would  be  responsible  for  setting  payment  rates  that  are  consistent 
with  these  expenditure  totals.     As  specified  in  the  bill,  payment  rates  must 

be  based  on  Medicare  payment  methodologies,  DRG-based  payments  for  hospitals 
and  RBRVS-based  payments  for  physicians. 

*  H.R.1300,   "Universal  Health  Care  Act  of  1991"  sponsored  by 
Representative  Russo  and  others  uses  a  Canadian-style  approach  to 
health  care  cost  containment.  The  Secretary  of  Health  and  Human 
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services  would  set  a  national  health  budget  and  a  health  budget  for 
each  state.     The  total  level  of  health  expenditures  would  be  set  so  as 
not  to  exceed  the  level  of  spending  for  covered  services  in  1992. 
This  amount  would  be  increased  each  year  by  the  annual  percentage 
change  in  GNP.     Hospitals  would  be  paid  using  "global  budgeting." 
That  is,  an  operating  budget  (excluding  capital  expenses)  would  be 
established  each  year  by  the  Secretary  for  each  hospital.    The  budget 
allocation  would  provide  a  ceiling  within  which  each  hospital  would 
have  to  operate.     Physicians  would  be  paid  on  a  f ee-for-service  basis 
using  a  national  RBRVS. 

First,  we  believe  that  the  approach  used  in  these  bills  would  merely 
perpetuate  many  of  the  current  problems  with  our  health  care  system.  Setting 
expenditure  targets  for  each  sector  of  the  health  care  field  will  lock  into 
place  the  fragmentation  of  care,  rather  than  move  toward  more  coordinated  and 
better  managed  care.     Freezing  into  place  current  expenditure  patterns  and 
levels  simply  freezes  into  place  all  the  problems  and  conflicting  incentives. 
This  approach  does  not  address  the  real  problems  that  initiated  the  call  for 
reform  in  the  first  place. 

Second,  it  is  unrealistic  to  effectively  cap  spending  at  current  levels  while 
simultaneously  expanding  access  to  millions  of  people.    Any  coat-containment 
mechanism  needs  to  be  flexible  enough  to  accommodate  increased  spending  due  to 
changes  in  the  size  or  demographics  (e.g.,  age)  of  the  population  served, 
changes  in  the  needs  of  the  population  served,  and  appropriate  changes  in 
utilization  that  result  from  the  continuing  evolution  of  health  care 
technology  and  delivery. 

Finally,  controlling  health  care  spending  by  payers  will  not  necessarily 
control  health  care  cosCs  experienced  by  providers.     Limiting  the  total 
dollars  that  are  made  available  for  health  care  services  without  somehow 
changing  the  underlying  incentives  for  providing  and  using  health  care 
services  is  just  another  example  of  a  budget-driven  quick  fix  that,  as  we  know 
through  our  experience  with  such  fixes  in  the  Medicare  program,  have  not 
produced  the  needed  solutions  to  our  health  care  problems.  Simply 
constraining  program  spending  may  have  the  effect  of  manipulating  provider 
behavior,  but  it  may  be  in  ways  that  are  neither  optimal  nor  desirable  in 
terms  of  assuring  that  patients  have  access  to  high-quality  health  care 
services.     Furthermore,  we  must  change  the  environment  within  which  providers 
function,  so  that  it  is  more  conducive  to  cost-effective  behavior.  Chief 
among  the  needs  here  are  tort  and  antitrust  reforms. 

H.R.2535,  the  "Pepper  Commission  Health  Care  Access  and  Reform  Act  of  1991" 
introduced  by  Representative  Waxman,  and  H.R.650,  the  "MediPlan  Health  Care 
Act  of  1991"  introduced  by  Representative  Stark,  take  a  somewhat  different 
approach  to  cost  containment.     No  explicit  expenditure  targets  are  set  under 
these  proposals.     Rather,  they  seek  to  control  costs  in  the  system  by 
controlling  provider  payment  rates.     Under  these  bills,  provider  payment  rates 
would  be  set  predominantly  or  entirely  by  the  federal  government.     Under  Mr. 
Waxman' s  bill,  the  public  plan  created  by  the  proposals  would  pay  providers 
using  Medicare  rates,  and  any  qualified  employer  health  plan  also  would  be 
allowed  to  choose  to  pay  providers  at  the  Medicare  rate.     (As  mentioned  above, 
Chairman  Rostenkowski ' s  bill,  H.R.3205,  also  sets  rates  within  the  health  care 
system  based  on  Medicare  payment  methodologies.)     Effectively,  under  these 
proposals,  Medicare  payment  rates  would  be  used  by  the  public  plan  and  would 
serve  as  ceilings  for  payment  rates  used  by  private  insurers.    Under  Mr. 
Stark's  bill,  the  single-payer  MediPlan  system  would  reimburse  all  providers 
using  Medicare  payment  rates.     Under  H.R.3393,   "The  Children  and  Pregnant 
Women  Health  Insurance  Act  of  1991,"  introduced  Dy  Representative  Matusi  to 
increase  access  specifically  for  pregnant  women  and  children,  providers  would 
be  paid  Medicare  rates  for  the  provision  of  covered  services  to  pregnant  women 
and  children  by  both  private  and  state  qualified  health  plans.     Another  bill, 
H.R.8  "Comprehensive  Health  Care  for  All  Americans  Act"  introduced  by 
Representative  Oakar,   stops  short  of  pegging  provider  payments  to  Medicare 
rates,  but  it  would  employ  prospective  hospital  payment  and  relative 
value-based  physician  payment  methodologies. 

It  has  been  argued  that  Medicare's  payment  rules  reward  providers  for 
delivering  services  efficiently.     But  fixing  provider  payment  rates  at 
Medicare  levels  will  simply  lock  in  inadequate  payment  rates,  which  when 
applied  to  all  services  delivered,   likely  will  have  deleterious  consequences 
for  access  to  and  quality  of  care.     Overall,  hospitals  have  been  losing  money 
treating  Medicare  patients  for  the  past  three  years.     AHA  projects  that  in  FY 
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1992,  aggregate  Medicare  payments  to  hospitals  will  be  10  to  15  percent  less 
than  costs  incurred  treating  Medicare  patients.     Because  of  increasingly 
inadequate  Medicare  payment  rates,  hospitals  have  had  to  shift  unfunded  costs 
onto  the  shoulders  of  other  payers.     Institutionalizing  inadequate  payment 
rates  will  not  solve  this  problem.     This  approach  may  put  an  end  to  the 
financial  shell  game  known  as  cost-shifting,  but  it  does  not  provide  a 
structure  for  making  the  difficult  choices  that  would  have  to  be  made  or  for 
reconciling  consumers'  expectations  with  available  funding. 

A  third  approach  to  cost  containment  is  taken  in  H.R.1565,   "Health  Equity  and 
Access  Reform  Today  (HEART)  Act  of  1991"  introduced  by  Representative 
Johnson.     The  bill  would  provide  increased  access  only  to  the  self-employed 
and  to  those  employed  in  small  businesses.     Under  the  bill,  small  employers 
would  be  required  to  make  MedAccess  plans  available  to  their  full-time 
employees  and  their  dependents.     MedAccess  plans  could  be  a  managed  care  plan, 
an  indemnity  plan,  or  another  type  of  plan  so  long  as  it  offers  basic 
hospital,  medical,   surgical,  and  preventive  benefits  that  are  affordable  to 
small  employers.     These  plans,  however,  would  be  exempt  from  state-mandated 
benefits  requirements. 

Cost  control  is  achieved  in  the  bill  by  encouraging  employers  to  offer  a 
MedAccess  plan  that  is  either  a  "safe-harbour"  plan  (one  that  caps  employee 
premiums)  or  a  "cost-controlled"  plan  (one  that  "manages"  care).  Employers 
who  do  not  offer  a  cost-controlled  or  safe  harbor  plan  would  pay  a  tax 
penalty.     However,  the  bill  defines  managed  care  very  loosely  as  any  plan  that 
(1)  makes  special  arrangements  with  providers  for  care;   (2)  provides  explicit 
standards  for  the  selection  of  providers;   (3)  has  formal  programs  for  ongoing 
quality  assurance  and  utilization  review;  and  (4)  provides  significant 
incentives  for  beneficiaries  to  use  the  plan's  providers. 

A  somewhat  similar  approach  is  taken  in  H.R.2410,   "The  Health  Access  and 
Af f ordability  Act  of  1991"  introduced  by  Representative  Kennelly.     On  the 
access  side,  H.R.3410  stops  short  of  univeral  access,  but  would  expand  access 
significantly  by  broadening  Medicaid  —  chiefly  by  eliminating  the  categorical 
eligibility  tie  and  covering  everyone  whose  income  is  below  133  percent  of  the 
federal  income  poverty  guideline  —  and  by  instituting  small  group  insurance 
market  reforms  and  tax  incentives  for  the  self-employed  to  purchase 
insurance.     On  the  cost-control  side,  the  bill  would  rely  predominantly  on 
promoting  managed  care  —  defined  loosely  as  programs  in  which  insurers 
monitor  the  utilization  of  services  by  doctors  and  hospitals  —  not  only  in 
the  private  sector  but  under  the  Medicare  and  Medicaid  programs  as  well. 
Managed  care  would  be  promoted  by  waiving  all  freedom  of  choice  provisions 
under  Medicare  and  Medicaid  and  by  prohibiting  the  application  of  state  laws 
governing  the  conduct  of  such  plans  on  matters  such  as  selection  of 
participating  providers,  alternative  payment  rates  for  participating 
providers,  utilization  review  practices,  and  mandated  benefits.     The  removal 
of  these  restrictions  to  managed  care  are  not  balanced  by  the  addition  of  any 
federal  conditions  or  protections  for  consumers  in  general  or  for  Medicare  and 
Medicaid  beneficiaries  in  particular. 

While  we  support  the  effective  management  of  care,  we  are  concerned  that  to 
many,   "managed  care"  has  come  to  simply  mean  a  system  of  selective  provider 
contracting  and/or  external  utilization  review.     This  is  managed  cost,  not 
managed  care.     Many  so-called  managed  care  programs  in  operation  today  do 
nothing  to  assess  or  manage  the  health  status  of  patients.     They  often  do 
nothing  more  than  enforce  external  utilization  review,  which  can  impose  the 
discipline  of  cost  consciousness  but  can  also  increase  administrative  costs, 
inappropriately  interfere  with  physician-patient  relationships,  and  cause 
distress  over  improperly  denied  health  insurance  claims. 

True  managed  care  requires  a  broader,   longer-term  focus  on  improving  the 
health  status  of  enrolled  individuals  and  controlling  medical  care  costs  while 
ensuring  quality.     Managed  care  means  assessing  patient  needs,  then  planning 
and  organizing  care  so  that  all  needed  services  are  efficiently  provided  and 
care  is  coordinated  over  time  and  across  providers.     Moreover,  because  managed 
care  should  seek  to  improve  the  general  health  status  of  its  enrollees,  it 
should  be  concerned  with  all  aspects  of  care,  including  promotion  of 
cost-effective  preventive  services  and  the  long-term  management  of  chronic 
illness.     On  the  issue  of  promoting  managed  care  under  Medicare  and, 
particularly,  under  Medicaid,  we  believe  H.R.3410  would  prematurely  wipe  away 
all  beneficiary  protections  in  an  effort  to  achieve  cost  savings.     It  is  our 
understanding  that  the  Health  Care  Financing  Administration  is  already  working 
on  how  to  promote  managed  care  under  these  programs,  including  what 
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protections  are  needed  to  ensure  that  the  pursuit  of  cost  savings  does  not 
subject  beneficiaries  to  substandard  care  or  to  inappropriate  limitations  on 
thier  access  to  needed  services.     Such  protections  are  necessary  when  the 
ability  of  individuals  to  "vote  with  their  feet"  is  removed.     Furthermore,  if 
the  desire  is  to  promote  managed  care  under  the  Medicaid  program,  the  single 
most  effective  action  would  probably  be  a  guarantee  that  any  Medicaid 
beneficiary  entering  a  managed  care  plan  would  be  covered  for  an  entire  year. 
Currently,  because  many  Medicaid  eligibles  move  in  and  out  of  eligibility  on  a 
monthly  basis,  administrative  costs  are  exceptionally  high,  and  it  is 
extremely  difficult  to  get  health  care  conditions  under  control.     AHA  would  be 
happy  to  work  with  the  authors  of  these  bills  to  refine  the  current  approach 
to  defining  and  promoting  managed  care. 

Overall,  we  believe  the  main  failing  of  these  approaches  to  cost  containment 
is  that  they  do  not  address  the  issue  of  purchaser,  provider,  and  patient 
incentives  and  do  not  encourage  the  efficient  delivery  and  use  of  health  care 
services.     They  either  provide  weak  incentives  for  change  or  simply  limit 
health  care  spending  and  provider  payment  rates,  assuming  that  providers  can 
absorb  resulting  losses  and  "adjust"  the  way  in  which  they  deliver  care  enough 
to  be  able  to  continue  to  provide  high-quality  care  to  a  greater  number  of 
people.     The  hard  choices  this  nation  faces  demand  more  from  us  all. 
Providers  should  not  be  expected,-  and  are  increasingly  unwilling,  to  be  left 
alone  to  figure  out  how  to  "cope"  with  fewer  dollars.     We  stand  willing  to  do 
our  part,  but  it  is  time  for  us  all  to  pull  together  in  this  task. 

Conclusion 

Meaningful  health  care  reform  is  not  as  simple  as  reducing  spending.  Limiting 
spending,  primarily  through  sgueezing  payments  to  hospitals,  physicians,  and 
other  health  care  providers  will  likely  have  serious  consequences  for  the 
delivery  of  health  care.     Rather,  health  care  reform  must  seek  to  strike  a 
balance  between  cost,  quality,  and  access.     Reform  efforts  should  encourage 
efficiency  within  our  health  care  system  and  reduce  costs  where  possible,  but 
at  the  same  time  improve  access  to  health  care  services  and  maintain  the 
quality  of  the  care  we  receive.     Above  all,  health  care  reform  should 
establish  shared  responsibilities  among  government,  business,  labor,  insurance 
companies,  providers,  and  consumers. 
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Toward  a  healthy  amerlca 


The  healthiest  nation  in  the  world  -  that  is  the  American  Hospital  Association 's  vision 
for  this  country.  To  help  achieve  that  goal,  our  focus  is  on  affordable  access  to  needed 
healthcare,  including  preventive  services.  This  nation  must  come  together  on  strategies 
to  promote  health  and  well-being  and  to  assure  judicious  use  of  a  health  care  system 
reshaped  to  put  patients  first.  This  will  require  strong  leadership  in  forging  partnerships 
with  organized  medicine,  other  health  professional  groups,  business,  government, 
labor,  insurers,  the  educational  system  and,  above  all,  the  American  public  The  AHA 
asks  simply,  but  importantly,  that  the  give-and-take  begin. 

Health  care  in  the  United  States  is  at  a  crossroads.  Our  system  routinely  delivers  the  best 
health  care  in  the  world  but  is  beset  by  major  problems:  the  ranks  of  the  uninsured  and 
underserved  are  large  and  growing;  health  care  costs  continue  to  escalate;  and  many 
providers  of  vital  services  are  caught  in  a  financial  squeeze  between  resources  and 
responsibilities. 

The  public  shows  increasing  signs  of  concern  about  the  state  of  their  health  care  system 
Even  the  overwhelming  majority  of  Americans  who  enjoy  easy  access  to  needed  care  sense 
that  something  is  wrong.  They  know  that  health  care  and  health  insurance  are  very 
expensive;  that  getting  health  services  may  depend  on  where  you  work,  where  you  live,  and 
how  much  money  you  have.  Part  of  the  problem  is  that  the  current  health  care  system  is  a 
jumble  of  individual  programs  that  have  evolved  by  default,  not  by  vision  and  design. 

Significant  reform  is  needed.  We  must  clearly  establish  two  central  objectives  for  our 
health  care  system  and  its  reform:  improvement  in  the  health  status  of  all  Americans  by 
maintaining  health  and  minimizing  the  effects  of  illness,  and  greater  economic  discipline  in 
the  use  of  health  care  resources. 

Our  starting  point  has  to  be  the  guarantee  of  necessary  access  to  preventive  health  services 
and  other  basic  health  benefits  for  the  33  million  Americans  who  currently  have  no  health 
insurance  and  the  millions  more  who  are  inadequately  covered.  At  the  same  time,  we  must 
make  changes  to  improve  the  efficiency  and  effectiveness  of  our  system  so  that  affordability 
as  well  as  quality  are  hallmarks. 
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All  of  us--citizens,  providers,  insurers,  purchasers,  and  government-will  need  to  make 
changes. 

□  Individuals  must  accept  greater  responsibility  for  adopting  a  healthy  lifestyle  the 
effects  of  smoking,  substance  abuse,  obesity,  poor  nutrition,  and  inadequate 
exercise  on  individuals'  health  and  on  the  cost  of  health  care  are  too  great.  They 
must  also  use  health  care  services  efficiently  and  appropriately. 

□  Providers  must  develop  a  heightened  awareness  of  economic  concerns  and  weed 
out  unnecessary  services,  spurn  the  unnecessary  duplication  of  costly  technology, 
and  eliminate  excess  capacity  by  converting  it  to  other  uses  or  shuting  it  down. 
Hospitals  and  physicians  must  forge  effective  partnerships  to  help  bring  this  about 
-  neither  can  do  it  alone. 

□  Financing  and  payment  systems  must  be  overhauled  so  that  incentives  support 
disease  prevention  and  care  in  the  least  costly  setting  as  well  as  efficient 
performance  overall.  Such  systems  must  also  be  fair  and  provide  adequate 
payment,  lest  the  vitality  of  our  health  care  system  be  compromised. 

□  Employers  and  other  purchasers  need  to  structure  benefits  and  cost  sharing  under 
their  programs  so  that  they  promote  disciplined  behavior  on  the  part  of  insured 
beneficiaries. 

□  Insurers  need  to  focus  on  risk  management,  rather  than  risk  avoidance,  and  on 
keeping  program  administration  costs  to  the  absolute  minimum  Mechanisms 
aimed  at  enabling  universal  coverage  at  an  affordable  price  should  be  adopted  as 
the  central  goal  of  the  insurance  industry. 

□  Government  must  live  up  to  its  promises. 

As  a  society,  we  must  address  several  hurdles  to  cost-effective  care:  the  lack  of  consensus 
on  the  appropriate  limits  of  treatment;  unrealistic  patient  expectations;  a  medical  liability 
climate  that  encourages  defensive  medicine;  and  deep-seated  social  problems  like  poverty, 
substance  abuse,  malnutrition,  inadequate  housing,  and  crime,  all  of  which  impair  health 
status  and  drive  up  health  care  demand  and  costs.  While  the  health  care  system  alone 
cannot  ensure  improved  health  status,  hospitals,  physicians,  other  caregivers  and  major 
stakeholders  can  and  should  exert  leadership  in  their  communities,  working  with  other 
social  agencies  and  groups  to  attack  these  problems. 
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Hundreds  of  hospitals  across  this  nation  have  spent  more  than  a  year  clarifying  and 
discussing  the  pressing  problems  with  our  health  care  system  and  alternative  action  plans. 
Based  on  this  effort,  the  American  Hospital  Association  now  offers  this  Starting  Point 
designed  to  sharpen  and  stimulate  the  debate  on  national  health  care  reform. 

Our  hope  is  that  in  the  months  ahead  this  Starting  Point  will  serve  as  a  lightning  rod  for 
comment,  criticism,  suggestions,  new  ideas  and  approaches.  Above  all,  we  see  it  as  a 
worthwhile  basis  for  dialogue  with  everyone  who  has  a  stake  in  our  health  care  system 

Important  work  lies  ahead  -  work  that  will  test  the  collective  leadership  and  vision  of  all. 
The  American  Hospital  Association  and  the  hospitals  it  represents  ask  you  to  join  with  us 
in  meeting  this  challenge. 

Goals  for  reform 


As  a  beginning  point,  the  Association  offers  nine  goals  that  any  reform  plan  must  meet: 

□  Basic  health  services  available  to  all:  All  individuals  must  have  access  to,  at  a 
minimum,  a  package  of  basic  health  care  services. 

□  High  quality:  Delivery  and  financing  arrangements  must  (1)  ensure  the  effective 
management  of  medical  conditions,  including  the  coordination  of  care  among 
providers  and  over  time;  and  (2)  promote  continuous  improvement  in  the  quality  of 
care. 

□  Affordable:  Patients  and  their  purchasers  must  be  able  to  select  benefits  and 
delivery  arrangements  that  emphasize  value,  so  that  needed  care,  delivered  in  the 
least  costly,  medically  appropriate  manner,  is  obtainable  for  what  they  are  willing 
and  able  to  pay. 

□  Community  focused/patient  centered:  Delivery  and  financing  arrangements  must 
be  managed  at  the  local  level  to  recognize  appropriate  community  variations  in 
medical  practice  consistent  with  national  standards,  health  care  needs,  and  the 
resources  available  in  the  community. 

□  Sufficient  supply  for  timely  access:  Delivery  and  financing  arrangements  must 
encourage  enrollees  or  beneficiaries  to  obtain  care  when  and  where  it  is  most  likely 
to  change  the  course  of  a  disease  or  prevent  avoidable  illness,  loss  or  impairment 
of  function,  or  death. 
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□  Efficiently  delivered:  Delivery,  financing,  and  insurance  systems  must  align  the 
incentives  of  facilities,  caregivers,  payers,  and  users,  to  eliminate  conflicting 
interests,  discourage  unnecessary  duplication  of  services,  and  promote  continuous 
improvement  in  the  efficient  use  of  resources  to  restore  or  preserve  health. 

□  Adequately  and  fairly  financed:  To  eliminate  cost-shifting,  any  public  or  private 
financing  program  must  itself  bear  the  full  cost  of  the  services  provided  to  its 
enrollees  or  beneficiaries  under  the  benefits  it  promises. 

□  User-friendly:  Delivery  and  financing  arrangements  must  enable  patients, 
practitioners,  providers,  purchasers,  and  insurers  to  obtain,  deliver,  and  pay  for 
care  with  minimum  uncertainty,  confusion,  and  paperwork. 

□  Conducive  to  innovation:  Delivery  and  financing  systems  must  promote 
development  and  dissemination  of  new  and  more  effective  methods  of  treating  and 
preventing  illness  and  delivering  services. 

All  of  the  goals  may  not  be  equally  satisfied  at  any  given  point  in  time.  Some  may  require 
staged  implementation  and  some  may  need  to  be  tempered  to  promote  the  achievement  of 
others. 


AHA's  strategy  for  reform 


This  health  care  system  reform  strategy  builds  on  the  strengths  of  our  existing  pluralistic 
health  care  delivery  and  financing  systems  to  enhance  access  by  everyone  to  affordable, 
quality  health  care.  Health  care  in  a  country  as  culturally  diverse  as  ours  is  very  much  a 
local  affair;  what  makes  sense  in  some  communities  may  be  infeasible  or  ill-advised  in 
others.  Pluralistic  financing  facilitates  local  control  over  health  care  delivery,  permitting 
variations  based  on  area  resources  and  priorities.  Moreover,  while  the  administrative  costs 
of  a  pluralistic  system  of  financing  might  be  higher  than  a  monolithic  system  such  as 
Canada's,  a  pluralistic  approach  both  spurs  innovation  and  enables  health  care  costs  to  be 
spread  among  individuals,  business,  and  government  rather  than  be  concentrated  as  a 
burden  on  one  funding  source.  But,  to  maintain  a  pluralistic  approach,  significant  efforts 
are  needed  to  overcome  its  serious  flaws. 

The  pluralistic  strategy  we  propose  as  the  starting  point  for  debate  has  four  parts: 
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□  Universal  coverage  would  be  provided  through  a  combination  of 
employment-based  plans  and  a  new  single  public  program  consolidating  and 
expanding  Medicare  and  Medicaid.  Tax  and  other  laws  would  be  revised  to  help 
employers  sponsor  coverage  and  ensure  the  availability  of  more  affordable  private 
insurance  offerings.  Catastrophic  coverage  would  be  provided  under  the  public 
program  for  everyone,  whether  covered  by  the  public  or  a  private  basic  health 
benefits  program,  when  required  premiums  and  cost-sharing  reach  extraordinary 
levels  compared  to  an  individual's  ability  to  pay. 

□  A  single  set  of  basic  benefits  would  be  defined  for  the  public  plan  and  would  serve 
as  a  benefit  floor  for  private  health  insurance  plans.  To  ensure  access  to 
appropriate  and  effective  care,  a  full  range  of  services  from  preventive  through 
long  term  care  would  be  included  and  would  be  linked  to  overall  cost  containment 
goals  through  budget  targets  for  basic  benefits  set  biannually  by  Congress.  A 
public-private  commission  would  match  the  benefit  package  to  the  dollars  available 
through  the  federal  budget  and  beneficiary  cost  sharing  by  those  able  to  contribute. 

Q    Value  would  be  ensured  through  reforms  in  health  care  delivery,  financing,  and 
other  approaches  aimed  at  managing  and  coordinating  care,  at  providing  only 
appropriate  and  effective  care,  and  at  containing  both  provider  costs  and  consumer 
demand. 

□  The  nation's  commitment  to  biomedical  and  health  services  research  and  to 
ensuring  an  adequate  supply  of  physicians  and  other  health  care  professionals 
would  be  sustained  and  appropriately  focused. 

A  staged  and  orderly  transition  is  proposed  to  minimize  disruption  as  the  nation  moves 
from  the  current  system  to  the  new  program. 


Universal  coverage  through  employment-based  plans  and 
a  new  public  program 

The  AHA  proposes  that  all  individuals  be  covered  for  basic  health  care  services,  either 
through  employer-sponsored  programs  or  a  consolidated  public  program  combining  and 
expanding  Medicare  and  Medicaid.  The  public  program  would  also  provide  catastrophic 
coverage  for  all. 
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Employment-based  coverage 

The  AHA  proposes  that  employment-based  coverage  of  basic  benefits  be  encouraged  in 
stages  through  a  number  of  mechanisms.  The  first  stage  would  grant  the  same  tax 
advantages  to  self-employed  individuals  and  owners  of  unincorporated  businesses  for  the 
purchase  of  health  benefits  (100  percent,  rather  than  25  percent,  deductibility  of  premiums 
as  a  business  expense)  that  large  employers  and  their  employees  enjoy. 

Self-insured  businesses  would  assume  responsibilities  and  obligations  for  health  care 
coverage  that  are  equal  to  those  of  insured  businesses,  such  as  participating  in  state  risk 
pools.  Targeted  tax  incentives  and  hardship  funds  would  be  made  available  to  employers 
to  help  finance  benefits;  for  example,  special  tax  credits  for  small  businesses  or  for 
businesses  in  the  first  five  years  of  operation. 

Employers  would  be  expected  to  pay  at  least  50  percent  of  health  care  coverage  costs  for 
full-time  permanent  employees  and  their  dependents  and  a  prorated  amount  for  part-time 
permanent  workers  and  their  families.  The  coverage  provided  would  have  to  meet  the 
minimum  specifications  of  the  federally-defined  basic  benefit  package,  although  employers 
would  be  free  to  offer  more  than  basic  health  benefits  if  they  and  their  employees  so  desire. 
Employees  would  be  given  strong  incentives  to  accept  employer-sponsored  coverage, 
including  tax  incentives  (e.g.,  tax  credits)  for  low  income  employees  to  help  cover  their 
share  of  premiums. 

To  maximize  the  use  of  health  care  dollars  for  the  actual  delivery  of  care,  private  insurers 
must  work  with  providers  and  practitioners  to  reduce  the  high  cost  of  unnecessary 
paperwork  and  inefficient  claims  review  and  processing  mechanisms. 

The  AHA  also  proposes  that  private  health  insurance  be  reformed  to  preclude  the  use  of 
underwriting  practices,  such  as  preexisting  conditions  clauses,  that  are  designed  to  avoid 
rather  than  manage  risk,  and  to  develop  reinsurance  mechanisms  and  insurance  pools  at 
the  state  level  to  spread  risk  so  that  more  affordable  insurance  is  available  to  small 
businesses  and  individuals,  such  as  the  self-employed  and  medically  uninsurable.  State 
laws  requiring  employers  or  employees  to  pay  for  coverage  exceeding  the  federally-defined 
basic  benefit  package  would  be  preempted,  providing  private  insurers  with  the  opportunity 
to  design  a  broader  array  of  insurance  packages  at  different  affordability  levels. 

As  a  backstop  source  of  coverage,  small  employers  (with  fewer  than  25  employees)  and  the 
self-employed  would  have  the  option  of  purchasing  community-rated  basic  benefits 
protection  from  the  public  program  (discussed  below),  as  would  any  individual  unable  to 
obtain  private  health  insurance  within  their  financial  means.  For  individuals  not  able  to 
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join  a  group  for  insurance  purposes  (such  as  the  self-employed),  the  community-rated  basic 
benefit  premium  under  the  public  program  would  likely  be  lower  than  the  premium  for 
comparable  private  individual  coverage. 

There  would  continue  to  be  an  incentive  for  small  employers  and  private  insurers  to 
develop  innovative  private  group  insurance  arrangements,  however.  Coverage  under  the 
public  program  would  likely  be  more  expensive  than  premiums  for  comparable  private 
group  coverage,  even  though  it  would  be  community  rated,  because  the  public  program 
primarily  would  cover  individuals  with  higher  than  average  expected  costs,  e.g.,  the  poor, 
the  elderly,  and  the  disabled.  This  safety  net  of  access  to  coverage  should  not  pose  any 
unfair  competitive  threat  to  private  insurers  so  long  as  provider  payment  rates  in  the  public 
program  are  adequate  and  eliminate  cost  shifting.  Private  insurers,  government,  and 
providers  have  a  responsibility  to  ensure  that  this  is  the  case. 

At  the  end  of  a  specified  transition  period,  possibly  three  years,  any  individual  unable  or 
unwilling  to  obtain  basic  benefits  coverage  through  the  private  health  insurance  market 
would  be  automatically  enrolled  in  the  public  program  when  they  seek  services,  if  they  do 
not  enroll  on  their  own.  If  employed,  their  employer  would  be  responsible  for  paying  at 
least  half  of  the  community-rated  premium  for  that  coverage.  Individuals  enrolled  in  the 
public  program  would  be  expected  to  pay  premiums  based  on  a  sliding  scale  related  to 
income. 


A  new  public  program 

AHA  proposes  that  a  new  federal  public  program  be  established  to  provide  basic  benefits 
coverage  to  everyone  not  covered  by  employer-based  or  other  private  plans,  and  to  provide 
catastrophic  coverage  to  everyone  in  the  country. 

The  public  basic  benefits  program  would  consolidate  and  expand  Medicare  and  Medicaid, 
covering  a  broader  scope  of  services  than  government  programs  now  provide,  in  particular 
long-term  care  and  outpatient  prescription  drugs.  The  same  broad  scope  of  basic  benefits 
would  be  required  as  a  minimum  for  private  health  insurance  coverage.  The  public  basic 
benefits  program  could  be  expected  to  cover  not  only  the  elderly,  disabled,  and  all  the 
poor,  but  the  unemployed,  temporarily  employed,  self-employed,  and  employees  of  small 
firms  unable  or  unwilling  to  obtain  private  coverage. 

The  AHA  proposes  that  government's  first  priority  in  funding  this  public  plan  be  targeted 
at  those  least  able  to  afford  benefits.  Enrollees  in  the  public  program  with  income  less 
than  150  percent  of  the  federal  poverty  level  would  receive  fully  subsidized  basic  benefits, 
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with  the  possible  exception  of  minimal  copayments  and  deductibles.  Those  with  income 
greater  than  150  percent  of  the  federal  poverty  level  would  make  contributions  to 
premiums  and  copayments  and  deductibles  scaled  to  their  ability  to  pay. 

Under  these  specifications,  the  public  program  would  pay  for  all  Medicaid  recipients  in  full 
and  would  pay  all  or  part  of  the  premiums  and  cost-sharing  for  most  current  Medicare 
beneficiaries.  Approximately  8.1  million  elderly  (27  percent  of  the  elderly)  and  46  million 
non-elderly  (21  percent  of  the  non-elderly)  would  qualify  for  fully  subsidized  coverage  and 
many  millions  more  would  qualify  for  partially  subsidized  coverage. 

The  public  program  would  also  provide  catastrophic  coverage  for  all  individuals,  whether 
in  private  or  public  basic  benefit  plans,  when  required  premiums  and  cost  sharing  reach 
extraordinary  levels  compared  to  an  individual's  income  and  ability  to  pay. 

The  public  program  would  be  financed  by  a  combination  of  broadly-based  federal  tax 
revenues  dedicated  to  an  off-budget  trust  fund  and  premium  contributions  by  those  covered 
who  can  afford  them.  States  would  gradually  be  phased  out  of  financial  responsibilities 
under  today's  Medicaid  program,  although  there  could  be  an  offsetting  federal-state 
realignment  of  financial  responsibility  for  other  domestic  programs. 

The  public  program  would  be  administered  through  regional  contracts  with  private  insurers 
who  demonstrate  the  ability  to  hold  down  the  administrative  costs  of  the  program  and  the 
sophistication  to  work  with  the  federal  government  and  providers  at  the  regional  level  on 
the  development  of  innovative  contractual  and  payment  mechanisms  for  effective 
management  of  care. 

Basic  benefits  defined  and  linked  to  affordability  targets 

The  AHA  proposes  an  approach  to  defining  coverage  that  would  apply  both  to  the  new 
public  program  and  to  employment-based  and  other  private  plans.  It  is  designed  to  ensure 
access  to  needed  services,  encourage  health  promotion  and  disease  prevention,  discourage 
inappropriate  and  unnecessary  utilization,  and  reconcile  universal  access  with  judgments  of 

affordability. 

□    Basic  benefits  would  cover  the  full  range  of  care  -  from  preventive  through 

long-term  -  to  prevent  illness,  minimize  disability,  restore  function  and  health,  and 
alleviate  suffering.  Covered  services  would  include  effective  preventive  care,  such 
as  immunizations,  prenatal  and  well-baby  care,  and  mammography;  outpatient  care 
in  physicians'  offices  and  hospital  outpatient  and  emergency  departments;  and 
inpatient  care,  including  medical  rehabilitation,  psychiatric,  and  substance  abuse. 
Other  important  coverage  would  include:  skilled  nursing,  intermediate,  and 
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residential  long-term  care;  prescription  drugs;  home  health  care;  hospice  care;  and 
ambulance  services.  Rather  than  impose  fixed  limits  on  the  types  or  quantities  of 
services  covered,  a  rigorous  standard  of  medical  necessity  and  reasonableness 
would  be  regularly  applied  to  help  keep  costs  down. 

□  Deductibles  and  copayments  would  apply  to  all  services  except  preventive  care 
(although  they  would  be  eliminated  or  reduced  to  nominal  levels  for  those  with 
limited  financial  resources  under  the  public  program).  These  cost-sharing 
provisions  are  intended  to  emphasize  health  and  prevention  by  providing  strong 
incentives  for  individuals  to  adopt  healthy  life-styles  and  seek  early  treatment  The 
catastrophic  coverage  provided  under  the  public  program  would  ensure  that  the 
combination  of  premiums  and  cost-sharing  did  not  exceed  an  individual's  ability  to 
pay.  This  approach,  coupled  with  the  management  of  care  provisions  and 
treatment  referral  networks  described  below,  would  ensure  access  to  services  and 
help  channel  individuals  to  appropriate  levels  of  care  on  a  timely  basis. 

□  Explicit  per  capita  budget  targets  for  the  public  basic  benefits  program  would  be 
established  and  biannually  updated  by  Congress,  to  serve  as  an  overall  constraint  in 
defining  the  specific  features  of  the  basic  benefits  package  and  to  focus  attention 
on  the  need  to  integrate  costs  and  benefits.  Since  the  basic  benefits  defined  for  the 
public  program  also  serve  as  the  minimum  required  benefit  for  private  health 
insurance  programs,  a  broad  range  of  private  and  public  groups  will  have  a  vital 
interest  in  both  the  setting  of  budget  targets  by  Congress  and  in  the  work  of  the 
national  public/private  commission. 

□  A  national  public/private  commission  would  serve  two  functions: 

-  It  would  provide  Congress  the  information  and  advice  it  needs  to  set  the 
budget  targets  for  the  public  program,  including:  the  implications  for  the 
scope  of  benefits  and  the  level  of  cost-sharing  of  setting  the  upcoming  budget 
targets  at  different  levels;  the  adequacy  of  current  revenues  to  support  the 
public  program;  and  the  adequacy  of  current  provider  payments  under  the 
public  program. 

-  Working  from  the  targets  then  set  by  Congress,  the  commission  would  define 
basic  benefits.  Allowable  approaches  for  meeting  the  budget  targets  would 
include  phasing  in  expanded  benefits,  adjusting  cost-sharing  arrangements,  and 
identifying  cost  ineffective  treatments  to  be  specifically  excluded  from  basic 
benefits,  but  would  exclude  reductions  in  provider  payment  below  the 
reasonable  cost  of  delivering  services.  The  commission  would  make  these 
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decisions  through  a  public  process.  Providers  would  not  be  held  liable  for 
refusing  to  provide  services  excluded  from  basic  benefits  coverage  because 
they  are  not  cost-effective. 

Achieving  value  through  health  care  system  reforms 

The  AHA  proposes  that  significant  changes  be  made  to  enhance  provider  and  practitioner 
accountability  for  appropriate  use  of  resources  and  to  ensure  that  all  care,  whether 
provided  under  public  or  private  plans,  be  managed  so  that  patients  receive  the  care  that 
they  need,  that  only  appropriate,  high  quality  care  is  delivered  in  the  least  costly  manner 
and  setting,  and  that  care  is  coordinated  across  the  full  range  of  services  and  over  time. 

Provider  accountability 

AHA's  recommended  reforms  in  public  and  private  benefit  coverage  and  in  delivery  and 
payment  arrangements  would  help  sustain  otherwise  viable  facilities  that  are  needed  but 
currently  serve  large  uninsured  populations.  These  recommendations,  however,  would  not 
help  any  health  care  facility  that  cannot  demonstrate  value  and  fulfill  legitimate  community 
needs.  In  order  to  effectively  compete  for  and  manage  risks  under  incentive-based 
contracts  with  private  and  public  purchasers  of  care,  all  hospitals  would  need  to  continually 
evaluate  their  mission  and  performance  from  both  cost  and  quality  perspectives.  In  any 
given  community,  some  hospitals  might  need  to  close,  to  merge,  to  consolidate  specialty 
services,  and/or  to  join  systems  or  form  alliances  with  other  health  care  providers. 

Providers  and  practitioners  would  be  expected  to  coordinate  the  care  provided  to  patients 
across  settings  and  over  time.  Licensure  and  accreditation  standards  would  ensure  that,  at 
a  minimum,  all  facilities  were  linked  by  comprehensive  referral  and  medical  record 
information  exchange  agreements  to  facilitate  the  process  of  managing  patient  care  across 
provider  settings  and  to  help  consumers  navigate  the  health  care  system  more  easily. 

Performance  accountability  by  providers  and  practitioners  would  be  built  into  the  system 

Specifically: 

□  The  use  of  medical  practice  parameters  developed  by  clinicians  would  be  required 
to  foster  state-of-the-art,  effective  clinical  decision-making  and  to  provide  a  sound 
basis  for  purchasers  to  judge  the  appropriateness  of  care  provided 

□  Information  on  individual  practitioner  and  provider  cost  and  quality  outcomes 
would  be  made  available  to  all  purchasers  and  consumers. 
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□  Guidelines  on  the  cost-effective  deployment  and  use  of  new  and  existing  health 
care  technologies  and  specialized  services  would  be  widely  disseminated. 

□  Incentives  which  reward  effective  collaboration  between  hospitals  and  physicians  in 
the  management  of  care,  assurance  of  quality,  and  utilization  of  resources  would  be 
established. 

It  is  expected  that  as  these  data  and  guidelines  are  developed  and  proven  over  time,  they 
will  be  used  by  some  major  purchasers  of  care  to  establish  selective  contracting 
arrangements  for  certain  or  all  types  of  care  within  a  region. 

Management  of  care 

To  ensure  adequate  management  of  care,  providers  and  practitioners  would  be  expected  to 
establish  their  respective  roles  and  responsibilities  for  managing  care  to  patients  within 
enrolled  groups  when  contracting  with  purchasers.  Purchasers  would  have  to  ensure  that 
their  overall  arrangements  with  providers  and  practitioners  guaranteed  reasonable  access 
to  the  full  range  of  basic  benefits  for  enrolled  groups  in  specific  geographic  locations. 
Negotiations  with  providers  and  practitioners  would  determine  what  care  would  be 
delivered  by  a  given  provider  or  practitioner;  how  care  would  be  delivered,  at  what  price, 
and  under  what  conditions;  and  how  quality  would  be  monitored  and  assured 

A  variety  of  arrangements  for  effective  care  management  would  be  needed  to  reflect  the 
different  needs  of  specific  defined  populations  and  the  different  delivery  capacity  of 
providers  in  diverse  geographic  areas,  but  the  ultimate  goal  would  be  the  implementation 
of  delivery  arrangements  that  focus  on  improving  the  health  status  of  specific  populations 
and  delivering  value  when  it  comes  to  needed  medical  care. 

APIA  is  not  proposing  a  single  model  for  management  of  care.  Various  strategies  are  being 
tried  around  the  country,  with  increasing  sophistication,  to  improve  health  and  to  control 
medical  care  costs  while  ensuring  quality.  These  range  from  early  and  periodic  screening 
and  pre-admission  certification  and  concurrent  utilization  review  programs  carried  out  by 
insurers  or  third-party  review  entities,  to  PPO  and  HMO  arrangements  for  managing  and 
paying  for  the  full  scope  of  services  from  preventive  and  primary  care  to  inpatient  acute 
and  long-term  care.  Through  pluralistic  financing,  flexibility  exists  to  use  any  approach  that 
yields  the  desired  result  -  improved  health  status  and  effective  and  efficient  patient  care 
management  -  for  the  key  here  is  provider  and  practitioner  commitment  to  effective 
management  of  all  patient  care,  not  simply  a  response  to  insurer  incentives  and  controls. 
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Aligning  payment  Incentives 

To  support  these  efforts,  payment  incentives  for  different  types  of  providers  and  between 
providers  and  purchasers  must  be  realigned,  so  that  all  parties  work  toward  common 
objectives.  First,  new  payment  approaches  for  professional  and  institutional  components  of 
care  need  to  be  tested.  For  example,  like  hospitals,  physicians  could  be  paid  under 
separate  but  parallel  methods  (for  example,  separate  but  prospectively  set  prices  for  the 
professional  component  of  the  same  unit  of  service),  while  the  necessary  organizational 
relationships  are  developed  and  tested  to  support  integrated  payment  for  both  the 
institutional  and  professional  components  of  care  in  those  areas  where  the  concept  is 
workable.  Ultimately,  integrated  payment  provides  the  greatest  impetus  for  forging  the 
institutional-professional  partnerships  needed  to  achieve  cost-effective  care.  Even  in  the 
long  run,  however,  for  some  areas  such  as  rural  communities,  a  single  integrated  payment 
may  prove  unworkable. 

Second,  there  is  a  need  to  identify  and  test  new  payment  approaches  which  make  a 
purchaser's  incentives  and  objectives  compatible  with  those  of  providers  with  whom  they 
contract  For  example,  purchasers  and  providers  in  a  region  might  share  each  year  any 
overall  financial  gains  or  losses  incurred  in  serving  a  defined  population  enrolled  under  a 
particular  arrangement  for  management  of  care. 

Improving  the  climate  for  cost  containment 

In  addition,  the  affordability  of  needed  services  would  be  strongly  advanced  by: 

Q    Reform  of  the  medical  liability  tort  system  to  obviate  the  need  for  defensive 
medicine. 

□  The  widespread  use  of  living  wills  and  other  advance  directives  to  improve  patient 
self-determination  and  limit  non-beneficial  final  care. 

□  Changes  to  antitrust  law  and  other  legislative  and  regulatory  barriers  to  effective 
cost-containment 


A  sustained  commitment  to  biomedical  and  health  services  research 

Health  system  reform  must  include  a  sustained  level  of  governmental  and  private  support 
for  innovation  and  the  evaluation  of  new  approaches.  Biomedical  research  enhances  our 
capacity  to  diagnose  and  treat  illness;  health  services  research  is  essential  for  more 
complete  information  on  such  critical  issues  as  assessing  the  efficacy  of  diagnostic  and 
therapeutic  regimens  and  establishing  the  relationship  between  treatments  and  outcomes. 
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Our  future  ability  to  improve  the  value  of  health  care  services  will  depend  in  significant 
pan  on  rigorous  evaluation  of  today's  and  tomorrow's  delivery  and  payment  system 
innovations. 


A  coherent  approach  to  meeting  health  manpower  needs 

The  United  States  must  adopt  a  more  coherent  and  comprehensive  approach  to  ensuring 
the  availability  of  the  number  and  types  of  physicians  and  other  health  care  professionals 
needed  to  provide  adequate  access  to  health  care  services  for  everyone.  Public  policy 
decisions  at  the  national,  state,  and  local  levels  and  local  program  decisions  should  all  work 
toward  the  central  goals  of  adequate  supply,  efficient  use  of  health  care  professionals,  and 
appropriate  geographic  distribution  of  needed  health  manpower.  Actions  designed  to  deal 
with  these  issues  should  be  based  on  sound  assessments  of  manpower  needs  and  should 
focus  on  both  the  near  term  and  the  future. 

The  AHA  proposes  the  appointment  of  a  national  public/private  commission  to  provide  a 
regular  and  comprehensive  assessment  of  future  health  manpower  needs  to  support  the 
development  of  national  and  state  level  strategies.  It  also  should  provide  advice  on 
national  manpower  training  policies  and  federal  funding  priorities  for  educational  program 
and  student  support  The  direction  and  organization  of  graduate  medical  education  should 
be  a  collaborative  effort  by  hospitals,  medical  schools,  affiliated  programs  in  alternative 
settings,  appropriate  national  standard-setting  agencies,  and  the  Commission. 

Adequate  supply 

AHA  proposes  a  series  of  actions  designed  to  deal  with  today's  well  recognized  crisis  due  to 
health  manpower  shortages.  We  must  act  now  to  stabilize  existing  training  programs, 
promote  new  programs  where  needed,  reorient  training  programs  to  future  needs,  and 
attract  qualified  students  to  the  health  professions.  Specifically  - 

□  Funding  priorities  for  educational  programs,  faculty  and  students  should  be 
directed  to  those  professions  and  occupations  experiencing  shortages,  both 
specialty  (e.g.,  primary  care)  and  geographic,  and  to  those  programs  that  train  and 
field  more  practitioners  than  educators  and  researchers. 

□  Financial  barriers  to  entry  into  health  care  professions  should  be  reduced, 
particularly  for  qualified  students  with  limited  means  and  students  from  minority 
groups,  to  expand  the  pool  of  potential  health  care  workers. 
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□  Alternative  competency  measures  (e.g.,  national  examinations  or  proficiency  tests) 
should  be  developed  to  recognize  and  credit  the  knowledge  and  skills  attained 
outside  the  formal  education  system  through  job  experience  and  on-the-job 
training. 

□  Both  public  and  private  purchasers  of  care  should  pay  for  the  costs  incurred  by 
hospitals  and  other  types  of  providers  in  training  various  types  of  health  care 
professionals.  Provider  payment  arrangements  should  help  solve,  rather  than 
exacerbate,  access  problems  caused  by  shortages  of  health  manpower  in  specific 
locales. 

Q    Graduate  medical  education  should  continue  to  be  financed  primarily  with  patient 
care  revenues.  Clinical  training  is  an  integral  part  of  graduate  medical  education; 
the  educational  function  cannot  therefore  be  separated  from  the  patient  care 
function.  Extended  periods  of  research  by  residents  and  fellows,  however,  should 
be  supported  by  funds  designated  for  research  purposes. 

□  Educational  entities,  health  care  providers,  and  community  leaders  should  form 
consortia  at  the  local  or  regional  level  to  avoid  inefficiencies  in  manpower  training 
by  coordinating  their  health  occupations  education  programs  to  make  the  most 
efficient  use  of  faculty  and  other  resources,  facilitating  movement  of  students  from 
one  program  to  another,  and  promoting  innovative  approaches  to  education. 

□  A  national  consortium  of  educational  agencies,  in  collaboration  with  professional 
organizations  and  accrediting  agencies,  should  develop  national  standards  for  both 
vertical  and  horizontal  articulation  among  health  care  training  programs  to 
facilitate  student  movement  from  one  level  to  another  within  a  health  care 
discipline  and  from  one  discipline  to  another. 

□  Institutions  sponsoring  graduate  medical  education  programs  should  affiliate  with 
ambulatory  and  extended  care  facilities  and  with  health  care  delivery  networks  and 
systems  to  increase  physician  training  experiences  in  these  settings  and  in  managing 
care  across  different  provider  settings.  The  innovative  use  of  such  affiliations  can 
also  help  solve  problems  related  to  the  distribution  of  physicians  across  specialities 
and  geographically. 

Q    Health  care  providers,  as  major  employers,  should  make  a  commitment  to  the 
educational  advancement  of  their  communities  by  forming  coalitions  with 
educators,  employers  and  community  leaders  to  address  basic  skill  and  education 
deficiencies  in  the  community's  manpower  pool  and  to  expand  the  opportunities 
that  health  professions  and  occupations  can  offer  to  minorities. 
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Efficient  use  of  health  care  professionals 

We  also  must  endeavor  to  make  better  use  of  our  human  resources  by  enhancing  career 
mobility  within  professions  and  eliminating  barriers  to  the  efficient  use  of  health  care 
professionals. 

□  Federal  and  state  funding  programs  should  provide  incentives  for  health 
professions  education  programs  to  consolidate  core  instruction  in  basic  science 
courses  to  conserve  resources  and  facilitate  movement  from  one  health  profession 
to  another. 

□  Career  ladders  based  on  measurable  and  observable  standards  should  be 
established  for  health  care  occupations  to  enable  an  individual  to  move  smoothly 
from  one  level  to  another. 

□  National  standards  and  guidelines  for  the  evaluation  of  professional  and 
occupational  credentialing  alternatives  should  be  developed  to  distinguish 
credentials  awarded  for  professional  recognition  or  individual  achievement  from 
those  needed  to  protect  the  public  health  and  safety  so  that  regulatory 
requirements  can  be  appropriately  limited  to  patient  needs. 

□  Provider  licensure,  certification,  and  accreditation  program  standards  regarding  the 
numbers  and  qualifications  of  personnel  should  be  revised  to  eliminate  those 
elements  which  unnecessarily  limit  institutional  flexibility  and  discretion  in  the  use 
of  personnel,  such  as  cross-trained  and  multiskilled  practitioners.  Recognizing  the 
role  that  institutions  must  play  in  managing  their  human  resources,  standards 
should  focus  primarily  on  institutional  patient  care  outcomes  and  total  quality 
improvement  rather  than  specific  staffing  criteria.  Such  requirements  should 
clearly  reflect  patient  care  needs  and  considerations,  not  professional  ambitions  or 
market  entry  limitations. 

□  Unnecessary  and  duplicative  paperwork  must  be  eliminated  and  remaining 
requirements  must  be  revised  to  take  full  advantage  of  the  efficiencies  offered  by 
computerized  information  management  systems  so  that  more  personnel  and 
personnel  time  are  available  to  deliver  direct  patient  care. 

Appropriate  geographic  distribution 

And  last,  but  not  least,  we  must  provide  the  incentives  necessary  to  attract  and  retain 
health  care  professionals  in  poor,  remote,  or  underserved  areas  so  that  everyone  has 
reasonable  access  to  needed  services. 
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□  Special  financial  support  should  be  directed  to  those  educational  programs  which 
provide  outreach  programs  in  remote  and  other  underserved  areas,  including 
expanded  support  to  the  federal  Area  Health  Education  Centers  program. 

□  Funding  should  be  provided  to  help  poorer  communities  recruit  primary  care 
physicians,  nurses,  and  allied  health  practitioners.  For  example,  the  National 
Health  Service  Corps  should  be  expanded  to  increase  not  only  the  number  of 
primary  care  and  selected  specialty  physicians,  but  nurses,  physical  therapists,  and 
other  professionals  in  short  supply  in  underserved  areas. 

□  Federal  regulatory  barriers  to  the  recruitment  and  retention  of  personnel, 
particularly  in  underserved  areas,  should  be  removed  (e.g^  taxation  of  scholarship 
and  loan  funds  tied  to  future  service  commitments  and  disincentives  for  those  over 
65  to  work). 

□  Incentives  should  be  established  for  the  training  and  use  of  multis killed  personnel. 
A  staged  and  orderly  implementation  strategy 

AHA  proposes  step-by-step  implementation  of  the  proposal  to  minimize  disruption  in 
current  coverage  patterns  and  to  facilitate  the  introduction  of  broader  benefits.  Starting 
with  mothers  and  children,  coverage  of  the  poor  and  the  near  poor  who  are  not  currently 
covered  by  Medicaid  should  be  provided  by  the  public  program  over  a  pre-established 
period  of  time,  as  cost  savings  from  the  system  reforms  outlined  above  are  added  to  other 
available  revenues.  Those  able  to  pay  their  own  way  should  be  added  to  the  public 
program  if  they  are  unable  to  obtain  basic  benefits  coverage  in  the  private  sector. 

As  new  benefits  are  added,  such  as  outpatient  prescription  drugs  and  long  term  care, 
current  public  program  participants,  as  well  as  new  enrollees  with  incomes  exceeding  150 
percent  of  federal  poverty  guidelines,  should  contribute,  with  premiums,  deductibles  and 
copayments  scaled  to  ability  to  pay.  Only  in  the  final  implementation  stage,  and  only  if 
anticipated  reform  savings  fall  short,  would  increased  contributions  for  services  that  now 
are  subsidized  be  sought  from  current  Medicare  beneficiaries  who  are  able  to  contribute. 

Staged  implementation  also  provides  the  opportunity  to  deal  with  major  transition  issues, 
such  as  the  Medicare  trust  fund,  and  realigning  state  and  local  government  responsibilities 
as  the  federal  government  assumes  responsibility  for  the  public  program  to  provide  basic 
benefits  and  catastrophic  coverage. 
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Cost  implications  of  the  strategy 

To  assess  the  effect  of  this  draft  strategy,  AHA  contracted  with  Lewin/ICF  to  develop  cost 
estimates  based  predominantly  on  their  Health  Benefits  Simulation  Model  which  has  been 
used  to  estimate  the  effects  of  several  major  national  health  reform  proposals. 

Overall,  there  will  be  a  $55.9  billion  increase  in  federal  public  program  spending,  offset  by 
the  $4.3  billion  reduction  in  overall  private  insurance  spending  by  employers,  the  $13.0 
billion  reduction  in  state  and  local  government  spending,  and  the  $15.6  billion  reduction  in 
direct  household  spending,  resulting  in  a  net  national  health  spending  increase  of  about  4 
percent  ($23.0  billion)  under  the  AHA  plan.  This  is  a  relatively  small  increase  in  health 
spending  when  one  considers  the  vast  shortfall  in  access  for  33  million  uninsured  persons 
and  the  many  more  who  are  underinsured,  particularly  in  the  area  of  nursing  home  and 
home  health  services.  While  utilization  would  increase  under  the  AHA  plan,  there  would 
be  counterbalancing  effects  as  coverage  for  preventive  and  primary  care  services  is 
implemented  and  expenses  due  to  delays  in  receiving  care  are  avoided. 

More  specifically,  the  AHA  plan  will  reduce  health  benefits  costs  for  private  employers  by 
$43  billion,  the  result  of  offsetting  new  spending  of  $7.6  billion  by  employers  who  do  not 
currently  insure  their  employees  and  dependents  with  spending  reductions  of  $11.9  billion 
for  employers  who  do  currently  offer  insurance.  Employers  who  now  offer  insurance  would 
see  their  overall  spending  go  down  due  to  the  elimination  of  cost-shifting  and  the 
implementation  of  system  reforms  including  expanded  use  of  managed  care.  In  today's 
health  care  system,  employers  typically  pay  higher  than  average  charges  to  cover  the  cost  of 
uncompensated  care  provided  to  uninsured  persons  and  to  compensate  for  inadequate 
provider  payment  under  government  programs.  The  AHA  plan  would  eliminate  this 
cost-shifting  by  assuring  adequate  payment  under  the  public  programs  and  eliminating 
most  uncompensated  care  through  universal  coverage.  Although  many  employers  will  be 
required  to  insure  part-time  employees  on  a  prorated  basis,  the  elimination  of  cost-shifting 
and  the  implementation  of  cost  containment  features  will  result  in  an  estimated  net  savings 
of  $153  per  employee  per  year  in  firms  that  now  offer  insurance.  The  average  annual 
premium  under  the  AHA  benefits  package  would  be  about  $1,200,  at  least  half  ($600)  of 
which  would  be  paid  by  the  employer.  By  comparison,  the  average  premium  in  existing 
employer  plans  is  about  $2^90,  of  which  the  average  employer  pays  about  75  percent 
($1,720).  The  AHA  plan  premium  cost  of  about  $1,200  reflects  a  deductible  of  $500  for 
both  inpatient  and  outpatient  care,  a  $5,000  deductible  for  institutional  long-term  care,  and 
coinsurance  of  20  percent  (but  none  for  preventive  care).  Among  firms  that  do  not  now 
offer  insurance,  premiums  for  basic  benefit  coverage  under  the  AHA  plan  would  be 
substantially  less  than  among  most  existing  employer  health  plans  due  to  expanded  use  of 
managed  care  and  significant  consumer  cost-sharing  requirements. 
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Federal  government  spending  for  public  programs  would  increase  by  about  $55.9  billion  if 
the  program  were  fully  implemented  in  1991.  However,  spending  by  state  and  local 
governments  will  be  reduced  by  about  $13.0  billion  due  to  reductions  in  uncompensated 
care  provided  in  public  hospitals.  Increased  federal  spending  under  the  public  program 
would  result  from  providing  coverage  to  uninsured  persons  who  cannot  afford  coverage  ($9 
billion),  coverage  of  long-term  care  services  ($23.6  billion),  prescription  drug  coverage  for 
Medicare  recipients  ($3.7  billion),  and  catastrophic  coverage  for  all  Americans  ($21.0 
billion).  Provider  payment  increases  under  the  public  program  to  eliminate  cost  shifting 
will  be  offset  by  cost  savings  from  system  reforms  including  expanded  use  of  managed  care 
in  public  programs  and  other  offsets  to  Federal  programs  for  a  net  decrease  in  government 
costs  of  $1.4  billion. 

Household  spending  would  be  reduced  by  about  $15.6  billion,  with  reductions  of  $48.8 
billion  in  out-of-pocket  spending  offset  by  an  increase  of  $332  billion  in  premium  payments 
as  everyone  becomes  covered  by  a  basic  benefits  plan  and  everyone  receives  catastrophic 
protection. 

It  must  be  noted  that  the  estimated  effects  of  a  proposal  such  as  AHA's  are  highly  sensitive 
to  assumptions  regarding  changes  in  use  rates,  as  well  as  assumptions  about  the  offsetting 
savings  that  would  be  achieved  through  effective  management  of  care  and  the  other 
reforms  described  above.  AHA  believes  the  estimates  provided  here  are  relatively 
conservative,  particularly  with  respect  to  the  savings  that  could  accrue  from  the  package  of 
reforms  aimed  at  changing  provider  behavior  and  eliminating  the  delivery  not  only  of 
unnecessary  care,  but  care  that  is  futile  or  negligibly  beneficial  Currently  available 
research  provides  some  basis  for  estimating  the  effect  on  utilization  when  previously 
uninsured  individuals  become  covered,  or  when  previously  insured  indivi  _als  enter 
managed  care  programs,  but  mere  is  little  research  that  provides  a  sound  footing  for 
estimating  the  effect  on  medical  practice  patterns  and  the  effectiveness  of  care 
management  techniques  when  conducted  in  an  environment  supported  by  tort  reform, 
clearer  medical  practice  parameters,  broader  use  of  living  wills  and  advance  directives,  and 
so  on.  Consequently,  the  increased  costs  due  to  utilization  increases  may  be  more  fully 
reflected  than  the  decreased  costs  due  to  more  prudent  management  of  care  and  the  other 
system  reforms  included  in  AHA's  proposal 

The  most  critical  assumptions  used  in  generating  the  estimated  effects  of  AHA's  proposal 
are: 

□  Utilization  of  health  services  by  previously  uninsured  persons  is  assumed  to  adjust 
to  the  level  reported  by  insured  persons  with  similar  characteristics. 

□  Utilization  of  nursing  home  services  is  assumed  to  increase  by  25  percent 
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□  Utilization  of  home  health  services  is  assumed  to  increase  by  100  percent 

□  For  illustrative  purposes,  the  estimates  assume  that  the  program  is  fully 
implemented  in  1991  and  that  changes  in  utilization  and  managed  care  savings 
occur  immediately  upon  implementation  of  the  program,  even  though  utilization 
responses  and  managed  care  savings  are  expected  in  phase-in  over  a  period  of  five 
years. 

□  Effective  management  of  care  and  the  other  system  reforms  (e.g.,  tort  reform)  are 
expected  to  result  in  savings  of  $29.4  billion.  These  estimates  reflect,  among  other 
things,  reduced  utilization  at  varying  rates  for  different  populations,  depending  on 
their  current  form  of  coverage. 

Everyone  contributes  but  everyone  benefits 

In  order  for  everyone  to  benefit  from  improved  health  care  given  current  fiscal  constraints 
and  concerns  about  the  efficiency  of  our  health  care  system,  all  parties  must  be  prepared  to 
exercise  greater  economic  discipline  in  the  way  they  provide,  use,  and  pay  for  health  care 
services.  This  kind  of  discipline  is  the  essence  of  a  pluralistic  system  -  without  more 
economic  self-discipline,  we  will  lose  the  freedom  that  a  pluralistic  system  provides.  AHA's 
proposal  calls  on  everyone  to  contribute  to  reform,  but  it  also  provides  benefits  for 
everyone. 

Consumers  would  be  responsible  for  greater,  but  selected,  cost-sharing,  either  paid 
out-of-pocket  or  through  private  supplemental  coverage  until  catastrophic  limits  are 
reached.  They  may  also  find  their  choices  narrowed  somewhat  by  arrangements  to 
manage  care.  In  return,  however,  they  would  gain  financial  access  to  a  full  range  of 
coordinated  medical  services,  from  preventive  to  long-term  care,  sharply  reducing 
today's  difficulties  in  obtaining  needed  care  and  the  confusion  that  can  accompany 
negotiating  our  current  system.  Delivery  system  incentives  would  focus  on  keeping 
them  healthy,  and  no  one  would  be  impoverished  by  health  care  bills. 

All  employer!  would  be  responsible  for  contributing  toward  basic  benefits  coverage  for 
their  permanent  employees  and  their  dependents,  but  they  would  have  much  greater 
access  to  affordable  health  insurance.  All  employers  would  be  treated  equitably  under 
tax  and  insurance  laws.  Tax  incentives,  hardship  funds,  and  other  subsidies  would  ease 
financial  pressures  of  coverage.  The  hidden  tax  many  businesses  now  pay  to  cover  care 
for  the  uninsured  and  underinsured  would  drop  dramatically  as  more  and  more 
corporations  help  underwrite  insurance  coverage  for  their  employees  and  the 
government  pays  its  health  care  bill  in  full. 
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Practitioners  and  health  care  facilities  would  be  accountable  for  treatment  outcomes 
on  both  economic  and  clinical  grounds.  Information  on  provider  cost  and  quality 
performance  and  adherence  to  technology  diffusion  guidelines  would  be  available  for 
use  by  purchasers  in  making  selective  contracting  decisions.  Medical  practice 
parameters  would  be  used  by  third-party  payers  as  payment  screens  but,  more 
importantly,  by  hospitals  and  physicians  to  manage  care  more  effectively  themselves. 
To  be  eligible  to  contract  with  purchasers,  providers  would  have  to  accept  an 
appropriate  share  of  the  financial  risk  associated  with  the  cost  and  utilization  of 
services.  Hospitals  and  physicians  must  forge  effective  partnerships  that  lead  to  the 
elimination  of  excess  capacity,  of  duplicative  and  underused  technology,  and  of 
unnecessary  or  ineffective  care.  At  the  same  time,  health  care  facilities  would  see  a 
major  reduction  in  uncompensated  care  over  time,  would  be  fairly  paid  for  the  care  they 
deliver,  and  would  be  joined  by  government,  purchasers,  and  the  public  in  making 
difficult  access  choices  when  resources  are  inadequate  to  cover  all  services. 

Private  insurers  would  be  required  to  change  certain  underwriting  practices  designed  to 
avoid  risk,  and  face  competitive  pressure  to  keep  administrative  costs  down  and 
premiums  affordable.  At  the  same  time,  they  would  have  broader  opportunities  to 
market  affordable  basic  benefit  and  supplemental  insurance  packages,  to  compete 
without  negating  the  purpose  of  insurance  through  carefully  constructed  insurance 
reforms,  and  to  administer  an  expanded  public  program. 

Government  would  be  expected  to  meet  its  obligation  to  ensure  coverage  for  all  those 
unable  to  do  so  themselves  and  to  become  a  trustworthy  partner  in  the  financing  and 
delivery  of  health  care.  At  the  same  time,  assisted  through  cost  sharing  by  beneficiaries 
who  can  afford  it  and  a  more  accountable  health  care  delivery  system,  government 
would  be  better  able  to  live  up  to  its  promises. 

All  purchasers  would  be  expected  to  pay  their  own  way  without  cost  shifting,  but  all 
would  achieve  greater  value  for  their  health  care  dollars.  They  would  have  ready  access 
to  soundly  developed  medical  practice  protocols,  guidelines  on  appropriate  use  of 
technology  and  special  services,  and  information  on  the  cost  and  quality  of  care 
delivered  by  specific  providers. 
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Starting  point:  future  plans 


The  American  Hospital  Association  believes  that  the  future  lies  in  taking  the  best  of  the 
current  American  health  care  system  and  providing  the  necessary  incentives  to  move  it 
toward  a  more  integrated  system  focused  on  improving  the  health  status  of  all  and  ensuring 
the  availability  to  all  of  affordable,  quality  health  care  services.  The  Association  offers  this 
strategy  as  a  starting  point  to  stimulate  discussion  and  debate. 

The  Association  seeks  comments  both  on  the  overall  thrust  of  the  strategy  presented  and 
on  alternative  or  additional  specific  measures  that  might  be  included  in  the  strategy.  In 
particular,  the  Association  seeks  comments  on  several  controversial  or  unresolved  issues 
that  are  central  to  the  health  care  reform  debate,  for  example: 

□  What  incentives  would  work  in  promoting  broader  employment-based  coverage? 

□  How  can  adverse  selection  be  managed  fairly  and  effectively  in  the  private 
insurance  market? 

□  What  combination  of  federal  taxes  is  most  appropriate  for  funding  an  improved 
public  program? 

Our  objective  is  to  continue  throughout  1991  to  shape  the  Starting  Point  into  a  workable 
proposal  for  reform  that  has  a  broad  base  of  support  By  early  1992,  the  AHA  Board  of 
Trustees  expects  to  reach  closure  on  all  major  modifications  and/or  expansions. 

Mr.  McDermott.  Thank  you. 
Dr.  Schenken. 

STATEMENT  OF  JERALD  R.  SCHENKEN,  M.D.,  MEMBER,  BOARD  OF 
TRUSTEES,  AMERICAN  MEDICAL  ASSOCIATION 

Dr.  Schenken.  Thank  you,  Mr.  Chairman. 

Mr.  McDermott.  I  am  sorry  that  the  last  time  I  saw  you  was 
before  the  Nebraska/ Washington  game,  and  I  am  sorry  about  the 
result. 

Dr.  Schenken.  Mr.  Chairman,  you  are  not  half  as  sorry  as  I  am. 
However,  in  fairness  to  the  chairman,  you  did  predict  the  results  to 
me,  and  you  were  correct. 

Mr.  Chairman,  my  name  is  Jerald  Schenken.  I  am  a  member  of 
the  AMA  board  of  trustees,  and  I  am  a  practicing  pathologist  from 
Omaha,  Nebr.  Accompanying  me  is  David  L.  Heidorn,  of  the  asso- 
ciation's division  on  Federal  legislation.  The  full  text  of  my  state- 
ment has  been  submitted  for  the  record. 

We  applaud  the  committee  and  its  members  for  your  efforts  and 
creativity  in  bringing  forward  a  wide  spectrum  of  ideas  for  health 
care  reform.  It  is  our  sincere  hope  that  through  this  dialog,  a  plan 
for  reform  can  emerge  that  is  acceptable  to  all  Americans. 

The  AMA's  own  reform  plan,  "Health  Access  America/'  is  the 
benchmark  by  which  we  evaluate  each  proposal.  Its  intent  is  to 
guarantee  universal  access  to  affordable,  high  quality  health  care. 
As  the  debate  in  this  area  progresses,  we  are  refining  HAA  to 
strengthen  our  proposal. 

It  is  our  view  that  certain  themes  are  beginning  to  emerge  from 
this  dialog.  We  are  beginning  to  see  a  repetition  of  some  basic,  un- 
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derlying  ideas  in  many  of  the  plans  that  are  not  far  different  from 
HAA. 

The  most  important  area  in  which  we  perceive  growing  agree- 
ment is  the  need  for  public-private  partnership  to  ensure  universal 
access  to  health  care.  Although  there  are  major  exceptions,  we  see 
a  recognition  that  a  public-private  partnership  is  the  most  realistic 
and  efficient  way  to  achieve  meaningful  reform. 

The  perceived  simplicity  of  a  single-payer  health  care  system  is 
understandably  appealing,  but  a  system  of  central  control,  as  we 
are  seeing  in  other  parts  of  the  world,  would  neither  be  simple  nor 
inexpensive,  and  would  only  trade  different  problems  for  the  limi- 
tations of  our  current  system. 

Another  key  area  in  which  we  see  wide  agreement  is  the  area  of 
insurance  market  reform.  HAA,  as  well  as  major  congressional  pro- 
posals, call  for  employers  to  provide  their  employees  with  health 
insurance  coverage.  To  do  so,  measures  need  to  be  taken  so  that 
insurance  will  be  affordable  and  available,  especially  to  small  em- 
ployers. 

Enacting  such  measures  during  the  102d  Congress  would  be  a 
practical  first  step  in  the  process  of  health  care  reform. 

Throughout  the  reform  proposals  before  this  committee  are  pro- 
visions to  deal  with  the  cost  of  health  care — attention  to  quality, 
technology  assessment  and  outcomes  research,  liability  reform,  re- 
duction of  administrative  costs,  preventive  health,  patient  cost- 
sharing,  and  appropriate  provision  for  health  care  services  through 
use  of  practice  parameters  are  all  important. 

The  AMA  has  also  worked  with  both  Government  and  private  in- 
surance industry  to  reduce  administrative  costs,  through  the  devel- 
opment of  uniform  claim  forms  and  protocols  for  utilization  and  ap- 
propriateness review.  Also,  the  AMA  has  long  been  concerned  with 
the  costs  associated  with  unnecessary  and  costly  bureaucratic  has- 
sles associated  with  health  care  providers'  participation  in  some 
public  programs. 

We  have  worked  with  Congress  to  reduce  these  problems,  and 
view  Senator  Mitchell's  reform  proposal  to  exempt  physicians  who 
have  demonstrated  their  professional  capabilities  from  utilization 
and  other  review  as  a  creative  approach. 

The  Congress  must,  however,  include  medical  liability  reform  in 
any  plan  to  reform  the  health  care  system.  In  1989  alone,  an  esti- 
mated $20  billion  was  attributable  to  the  defensive  medicine  and 
medical  liability  insurance  premiums.  We  view  Representative 
Johnson's  medical  liability  reform  bill  as  an  essential  access  pro- 
posal that  should  be  considered  along  with  other  proposals  before 
the  committee. 

Attention  must  also  be  given  to  a  factor  not  widely  considered  in 
the  debate  on  health  costs — severe  social  problems  that  are  driving 
up  the  cost.  Drug  abuse,  violence,  high  rate  of  AIDS,  impact  on  our 
health  care  system  as  in  no  other  nation. 

We  are  confident  that  quality  is  a  shared  concern  among  all  in- 
volved in  the  dialog.  We  are  troubled,  however,  with  proposals  that 
would  address  quality  by  establishing  more  layers  of  expensive  bu- 
reaucracy, whether  at  the  State  or  Federal  level.  A  better  alterna- 
tive would  be  loosening  the  restraints  now  placed  on  the  medical 
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profession  through  antitrust  restrictions  to  allow  greater  peer 
review  of  quality  and  cost  issues. 

In  conclusion,  the  AMA  is  encouraged  by  the  ongoing  dialog  on 
health  care  reform.  We  believe  that  such  reform  must  be  based  on 
strengthening  of  the  public-private  system  and  retaining  the  best  of 
what  this  Nation's  health  care  system  offers,  while  significant  steps 
are  taken  to  correct  areas  in  which  the  health  care  system  fails. 

We  believe  this  is  the  conclusion  the  American  people  want 
most. 

I  thank  you,  Mr.  Chairman. 
Mr.  McDermott.  Thank  you. 
[The  prepared  statement  follows:] 
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STATEMENT 
of  the 

AMERICAN  MEDICAL  ASSOCIATION 


to  the 

Committee  on  Ways  and  Means 
U.S.  House  of  Representatives 


Presented  by 
Jerald  R.  Schenken,  MD 


RE:    Comprehensive  Health  Insurance  Legislation 


October  10,  1991 


Mr.  Chairman  and  Members  of  the  Committee: 

The  American  Medical  Association  (AMA)  greatly  appreciates  the 
opportunity  once  again  to  share  in  the  Committee  on  Ways  and  Means* 
continued  exploration  of  the  issues  surrounding  this  nation's  move  toward 
reform  of  our  health  care  system.    We  applaud  the  Committee's  leadership 
in  pushing  forward  this  necessary  dialogue  and,  while  we  hope  that  some 
start  on  reform  could  begin  in  areas  such  as  small  business  market 
reform,  we  are  encouraged  by  the  Committee's  aggressive  approach  in 
moving  beyond  the  consideration  of  broad  generalities  to  examine  specific 
reform  proposals  in  these  hearings. 

We  also  applaud  the  many  individual  members  of  the  Committee  and  other 
members  of  the  House  of  Representatives  for  their  committed  effort  and 
creativity  in  bringing  forward  proposals  to  address  the  difficulties  of 
our  health  care  system.    The  full  spectrum  of  ideas  represented  in  these 
initiatives  adds  greatly  to  the  reform  debate.    The  AMA  is  committed  to 
cooperating  with  the  Committee  and  the  Congress  in  this  process  of 
developing  a  sound  approach  to  health  care  reform.    It  is  our  sincere 
hope  that  the  variety  of  concerns  and  ideas  that  we  all  have  can,  without 
unnecessary  delay,  be  melded  into  a  plan  for  reform  acceptable  to  all 
those  working  towards  ensuring  quality,  affordable  health  care  for  all 
Americans . 

The  AMA  has  examined  closely  the  variety  of  health  care  reform  proposals 
introduced  in  Congress  as  well  as  the  many  proposals  developed  by  other 
private  organizations  concerned  with  reform.    The  AMA's  own  reform  plan, 
Health  Access  America  (HAA),  which  we  have  shared  with  this  Committee 
several  times,  is  the  benchmark  by  which  we  evaluate  each  proposal.  The 
sixteen  specific  points  of  HAA  are  intended  not  only  to  guarantee 
universal  access  and  af fordabi 1 i ty  of  health  care,  but  also  to  continuing 
the  high  quality  of  health  care  that  a  large  majority  of  Americans  have 
come  to  expect. 

While  nearly  every  proposal  contains  ideas  that  agree  with  HAA,  there  are 
entire  approaches  to  reform  that  we  cannot  accept.    Most  importantly, 
however,  the  process  of  examining  the  various  health  system  reform 
proposals  has  prompted  us  to  engage  in  a  careful  reexamination  of  HAA. 
As  we  said  two  years  ago  when  the  AMA  announced  HAA.  we  hoped  this 
document  would  not  only  set  out  the  AMA's  views  but  also  help  to  spur  on 
the  discussion  of  health  care  reform.    While  HAA  has  been  well  received 
in  the  Congress,  the  AMA  has  paid  close  attention  to  the  ongoing 
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Congressional  debate  on  reform.    As  a  result,  we  are  now  in  the  process 
of  refining  HAA  to  better  explain  our  intent  and  adding  to  it  ideas  to 
strengthen  our  proposal,  especially  from  a  cost-containment  perspective. 

As  we  refine  HAA,  we  believe  that  there  are  basic  principles  in  our 
proposal  that  should  be  reemphas ized: 


•  universal  access  to  coverage  for  all  Americans; 

•  a  system  that  relies  on  the  successful  employer-based  system  to 
cover  the  vast  majority  of  Americans  by  requiring  employment 
based-coverage; 

•  small  business  insurance  market  reform  to  make  policies 
available  to  small  business  at  affordable  prices; 

•  incentives  to  aid  small  business  in  purchasing  group  health 
insurance  including  replacement  of  state-mandated  benefits  that 
increase  the  costs  of  policies  and  tax  and  other  improvements  to 
assist  new  and  very  small  businesses; 

•  improvement  in  publicly  funded  programs  for  the  needy  and  other 
special  populations  to  insure  that  no  American  is  left  without 
access  to  quality  medical  care; 

•  recognition  that  there  is  a  need  for  substantial  medical 
professional  liability  reform; 

•  development  of  clinically  relevant  practice  guidance  for 
phys  icians ; 

•  reduction  of  the  "hassles"  experienced  by  both  providers  and 
beneficiaries  of  any  health  benefit  plan,  public  or  private;  and 

•  modifications  that  build  on  the  best  of  America's  existing 
health  care  system  so  that  we  can  maintain  the  strengths  that  we 
have  to  offer  and  develop  improved  systems  to  assure  quality  and 
value  for  the  services  that  are  being  provided. 

We  are  encouraged  that,  underlying  the  voluminous  complexities  of  the 
various  health  care  reform  proposals  that  have  been  offered,  there  are 
some  very  basic  ideas  appearing  again  and  again  that  are  not  far 
different  than  the  underlying  assumptions  of  HAA.     In  spite  of  different 
names  and  different  mechanisms  to  enact  the  various  proposals,  basic 
ideas  are  emerging  that  reflect  important  areas  of  essential  agreement 
among  a  variety  of  individuals  and  groups  with  widely  differing 
interests.    Certain  themes  are  beginning  to  emerge  from  the  reform 
dialogue.     If  our  discussions  can  begin  to  focus  on  the  ideas  we  share, 
perhaps  we  can  accelerate  the  decision-making  process  and  begin  to 
achieve  results. 

Public/Private  Option 

The  first,  most  important  area  in  which  we  perceive  wide  agreement  is  the 
need  for  a  public/private  partnership  to  ensure  universal  access  to 
essential,  affordable  health  care.    Not  every  individual  or  group 
involved  in  this  debate  would  want  to  agree  with  this  assessment,  wc 
know.    But  as  we  examine  the  proposals  now  before  this  Committee,  we  see, 
with  some  major  exceptions,  a  growing  recognition  that  a  public/private 
partnership  is  the  most  realistic  and  efficient  way  this  nation  can 
achieve  meaningful  health  care  reform  —  both  by  improving  and  expanding 
publicly  funded  health  care  programs  and  by  ensuring  that  the  current 
employment-based  system  of  private  funding  of  health  care  is  made  more 
efficient  and  cost-effective  and  is  fairly  applied. 

We  have  made  the  arguments  for  such  an  approach  before  this  Committee  and 
other  Congressional  panels  already.    The  perceived  simplicity  of  a 
single-payor  health  care  system  is  understandably  appealing.    But  nowhere 
has  a  single-payor  system  successfully  replaced  an  essential  mechanism 
inherent  in  a  market-driven  approach  —  the  drive  to  provide  better,  more 
cost  effective  health  care  services.    Nor  would  administration  of  a 
single-payor  system  in  the  US  be  simple  or  inexpensive. 
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The  results  of  our  system  are  not  perfect.    We,  too,  share  others' 
concerns  with  the  waste  that  results  from  over-capacity  in  some  areas  and 
with  the  sometimes  uneven  distribution  of  health  care  services.  Without 
market  forces,  however,  without  health  care  providers  and  other  interests 
taking  responsibility  for  providing  necessary  services,  there  is  little 
incentive  to  continue  and  further  research  into  new  ways  of  delivering 
care  and  new  technologies.    A  system  of  central  control,  as  we  are  seeing 
in  other  parts  of  the  world,  cannot  fully  or  efficiently  replace  the 
impetus  of  competition. 

However,  the  AMA  recognizes  that  the  market  does  not  work  for  all 
Americans.    We  have  a  nation'  in  which  far  too  many  do  not  have  the 
resources  to  participate  in  the  market  and,  as  a  nation,  we  have 
established  publicly  financed  programs  to  help  these  individuals  and  to 
provide  security  for  the  elderly  and  disabled.    Again,  these  programs  are 
not  perfect.    This  nation's  commitment  to  Medicaid  has  fallen  far  below 
the  need  for  the  program.    Physicians  share  the  public's  frustrations 
with  Medicare's  limitations  and  the  hassles  that  go  along  with  their 
involvement  in  the  system.    Even  with  these  limitations,  the 
public/private  legislation  we  have  examined  essentially  replaces  these 
programs  with  similar  programs,  more  stringently  drawn  to  guarantee 
cost-containment  and  expanded  to  cover  all  the  individuals  who  need  their 
coverage.    While  the  AMA  may  not  agree  with  all  the  mechanisms  proposed 
to  achieve  these  aims,  underlying  the  differences  is  a  basic  assumption 
that  existing  programs  can  be  improved  to  provide  the  health  care 
coverage  needed.    This  is  a  touchstone  of  HAA . 

Insurance  Market  Reform 

Another  key  area  in  which  we  see  wide  agreement  is  in  the  area  of 
insurance  market  reform.    HAA .  as  well  as  the  major  Congressional 
proposals,  calls  for  employers  to  provide  their  employees  with  health 
insurance  coverage.     In  order  to  allow  employers,  especially  small 
businesses,  to  do  so,  certain  measures  need  to  be  taken  so  that  insurance 
will  be  affordable  and  available: 

•  community  rating  across  all  small  groups; 

•  no  pre-existing  condition  limitations; 

•  guaranteed  acceptance  of  all  employees,  possibly  through  an 
assigned-risk  approach,  with  an  initial  minimum  coverage  period 
of  two  years; 

•  preemption  of  expensive  state  mandates  for  benefit  coverage; 

•  guaranteed  renewability  with  limits  on  premium  increases;  and 

•  the  required  offering  by  carriers  of  essential  benefits  health 
pol icies . 

These  measures  are  necessary  to  eliminate  existing  practices  of  denying 
and  limiting  coverage,  and  the  employment  of  "low-bal 1/high-bal 1" 
techniques  that  inevitably  cause  small  employers  to  forego  or  forfeit 
coverage . 

The  insurance  industry  itself  is  calling  for  its  members  to  adhere  to 
some  of  these  ideas.    What  is  most  encouraging,  however,  is  the  growing 
awareness  of  the  possibility  of  enacting  such  insurance  reforms  in  the 
near  term.    No  matter  what  long-term  health  system  reform  decisions  are 
made  through  this  process,  these  particular  reforms  are  needed  now  to 
help  employers  who  want  to  obtain  affordable  coverage  but  cannot.  Also, 
these  reforms,  most  likely,  will  play  an  important  role  in  making  health 
care  coverage  universal  when  a  broader  reform  plan  is  enacted. 

The  AMA  calls  for  additional  reforms  and  incentives  to  help  support 
employer-provided  insurance.    ERISA  needs  to  be  amended  to  allow  states 
to  require  participation  of  self-insured  entities  in  risk  pools,  which 
would  broaden  the  ability  of  states  to  provide  coverage  to  the  uninsured 
and  uninsurable.    The  current  deduction  the  self-employed  are  allowed  for 
health  insurance  premiums  needs  to  be  made  permanent  and  be  increased  to 
100  percent.    Tax  incentives  for  new  and  small  businesses  are  needed  to 
help  with  the  cost  of  the  recommended  mandated  employer  insurance 
coverage.    Finally,  the  approximately  800  state  benefit  mandates  should 
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be  replaced  with  an  essential  benefit  package  to  allow  essential  coverage 
to  be  offered  at  an  affordable  price.    The  AMA  has  proposed  such  a 
package  as  part  of  HAA. 

Enacting  measures  to  encourage  and  help  employers  provide  affordable 
coverage  to  their  employees  is  a  fair,  practicable  step  that  can  be  taken 
early  in  the  process  of  guaranteeing  all  Americans  access  to  health 
care.    We  encourage  the  Committee  to  take  this  necessary  step  during  the 
102nd  Congress . 

Cost  Containment 

In  different  ways  throughout  the  legislative  reform  proposals  before  this 
Committee  are  provisions  to  deal  with  or  to  further  explore  some  of  the 
factors  determining  the  cost  of  health  care  —  attention  to  the  quality 
of  medical  care,  technology  assessment  and  outcomes  research,  liability 
reform,  a  reduction  in  administrative  costs,  preventive  health,  and 
patient  cost-sharing,  to  name  a  few.    The  AMA  endorses  specific  measures 
to  achieve  cost-containment  through  each  of  these  elements  of  reform  and, 
in  fact,  is  already  well  along  in  the  necessary  development  of  these 
concepts . 

For  example,  the  AMA  has  been  a  leader  in  the  development  of  physician 
practice  parameters,  working  in  partnership  with  national  medical 
specialties  and  also  with  the  Agency  for  Health  Care  Policy  and  Research 
to  develop  the  necessary  information  to  help  physicians  make  the  best 
decisions  in  their  practices,  resulting  in  more  cost-effective  medicine. 
Since  1982,  the  AMA  has  devoted  significant  resources  to  technology 
assessment  through  its  Diagnostic  and  Therapeutic  Technology  Assessment 
(DATTA)  program  for  evaluating  the  safety  and  effectiveness  of  drugs, 
devices,  procedures,  and  techniques  used  in  the  practice  of  medicine.  We 
have  actively  worked  with  the  specialty  societies  to  help  integrate  this 
type  of  meaningful  clinical  information  into  physicians'  practices. 

We  have  also  worked  with  both  government  and  the  private  insurance 
industry  to  reduce  administrative  costs  through  development  of  uniform 
claim  forms  and  protocols  for  utilization  and  appropriateness  review. 
There  are  also  potential  administrative  savings  in  some  of  the 
legislation  before  this  Committee,  including  Chairman  Rostenkowski ' s 
proposal  that  would  require  uniform  claim  forms  and  a  central  processor 
for  very  small  health  insurers.    This  idea  is  very  positive  and  should  be 
explored  further.    Also,  the  AMA  has  long  been  concerned  with  the  costs 
associated  with  unnecessary  bureaucratic  "hassles"  associated  with  health 
care  providers'  participation  in  public  health  care  programs.    We  have 
worked  with  Congress  to  reduce  these  problems  and  view  Senator  Mitchell's 
reform  proposal  to  exempt  physicians  who  have  demonstrated  their 
professional  capabilities  from  quality  review  as  another  creative 
approach  to  ensure  that  health  care  resources  expended  in  quality  review 
are  done  so  in  an  efficient,  meaningful  way. 

The  Congress  must,  however,  include  in  any  plan  to  reform  the  health  care 
system  the  reform  of  the  medical  liability  system.    In  1989,  an  estimated 
$20.7  billion  was  attributable  to  defensive  medicine  and  medical 
liability  insurance  premiums.    Access  to  medical  care  is  directly 
affected  by  this  problem,  as  former  Health  and  Human  Services  Secretary 
Bowen's  task  force  on  liability  reported  in  1987,  when  it  determined  that 
decreased  access  was  attributable  to  the  liability  problem  in  26  states. 

Although  we  are  pleased  that  some  reform  proposals  have  included 
provisions  to  further  consider  the  liability  issue,  the  time  for  study 
has  passed.    Reform  is  needed  now  to  quickly  reduce  the  significant  costs 
and  access  problems  associated  with  unrestrained  medical  liability.  We 
view  Representative  Johnson's  liability  reform  bill,  "The  Ensuring  Access 
Through  Medical  Liability  Reform  Act"  (HR  1004),  as  an  essential  access 
proposal  in  the  House  of  Representatives  that  should  be  considered  with 
the  other  proposals  before  this  Committee. 

We  also  urge  that  attention  be  given  to  a  factor  not  widely  considered  in 
the  debate  on  health  costs.    Many  have  recognized  that  a  health  care 
reform  plan  must  be  fashioned  to  fit  our  unique  American  culture. 
Tragically,  part  of  this  nation's  culture,  as  in  no  other  industrialized 
nation,  are  severe  social  problems  pushing  our  current  system  beyond  its 
capabilities  and  driving  up  the  cost  of  health  care. 
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According  to  a  study  published  in  September  in  the  Journal  of  the 
American  Medical  Association,  caring  for  newborn  infants  whose  mothers 
used  crack  during  their  pregnancy  added  more  than  $500  million  to  the 
costs  of  normal  labor,  delivery,  and  newborn  care  in  1990  alone.    The  US 
male  homicide  rate  is  10  times  that  of  Britain  or  Germany  and  4  times 
that  of  Canada,  with  estimates  of  as  many  as  100  assaults  reported  by  US 
emergency  rooms  for  every  homicide.    As  of  January  1990,  there  were  about 
4  times  the  rate  of  AIDS  cases  in  the  US  as  in  Canada,  based  on 
population.    At  any  given  time,  there  are  about  177,000  people  with 
spinal  cord  injuries,  about  45,000  of  which  result  from  an  assault. 

The  causes  of  these  problems  are  complex,  and  this  Committee,  or  even 
Congress,  alone  cannot  solve  them.    But  an  understanding  of  these 
difficulties  must  accompany  the  work  that  needs  to  be  done  to  bring  about 
universal  access  to  health  care,  or  the  success  of  any  health  care 
reforms  that  may  be  chosen  will  be  difficult  to  achieve. 

In  order  for  health  care  reform  to  be  successful,  containment  of  quickly 
rising  health  care  costs  is  necessary.    The  cost  containment  debate, 
however,  may  have  been  misdirected  by  the  idea  that  a  single  payor  system 
of  reform  would  somehow  take  care  of  costs.     It  is  our  perception  that 
the  debate  on  health  care  reform  is  moving  beyond  this  notion.  The 
simplistic  attractiveness  of  a  single-payor  system  has  given  way  to  an 
understanding  that  costs  are  not  effectively  controlled  in  such  a  system, 
only  rationed  differently  than  in  our  system.    There  is  a  growing 
understanding  that  creating  only  different  frustrations  in  a  health  care 
system  is  not  what  the  American  people  have  in  mind  when  they  express 
hope  for  improving  health  care. 

Oual itv 

Finally,  we  are  pleased  that,  to  some  extent,  legislative  reform 
proposals  have  attempted  to  address  quality  of  health  care.  Guaranteeing 
access  to  quality  health  care  is  the  underlying  basis  of  each  of  our 
proposals  and  all  of  our  comments.    Although  quality  is  not  expressly 
stated  in  most  reform  proposals,  we  are  confident  that  quality  is  a 
shared  concern  among  all  those  involved  in  this  dialogue. 

We  are  troubled,  however,  with  proposals  that  would  address  quality  by 
establishing  more  layers  of  expensive,  burdensome  bureaucracy,  whether  at 
the  state  or  federal  level.    We  are  concerned  with  any  proposal  that 
would  create  more  administration  in  the  health  care  system  when  there  is 
wide  agreement  that  health  care  reform  should  reduce  administrative 
burdens . 

Rather  than  establishing  new  bureaucracies,  the  AMA  believes  that  the 
restraints  now  placed  on  the  medical  profession  through  anti-trust 
restrictions  should  be  modified  to  allow  greater  peer  review  of  quality 
and  cost  issues.    Existing  state  licensing  boards  could  assume  many  of 
the  functions  of  proposed  new  administrative  bureaucracies.    State  and 
local  medical  societies  could  play  a  role  in  discouraging  excessive  fees 
and  identifying  unsafe  practitioners.    Physicians  know  when  their 
colleagues  do  not  practice  quality  care  but  are  severely  restrained  from 
acting  on  their  knowledge.    Given  the  opportunity,  the  profession  could 
play  a  major  role  in  assuring  quality.    We  ask  for  that  opportunity. 

Cone  1  us  ion 

As  we  have  said,  the  AMA  is  encouraged  by  the  direction  in  which  the 
ongoing  dialogue  on  health  care  reform  is  headed.    When  looking  at  the 
many  reform  proposals  before  the  Committee,  one's  first  reaction  is  to 
notice  the  differences  between  them.    Now,  however,  the  most  important 
task  we  all  have  is  to  identify  the  underlying  assumptions  that  are  being 
developed.    We  believe  that  those  assumptions  point  toward  strengthening 
the  public/private  system  so  that  the  best  of  what  this  nation's  health 
care  system  offers  can  be  retained  at  the  same  time  significant  but 
measured  steps  are  taken  to  correct  areas  in  which  the  health  care  system 
fails  the  American  people.    We  believe  it  is  this  conclusion  that  the 
American  people  want  most. 
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Mr.  McDermott.  Doctor  Redman. 

STATEMENT  OF  BARBARA  K.  REDMAN,  PH.D.,  R.N.,  EXECUTIVE 
DIRECTOR,  AMERICAN  NURSES  ASSOCIATION 

Ms.  Redman.  Mr.  Chairman,  and  members  of  the  committee,  I 
am  Barbara  Redman,  executive  director  of  the  American  Nurses 
Association.  Thank  you  for  the  opportunity  to  discuss  the  U.S. 
health  care  system  and  approaches  that  Congress  might  take  to  im- 
prove health  care  access,  quality,  and  cost  effectiveness. 

America's  2  million  registered  nurses  deliver  many  of  the  essen- 
tial services  in  the  United  States  today.  Working  in  a  variety  of 
settings — hospitals,  nursing  homes,  schools,  home  health  agencies, 
the  work  place,  community  health  clinics,  private  practice,  and  in 
managed  care  arrangements. 

Because  we  are  there — 24-hours  a  day,  7  days  a  week — we  know 
all  too  well  how  the  system  succeeds  so  masterfully  for  some,  yet 
continues  to  fail  shamelessly  for  all  too  many  others. 

For  the  past  2V2  years  under  the  leadership  of  the  American 
Nurses  Association  and  the  National  League  for  Nursing,  the  pro- 
fession has  been  developing  a  plan  which  encompasses  our  best 
vision  for  a  future  health  care  system.  To  date,  in  addition  to 
ANA's  State  and  territorial  associations,  53  additional  national 
nursing  and  health-related  organizations  have  endorsed  this  plan 
for  health  care  reform,  entitled  "Nursing's  Agenda  for  Health  Care 
Reform."  Together,  these  organizations  represent  approximately 
600,000  of  the  Nation's  2  million  registered  nurses. 

We  believe  that  expanding  the  freedom  of  choice  to  include  all 
qualified  health  care  providers  would  improve  access  to  quality 
health  care.  Nurses  are  an  essential  component  of  the  health  care 
system,  nurses  are  frequently  the  first  and  sometimes  the  only 
point  of  contact  for  the  consumer  and  the  health  care  system. 

Restrictive  reimbursement  laws  have  created  an  illness-oriented, 
hospital-based  health  care  system  that  revolves  around  the  inter- 
ests of  institutional  and  physician  providers.  We  believe  that  both 
private  and  public  insurers  should  expand  coverage  to  include 
nurses  and  other  qualified  nonphysician  providers.  Freedom  of  pro- 
vider choice  laws  save  the  health  care  system  money  by  reducing 
visits  to  emergency  rooms  and/or  other  specialists  who  may  be 
high-cost  providers. 

Studies  have  shown  that  nursing  services  can  reduce  the  utiliza- 
tion of  hospitals,  emergency  rooms,  and  nursing  homes  and  can 
reduce  the  cost  of  laboratory  services,  and  save  physician  time. 
Nurses'  style  of  practice  has  also  been  shown  to  be  cost  effective  to 
the  consumer  through  increased  compliance  to  treatment. 

Among  the  basic  components  of  Nursing's  Agenda  for  Health 
Care  Reform  are  the  following: 

First,  universal  access  for  all  citizens  and  residents,  provided 
through  a  restructured  health  care  system,  comprised  of  a  Federal- 
ly defined  standard  package  of  essential  health  care  services  fi- 
nanced through  a  public  plan  and  a  private  plan  provided  through 
employment. 
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Second,  a  shift  in  focus  to  provide  a  better  balance  between  treat- 
ment of  disease,  health  promotion,  and  illness  prevention,  such  as 
coverage  for  immunizations,  prenatal  care  and  health  screening. 

Third,  enhanced  consumer  access  to  services  by  delivering  pri- 
mary health  care  in  community-based  settings. 

Fourth,  steps  must  be  taken  to  reduce  health  care  costs,  such  as 
required  usage  of  managed  care  in  the  public  plan;  ensuring  con- 
sumer access  to  a  full  range  of  qualified  health  care  providers  in- 
cluding nurse  practitioners;  providing  early  treatment  and  preven- 
tion service  at  convenient  sites,  such  as  the  schools,  the  work  place, 
and  other  familiar  community  settings;  elimination  of  unnecessary 
bureaucracy  and  decreased  administrative  requirements  through 
the  use  of  uniform  claims  forms  and  electronic  billing. 

Fifth,  utilization  of  case  management  for  people  with  continuing 
health  care  problems. 

Sixth,  public  and  private  funding  for  long-term  care  services  of 
short  duration  must  be  provided  with  a  provision  of  public  funding 
of  extended  care  to  prevent  personal  impoverishment. 

Seventh,  insurance  reforms  to  ensure  improved  access  to  cover- 
age. 

Eighth,  access  to  services  must  be  ensured  by  no  payment  at  the 
point  of  service  and  elimination  of  balanced  billing  in  both  public 
and  private  plans. 

The  ANA  is  particularly  pleased  that  Chairman  Rostenkowski's 
bill,  H.R.  3205  and  Nursing's  Agenda  for  Health  Care  Reform  share 
several  key  components.  Both  include  public  responsibility  for  en- 
suring universal  access  to  a  Federally  defined  standard  package  of  I 
essential  health  care  services,  as  well  as  carefully  thought  out  in- 
centives for  every  individual  to  assume  greater  self-responsibility 
for  health  care. 

In  addition,  both  build  on  the  existing  employer-based  health  in- 
surance system  that  exists  today  and  advocate  a  better  balance  be- 
tween treatment  of  disease  and  illness  prevention. 

The  ANA  believes  that  this  legislation  accurately  targets  remov- 
al of  financial  barriers  to  health  care  as  a  major  goal  of  compre-  j 
hensive  health  care  reform.  H.R.  3205  provides  a  comprehensive 
health  care  reform  package  that  will  extend  access  to  a  core  of  | 
health  care  services  for  those  who  currently  experience  financial  ! 
barriers  to  health  care.  In  addition,  it  proposes  a  balance  between  j 
public  and  private  payers  to  allow  meaningful  choices  by  employ- 
ers, providers,  and  consumers  of  health  care. 

Mr.  Chairman,  we  commend  the  committee  for  holding  these 
hearings  to  find  solutions  to  the  health  care  crisis.  We  appreciate 
this  opportunity  to  share  our  views  with  you  and  look  forward  to 
continuing  work  with  the  committee  as  comprehensive  health  care 
reform  is  developed. 

Thank  you. 

[The  prepared  statement  follows:] 
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PREPARED  STATEMENT  OF  BARBARA  K.  REDMAN,  PH.D.,  R.N.,  EXECUTIVE 
DIRECTOR,  AMERICAN  NURSES  ASSOCIATION 

Mr.  Chairman  and  Members  of  the  Committee,  I  am  Barbara  Redman,  Ph.D.,  R.N., 
F.AA.N.,  Executive  Director  of  the  American  Nurses  Association  (ANA).  Thank  you  for 
the  opportunity  to  appear  before  this  Committee  to  discuss  the  health  care  system  in  the 
United  States  and  legislative  approaches  that  Congress  might  take  to  improve  healthcare 
access,  quality  and  cost-effectiveness. 

The  American  Nurses  Association  is  the  only  full-service  professional  organization 
representing  the  nation's  two  million  nurses,  including  nurse  practitioners,  clinical  nurse 
specialists,  certified  nurse  midwives  and  certified  registered  nurse  anesthetists.  ANA 
advances  the  nursing  profession  by  fostering  high  standards  of  nursing  practice,  promoting 
the  economic  and  general  welfare  of  nurses  in  the  workplace,  projecting  a  positive  and 
realistic  view  of  nursing,  and  by  working  closely  with  the  U.S.  Congress  and  regulatory 
agencies  on  health  care  issues  affecting  nurses  and  the  public. 

Access  to  high  quality,  affordable  health  care  is  of  concern  to  millions  of  Americans-not 
only  to  the  over  thirty-seven  million  who  are  uninsured,  but  to  the  growing  number  of 
currently  insured  who  fear  that  changing  or  losing  their  jobs  will  result  in  loss  of  coverage 
because  of  pre-existing  conditions,  or  that  the  skyrocketing  costs  will  make  their  dependent's 
coverage  or  their  own  out-of-pocket  health  care  costs  unaffordable. 

America's  two  million  registered  nurses  deliver  many  of  the  essential  health  care  services 
in  the  United  States  today.  Working  in  a  variety  of  settings-hospitals,  nursing  homes, 
schools,  home  health  agencies,  the  workplace,  community  health  clinics,  in  private  practice 
and  in  managed  care  arrangements-nurses  know  first  hand  of  the  inequities  and  problems 
with  our  nation's  health  care  system  Because  we  are  there-twenty-four  hours  a  day,  seven 
days  a  week-we  know  all  too  well  how  the  system  succeeds  so  masterfully  for  some,  yet 
continues  to  fail  shamefully  for  all  too  many  others. 

We  see  people  on  a  daily  basis  who  are  denied  or  delayed  in  obtaining  appropriate  care 
because  they  lack  adequate  health  insurance  or  are  unable  to  pay  for  care.  These  people 
often  postpone  seeking  help  until  they  appear  in  a  hospital  emergency  room  in  advanced 
stages  of  illness  or  with  problems  that  could  have  been  treated  earlier  in  less  costly  settings 
or,  more  appropriately,  prevented  altogether  with  earlier  treatment  or  prevention  services. 

We  know  that  delayed  access  to  needed  care  is  associated  with  problems  of  increased 
morbidity  and  mortality  as  well  as  countless  hours  of  lost  productivity  in  the  workplace. 
Infants  and  children,  pregnant  women,  the  frail  elderly,  people  with  persistent  health 
problems,  rural  and  inner  city  residents  and  minorities  are  disproportionately  represented 
among  these  most  vulnerable  uninsured  groups.  Their  complex  and  diverse  needs  are  not 
met  by  the  existing  system. 

America's  nurses  believe  that  it  is  time  to  frame  a  bold  new  vision  for  reform-one  that 
keeps  what  works  best  in  our  current  system,  but  casts  aside  institutions  and  policies  that 
fail  to  meet  present  and  future  needs-a  plan  that  addresses  the  triad  of  problems  that  exist 
in  the  current  system:  inequitable  and  limited  access,  soaring  costs  and  inconsistencies  in 
quality  and  appropriateness  of  the  care  delivered. 

For  the  past  two  and  a  half  years,  under  the  leadership  of  American  Nurses  Association 
(ANA)  and  the  National  League  for  Nursing  (NLN),  nursing  has  been  developing  a  plan 
which  encompasses  the  profession's  best  vision  of  a  health  care  system  for  the  future.  To 
ensure  that  all  areas  of  specialty  practice  and  unique  geographic  differences  were  sufficiently 
represented  in  the  development  of  this  plan,  ANA  convened  a  special  task  force  of  nursing 
experts.  They  evaluated  the  current  health  care  system  in  the  United  States,  as  well  as  those 
of  other  nations,  and  subsequently  developed  a  plan  for  reform  that  is  uniquely  American. 

The  work  of  the  task  force  was  disseminated  to  all  53  of  our  state  and  territorial 
associations,  all  of  the  national  nursing  organizations  representing  specialty  areas  of  nursing 
practice  and  to  the  chiefs  of  the  federal  nursing  services  for  review  and  comment.  Drafts 
of  the  plan  were  discussed  and  debated  at  state  and  national  meetings  and  in  regional 
conference  calls  throughout  its  development. 

To  date,  in  addition  to  ANA's  state  and  territorial  associations,  fifty-three  national  nursing 
and  health-related  organizations  have  endorsed  this  proposal  for  health  care  reform,  entitled 
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Nursing's  Agenda  for  Health  Care  Reform.  Together,  these  organizations  represent 
approximately  600,000  of  the  nation's  two  million  registered  nurses. 

Many  other  highly  respected  and  qualified  groups  have  also  studied  the  growing  crisis  in 
health  care  and  have  come  forward  with  reform  proposals  of  their  own.  Unfortunately 
however,  many  of  those  plans  have  focused  primarily  on  the  problems  of  the  high  cost  and 
the  financing  of  health  care  services.  Nurses  believe  that  framing  the  problem  that  narrowly 
will  not  result  in  solutions  that  will  adequately  achieve  the  desired  outcome:  universal 
access  to  affordable  and  timely  health  care  that  is  appropriate,  necessary  and  that 
ultimately  results  in  the  improved  health  status  of  all. 

Nursing  defines  the  health  care  crisis  problem  in  terms  of  the  need  to  restructure,  reorient 
and  decentralize  the  health  care  system  in  order  to  guarantee  access  to  services,  contain 
costs  and  ensure  quality.  Fundamental  restructuring  must  occur  because  patchwork 
approaches  have  failed.  Health  care  reform  must  be  comprehensive,  and  not  limited  to 
addressing  only  one  or  two  components  of  the  problem.  Nursing's  proposal  does  not  define 
the  problem  only  in  terms  of  the  uninsured  or  underinsured;  rather,  it  addresses  the  health 
care  needs  of  the  entire  nation. 

Nursing's  Agenda  for  Health  Care  Reform  calls  for  building  a  new  foundation  for  health  care 
in  America  while  preserving  the  best  elements  of  the  existing  system.  Influencing  the 
direction  of  health  care  reform  is  a  complex,  demanding  task.  Nurses  know,  however,  that 
in  order  to  preserve  the  health  and  well  being  of  our  country  and  its  people  we  must  make 
important,  fundamental  changes  in  how,  where  and  to  whom  care  is  delivered. 

Today,  America's  two  million  nurses  are  united  in  urging  that  the  nation's  health  care 
system  be  cured...and  cured  now.  We  must  reshape  and  redirect  the  system  away  from 
overuse  of  the  expensive,  technology-driven,  hospital-based  models  we  currently  have.  A 
balance  must  be  struck  between  high-tech  treatment  and  prevention.  It  is  nursing's  belief 
that  the  system  must  emphasize  and  support  health  promotion  and  disease  prevention  and 
show  compassion  for  those  who  need  acute  and  long-term  care. 

We  believe  that  expanding  the  freedom  of  choice  to  include  all  qualified  health  care 
providers  would  improve  access  to  quality  health  care.  Nurses  are  an  essential  component 
of  the  health  care  system  Nurses  are  frequently  the  first  and  sometime  the  only  point  of 
contact  for  the  consumer  and  the  health  care  system.  Restrictive  reimbursement  laws  have 
created  an  illness-oriented,  hospital-based  health  care  system  that  revolves  around  the 
interests  of  institutional  and  physician  providers.  We  believe  that  both  private  and  public 
insurers  should  expand  coverage  to  include  nurses  and  other  qualified  nonphysician 
providers.  Freedom  of  provider  choice  laws  can  save  the  health  care  system  money  by 
reducing  visits  to  emergency  rooms  and  or  other  specialists  who  may  be  high  cost  providers. 
Studies  have  shown  that  nursing  services  can  reduce  the  utilization  of  hospitals,  emergency 
rooms  and  nursing  homes  and  can  reduce  the  costs  of  laboratory  services  and  save  physician 
time  (Harrington,  1990  and  Feldman,  1987).  Nurses'  style  of  practice  has  also  been  shown 
to  be  cost-effective  to  the  consumer  through  increased  compliance  to  treatment  (Office  of 
Technology  Assessment,  1986). 

In  addition,  we  believe  that  a  balance  must  be  maintained  between  treatment  of  illness  and 
promotion  of  health.  Practically,  that  means  valuing  and  incorporating  as  an  integral  part 
of  health  care  delivery  the  health  education  and  counseling  roles  which  is  an  essential 
component  of  nursing  practice.  The  incorporation  of  these  roles  into  practice  has  increased 
patient/consumer  ability  to  manage  their  health  status  to  achieve  improved  health  outcomes, 
especially  for  those  with  multiple  or  chronic  illnesses. 

To  improve  access  and  reduce  costs,  consumers  must  have  more  responsibility  in  making 
decisions.  Health  care  must  be  made  a  more  vital  part  of  individual  and  community  life, 
and  controls  must  be  placed  throughout  the  system  to  reduce  spiraling  costs. 

There  are  several  key  features  and  principles  of  "Nursing's  Agency  for  Health  Care  Reform" 
that  are  very  similar  to  provisions  contained  in  H.R.  3205,  the  bill  introduced  by  Chairman 
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Rostenkowski  in  August,  and  other  comprehensive  health  care  reform  bills  that  have  been 
introduced  in  the  102nd  Congress. 

Among  the  basic  components  of  "Nursing's  Agenda  for  Health  Care  Reform"  are  the 
following: 

•  universal  access  for  all  citizens  and  residents  provided  through  a  restructured  health 
care  system; 

•  a  federally-defined  standard  package  of  essential  health  care  services  financed  through 
public  and  private  plans  and  sources  including  preventive,  pre-natal,  well-child,  mental 
health,  acute  and  short  duration  long-term  care  services  provided  through  either: 

-  a  public  plan,  based  on  federal  guidelines  and  eUgibility  requirements,  which  would 
provide  coverage  for  the  poor  and  create  the  opportunity  for  small  businesses  and 
individuals  to  buy  into  the  plan.  This  public  plan  would  be  administered  by  the 
states  in  order  to  anticipate  the  health  care  needs  and  changing  demographics  of  the 
population.  Copayments  and  deductibles  would  be  eliminated  for  those  under  100 
percent  of  the  poverty  level  and  reduced  for  those  between  100  and  200  percent  of 
the  poverty  level;  or 

-  a  private  plan  provided  through  employment  which  would  offer,  at  a  minimum,  the 
nationally  standardized  package  of  essential  services.  This  package  could  be  enriched 
as  a  benefit  of  employment,  or  individuals  could  purchase  additional  services.  If 
employers  did  not  offer  private  coverage,  they  would  be  required  to  pay  into  the 
public  plan  for  their  employees. 

•  a  shift  in  focus  to  provide  a  better  balance  among  treatment  of  disease,  health 
promotion  and  illness  prevention  such  as  coverage  for: 

immunizations; 

-  prenatal  care; 

-  health  screening  which  has  proven  effective  in  preventing  costly  and  devastating 
disease  (e.g.,  colorectal  and  testicular  exams,  pap  smears,  and  mammograms). 

•  the  phase-in  of  essential  services,  starting  with  pregnant  women  and  children  under  six 
years  of  age,  and  continuing  with  the  vulnerable  populations  who  historically  have  had 
limited  access  to  our  health  care  system. 

•  enhanced  consumer  access  to  services  by  delivering  primary  health  care  in  community- 
based  settings:  the  new  system  would  facilitate  utilization  of  the  most  cost-effective 
providers  and  therapeutic  options  in  the  most  appropriate  settings; 

•  Steps  to  reduce  health  care  costs  such  as: 

-  required  usage  of  managed  care  in  the  public  plan.  Private  participation  in  managed 
care  plans  would  be  encouraged  by  reduced  consumer  cost-sharing  and  federal 
prohibitions  of  state  barriers. 

-  ensuring  consumer  access  to  a  full  range  of  qualified  health  care  providers  (including 
nurse  practitioners); 

-  providing  early  treatment  and  prevention  service  at  convenient  sites,  such  as  schools, 
the  workplace,  and  other  familiar  community  settings; 

-  reducing  defensive  medicine  and  unnecessary  practices; 

-  controlled  growth  of  the  health  care  system  through  planning  and  prudent  resource 
allocation;  and 

-  elimination  of  unnecessary  bureaucracy  and  decreased  administrative  requirements 
through  the  use  of  uniform  claim  forms  and  electronic  billing; 

•  utilization  of  case  management  for  people  with  continuing  health  care  problems  to 
promote  active  participation  in  their  care  and  reduce  fragmentation  of  the  health  care 
system. 
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•  public  and  private  funding  for  long-term  care  services  of  short  duration  and  a  provision 
for  public  funding  of  extended  care  to  prevent  personal  impoverishment.  This  proposal 
will  require  more  shared  personal  and  community  responsibility  for  care.  It  will  prevent 
impoverishment  due  to  extended  long-term  care  needs.  It  will  require  use  of  new 
creative  financing  ideas,  such  as  individual  health  accounts,  similar  to  Individual 
Retirement  Acts  (IRAs)  and  home  equity  loans. 

•  insurance  reforms  are  required  to  ensure  improved  access  to  coverage,  including 
community  ratings,  affordable  premiums,  reinsurance  pools  for  catastrophic  coverage  and 
other  proposals  to  assist  the  small  group  market. 

•  access  to  services  are  ensured  by  no  payment  at  the  point  of  service  and  elimination  of 
balance  billing  in  both  public  and  private  plans. 

ANA  believes  inclusion  of  managed  care  will  encourage  utilization  of  the  most  appropriate 
cost-effective  and  cost-efficient  providers  for  most  health  care  services,  especially  for  those 
services  which  focus  primary  care  and  restorative  care  on  health  promotion  and  disease 
prevention.  Nursing  believes  that  the  managed  care  system  of  the  future  can  and  must 
incorporate  techniques  that  can  be  effective  in  improving  quality  and  provider  accountability. 
The  managed  care  system  envisioned  by  nursing  provides  needed  preventive  care,  requires 
use  of  treatments  of  proven  effectiveness,  emphasizes  proper  health  and  controls  health  care 
expenditures. 

The  goal  of  managed  care  should  be  to  provide  timely,  necessary  and  appropriate  care  by 
the  most  appropriate  qualified  provider  in  the  most  appropriate  setting.  Achieving  this  goal 
will  decrease  costs  and  improve  quality  of  the  services  delivered.  In  the  past,  managed  care 
has  been  used  in  many  instances  to  protect  the  pocketbooks  of  insurers,  rather  than  the 
needs  and  rights  of  consumers.  Care  must  be  taken  to  retain  the  maximum  possible 
consumer  choice  and  to  place  a  premium  on  services  that  address  the  appropriate  needs  of 
the  consumer. 

Use  of  nurses  in  case  management  is  one  method  increasingly  being  utilized  within  managed 
care  to  address  the  complex  health  care  needs  of  clients  with  continuing  and  chronic  health 
problems.  The  aim  of  case  management  is  to  make  health  care  less  fragmented  and  to 
allow  health  care  professionals  to  integrate,  coordinate  and  advocate  on  behalf  of  those 
clients  requiring  extensive  services.  Case  management  is  also  cost-effective  because  it  allows 
early  diagnosis  and  treatment  of  acute  episodes  of  chronic  illness  often  before  they  require 
treatment  through  expensive  high  technology. 

While  we  would  like  to  see  reform  of  the  health  care  system  occur  as  quickly  as  possible, 
we  recognize  that  it  may  be  necessary  to  implement  these  fundamental  changes 
incrementally.  If  this  is  necessary,  we  believe  that  the  first  priority  should  be  the  immediate 
coverage  of  all  pregnant  women  and  children  under  six  years  of  age,  and  those  individuals 
who  have  traditionally  had  limited  access  to  health  care  services. 

ANA  commends  the  Committee  for  its  leadership  in  this  time  of  health  care  crisis  and  is 
pleased  that  a  number  of  members  of  the  Committee  have  introduced  bills  that  propose  a 
variety  of  different  approaches  for  reform  of  the  health  care  system.  This  will  ensure  that 
this  issue  is  comprehensively  discussed  and  that  all  options  are  thoroughly  considered. 

ANA  is  particularly  pleased  that  Chairman  Rostenkowski's  bill  (H.R.  3205)  and  "Nursing's 
Agenda  for  Health  Care  Reform"  share  several  key  components.  Both  include  public 
responsibility  for  insuring  universal  access,  to  a  federally  defined  standard  package  of 
essential  health  services  as  well  as  carefully  thought  out  incentives  for  every  individual  to 
assume  greater  self-responsibility  for  health  care.  In  addition,  both  build  on  the  existing 
employer-based  health  insurance  system  that  exists  today  and  advocate  a  better  balance 
between  treatment  of  disease  and  illness  prevention. 

ANA  believes  that  this  legislation  accurately  targets  removal  of  financial  barriers  to  health 
care  as  a  major  goal  of  comprehensive  health  care  reform.  H.R.  3205  provides  a 
comprehensive  health  care  reform  package  that  will  extend  access  to  a  core  of  health  care 
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services  for  those  who  currently  experience  financial  barriers  to  health  care.  In  addition, 
it  proposes  a  balance  between  public  and  private  payors  to  allow  meaningful  choices  by 
employers,  providers,  and  consumers  of  health  care. 

Mr.  Chairman,  we  commend  the  Committee  for  holding  these  hearings  and  attempting  to 
find  solutions  to  the  health  care  crisis.  We  appreciate  this  opportunity  to  share  our  views 
with  you  and  look  forward  to  continuing  to  work  with  the  Committee  as  comprehensive 
health  care  reform  is  developed. '  Thank  you  very  much. 

Mr.  McDermott.  Thank  you. 

I  want  to  ask  a  question  of  you,  Mr.  Welton. 

Secretary  Sullivan  and  I  had  a  little  exchange  about  unused  hos- 
pital capacity  in  the  United  States.  The  GAO  did  a  report  on  Cana- 
dian health  in  which  they  say  the  abundant  U.S.  capacity  for  serv- 
ices rationed  in  Canada  is  sometimes  used  by  provincial  govern- 
ments to  help  manage  their  queues. 

But  when  they  send  the  patients  down  here,  the  GAO  report 
says — and  this  is  the  Ontario  Ministry  of  Health — they  pay  75  per- 
cent of  the  U.S.  hospital  charges.  How  come  your  hospitals  are  will- 
ing to  accept  75  percent  from  the  Canadians?  If  that's  the  real  cost, 
why  don't  you  insist  that  they  pay  100  percent,  since  they  can't  do 
it  themselves? 

Mr.  Welton.  Well,  I  can't  comment  directly  on  the  specific  in- 
stances. But  I  would  make  a  couple  of  observations,  I  think,  on  the 
subject  of  capacity. 

One  of  the  more  interesting  statistics,  that  I  have  heard  over  the 
last  several  months  has  been  the  fact  that  over  the  last  decade  as 
the  percentage  of  GNP  that  is  devoted  to  health  care  has  grown 
from  something  8  to  11  percent,  the  percentage  of  GNP  which  is 
devoted  to  hospital  service,  both  inpatient  and  outpatient  services 
has  remained  relatively  stable  at  approximately  4.5  percent. 

This  has  occurred  at  a  time  when  there  has  been  a  dramatic — 
and  I  mean  dramatic — shift  in  the  nature  of  hospital  services.  A 
dramatic  shift  from  inpatient  services  to  outpatient  services,  dra- 
matic shifts  in  technology,  the  lengths  of  stay  have  been  dramati- 
cally reduced  as  additional  drugs  and  new  treatment  techniques 
have  been  brought  on  line,  and  yet,  those  resources  have  been  real- 
located to  the  support  of  ambulatory  programs  all  within  largely 
the  same  physical  facilities. 

So  I  think  that  simply  relating  the  question  of  occupancy  as  a 
number,  as  a  statistic,  does  not  accurately  describe  the  adjustments 
and  changes  which  have  been  accommodated  within  the  health 
care  system.  This  is  true  not  just  of  hospitals,  but  of  other  provid- 
ers as  well. 

Mr.  McDermott.  I  think  the  committee  would  appreciate — I  real- 
ize you  may  not  know  the  specifics — but  I  think  the  committee 
would  be  interested  in  understanding  why  you  can  give  a  25  per- 
cent reduction  to  Canadians,  and  you  don't  give  it  to  the  Ameri- 
cans. I  mean  it's  a  little  bit  strange  that  the  Canadians  can  come 
down  and  get  a  25  percent  reduction  in  their  hospital  bills.  I  recog- 
nize you  may  not  have  that  right  at  the  tip  of  your  tongue,  but  I 
think  if  you  can  respond  in  written  form  to  the  committee,  it  would 
be  useful. 

Mr.  Welton.  I  would  be  most  pleased  to  do  that. 
[The  following  was  subsequently  received:] 
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Many  Canadian  physicians  and  patients  use  the  U.S.  health  care  system  as  an 
"escape  valve."  Some  Canadian  patients  are  sent  to  U.S.  hospitals  by  their  Provin- 
cial health  program  under  contract  arrangements,  particularly  in  cases  when  cer- 
tain procedures  or  special  technological  equipment  such  as  lithotripters  are  unavail- 
able in  Canada.  Some  Canadian  patients  come  to  the  United  States  on  their  own  to 
seek  care  in  order  to  avoid  long  waiting  lines  in  Canada  or  to  receive  services  that 
are  not  covered  by  their  national  health  program.  In  general,  Canadians  who  come 
to  U.S.  hospitals  on  their  own  pay  full  hospital  charges  for  the  services  they  receive. 
Some  of  the  Canadians  treated  in  this  country  under  contract  arrangements  with 
Provincial  health  programs  do  receive  a  discount  from  hospitals'  full  charges.  We 
have  no  aggregate  data  on  the  size  of  these  discounts,  but  you  mentioned  that  the 
Ontario  Ministry  of  Health  said  they  pay  75  percent  of  U.S.  hospital  charges. 

The  fact  is  that  most  U.S.  patients  do  not  pay  full  charges  either  for  the  hospital 
care  they  receive.  More  than  half  of  all  hospitals'  revenues  come  from  Government 
sources,  primarily  Medicare  and  Medicaid.  But  Medicare  pays  only  65  percent  of 
hospital  charges  while  Medicaid  pays  only  55  percent  of  hospital  charges.  Another 
third  of  hospitals'  revenues  come  from  other  third-party  payers,  primarily  private 
insurers  such  as  Blue  Cross  and  Blue  Shield,  who  also  routinely  negotiate  discounts 
for  hospital  services.  Only  8  percent  of  hospitals'  revenues  come  from  self-paying  pa- 
tients who  are  likely  being  charged  full  price  for  the  services  they  receive. 

This  is  not  to  say,  however,  that  U.S.  hospitals  are  losing  money  treating  Canadi- 
an patients.  Medicare  and  Medicaid  payments  to  hospitals  are  not  only  below 
charges,  but  also  below  costs,  resulting  in  financial  losses  to  hospitals.  Some  Canadi- 
an patients  may  be  paying  less  than  charges,  but  they  likely  are  paying  more  than 
the  cost  of  their  care.  By  earning  a  profit  on  Canadian  patients,  hospitals  can  con- 
tinue to  treat  Medicare,  Medicaid,  and  uninsured  patients  in  the  United  States  for 
whom  they  do  not  receive  full  cost  payment. 

Mr.  McDermott.  There  is  another  question  when  we  are  talking 
about  capacity  here,  and  I  guess  this  one  is  really  for  you,  Doctor 
Schenken,  one  of  the  witnesses  in  the  next  panel  will  suggest  that 
a  health  care  manpower  policy  to  correct  the  problem  of  too  many 
specialists,  too  few  primary  care  practitioners,  and  too  few  doctors 
in  rural  areas. 

Now,  one  of  the  suggestions  is  to  alter  the  number  and  the  distri- 
bution of  residency  training  slots.  What  do  you — how  do  you  re- 
spond to  that,  and  if  you  think  it  is  a  good  idea,  how  do  you  imple- 
ment that?  I  think  it  may  be  from  the  hospitals,  also,  you  may 
have  some  response  to  that  because  your  hospitals  are  also  in- 
volved in  residency  programs. 

Dr.  Schenken.  Well,  Mr.  Chairman,  we  have  some  concern  with 
the  ability  of  anybody  to  predict  in  advance  the  needs  of  these  dis- 
tributions. There  was  a  study — I  have  even  forgotten  the  name  of 
it — some  time  ago — what  was  that  study? 

The  GMENAC  report  attempted  to  predict  how  many  psychia- 
trists and  pathologists  and  so  forth  that  we  would  need.  There's 
general  agreement  that  the  report  was  about  as  incorrect  as  any- 
body else,  because,  if  you  change  the  reason  for  demand,  if  patholo- 
gy changes  or  if  you  change  payments,  and  so  forth,  all  of  these 
things  have  varied  impact  on  supply. 

The  AMA  agrees  that  there  probably  is  a  mismatch  between  pri- 
mary care,  family  physician,  internal  medicine,  pediatrics,  psychia- 
try and  so  forth  and  the  other  specialists.  And  we  have  done  two 
things  to  push  that  forward.  One  is  to  encourage  the  development 
and  expansion  of  family  practice  departments  in  medical  schools 
and  residency  training  programs  and  the  other  is,  through  RBRVS, 
to  make  more  appropriate  the  payment  for  those  services. 

I  think  the  goal  of  moving  toward  primary  care  and  away  from 
specialists  is  a  laudable  one.  I  think  the  AMA  would  have  concern 
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about  doing  it  in  a  strictly  regulatory  fashion  rather  than  doing  it 
in  an  evolutionary  fashion. 

Mr.  McDermott.  Do  I  understand  your  answer  then,  you  advo- 
cate expanding  the  family  practice  programs  but  no  concomitant 
reduction  in  the  other  specialists  programs?  In  other  words,  you 
are  not  cutting  surgery  programs,  or  ophthalmology  or  those  sorts 
of  things,  you  are  simply  expanding  the  number  of  slots  for  family 
practitioners? 

Dr.  Schenken.  Well,  the  net  result  would  be,  given  the  fact  that 
the  number  of  medical  students  that  we  have  now  have  been  fairly 
stable  since  we  went  through  the  expansion  15  years  ago,  that,  if 
more  students  enter  into  primary  care,  there  would  be  less  avail- 
able for  those  others,  providing  there  is  no  change  in  the  number 
of  medical  schools  or  the  number  of  slots. 

Mr.  McDermott.  One  of  the  interesting  things  about  most  coun- 
tries' health  care  delivery  systems  is  the  reversal  of  the  ratio  that 
we  have  in  the  United  States,  where  we  have  70  percent  specialists, 
and  30  percent  general  practitioners  and  so  forth.  Whereas  in 
Canada  or  West  Germany  or  a  lot  of  other  places  it  is  40  percent 
specialists.  Some  say  that  adds  to  the  cost  of  American  health  care. 

Do  you  have  a  response? 

Dr.  Schenken.  Well,  I  think  that  everybody's  agreed  that  there 
has  been  an  ineffective  emphasis  on  the  primary  care  specialties. 
The  question  I  think  that  is  raised  in  most  people's  minds  is  how  is 
the  best  way  to  get  from  here  to  there?  I  can  tell  you,  being  from  a 
rural  State,  that  we  have  an  extremely  serious  problem  in  the  Uni- 
versity of  Nebraska,  trying  to  meet  the  needs  of  a  State  in  which, 
once  you  go  past  Lincoln,  Nebr.,  the  population  is  spread  out  in  a 
very  thin  fashion. 

We  have  attempted  to  address  the  problem  with  the  carrot 
rather  than  the  stick,  and  we  have  an  excellent  family  practice  de- 
partment. We  have  residency  programs  that  we  have  put  out  in  the 
State,  as  well  as  in  Lincoln.  We  think  the  goal  is  laudable.  We  have 
some  concern  about  trying  to  do  it  in  a  regulatory  fashion. 

Mr.  McDermott.  Do  you  have  any  response  from  the  hospitals' 
side? 

Mr.  Welton.  Yes,  I  do. 

I  would  agree  that  what  we  are  seeing  and  what  we  have  really 
been  seeing  for  the  last  5  years  or  so  has  been  an  increasing  em- 
phasis on  primary  care  specialties.  I  think  that  has — in  terms  of 
training,  institutional  training  programs,  and  institutional  training 
opportunities — I  think  that  has  come  from  several  different  direc- 
tions simultaneously.  I  think  it  has  come  from  the  direction  of  an 
increased  level  of  attention  and  focus  through  the  GMENAC  study 
and  other  such  studies.  I  think  that  many  of  the  specialty  organiza- 
tions which  sanction  the  development  of  specialty  training  pro- 
grams have,  in  fact,  moved  to  consolidate  their  programs  and  to 
contract  the  number  of  programs  and  the  number  of  interns,  resi- 
dents, and  fellows  in  those  programs. 

At  the  same  time,  there  is  an  increasing  demand  of  medical  stu- 
dents, themselves,  to  be  provided  opportunities  for  training  in  pri- 
mary care  specialties.  And  as  the  managed  care  programs  have  in- 
creasingly developed,  emphasizing  gatekeeper  models  and  the  role 
of  the  primary  care  practitioners,  there  has  been  a  growing  role 
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and  a  growing  need  for  primary  care  practitioners  to  staff  these 
programs  and  to  provide  services  to  hospitals  in  the  hospital  outpa- 
tient area. 

So  I  think  there  are  a  number  of  different  forces.  I  think  those 
forces  will  continue  from  everything  that  I  see.  My  own  view  is 
that  they  should  be  encouraged. 

Mr.  McDermott.  Let  me  go  back  to  a  proposal  that  Dr.  Sullivan 
made.  He  urged  that  we  pass  the  administration's  malpractice 
reform  bill  right  now.  That  bill  would  penalize  States  that  failed  to 
enact  tort  reforms  by  reducing  their  Medicare  payments  to  their 
hospitals. 

Now,  since  the  major  resistance  to  tort  reform  really  comes  from 
lawyers  and  from  consumer  groups,  it  is  hard  for  me  to  see  how  it 
is  much  of  a  hammer  to  take  away  money  from  Medicare  payments 
to  hospitals.  And  I  wonder  if  either  or  you,  Dr.  Schenken,  or  Mr. 
Welton,  have  some  comment  about  that  proposal  from  the  adminis- 
tration? 

Mr.  Welton.  Well,  it  seems  to  me  that  the  subject  of  tort  reform 
needs  to  stand  on  its  own  feet.  It  is  a  very  serious  problem.  As  has 
been  pointed  out  by  many  other  people,  Dr.  Sullivan,  and  Mr. 
Darman  included,  there  are  a  number  of  very  serious  problems 
that  affect  all  aspects  of  this. 

So  my  own  view  would  be  that  we  should  deal  with  that  issue  on 
its  own  merits,  for  the  right  reasons. 

Mr.  McDermott.  You  would  oppose  it  if  it  passed  in  the  form 
that  they  proposed  it?  That  is  with  a  penalty  on  hospitals,  if  the 
State  did  not  enact  a  tort  reform  bill? 

Mr.  Welton.  I  would  have  to  say  that  I  am  not  familiar  with  the 
details  of  the  proposal.  As  you  describe  it,  I  think  we  would  not 
like  to  see  that. 

Dr.  Schenken.  Mr.  Chairman,  the  AMA,  of  course,  has  long  sug- 
gested liability  reform  and  we  think  it  would  be  a  good  idea  to 
move  forward  as  fast  as  possible.  To  that  extent,  we  would  support 
Dr.  Sullivan.  However  we  would  not  support  the  mechanism  of  the 
bill  Mr.  Archer  has  put  forward. 

Mr.  McDermott.  That's  the  stick. 

Mr.  Welton.  We  would  not  support  that  as  a  mechanism.  We 
think  there  are  better  mechanisms,  such  as  the  one  in  Mrs.  John- 
son's bill  or  the  mechanism  as  being  proposed  by  Senator  Hatch  on 
the  other  side. 

Mr.  McDermott.  I  want  to  ask  you,  Dr.  Redman,  the  only  bill 
that  provides. full  coverage  for  all  necessary  service,  by  all  licensed 
practitioners,  that  is,  no  discrimination,  is  the  Russo  bill,  does  the 
ANA  support  that  bill? 

Ms.  Redman.  We  certainly  are  in  support  of  covering  all  provid- 
ers up  to  the  level  that  they  are  licensed  to  provide  care.  And  we 
believe  that  would  considerably  ease  access  and  cost  problems 
within  the  United  States.  We  know,  as  well,  through  studies  done 
by  the  Office  of  Technology  Assessment,  that  nurse  practitioners 
and  other  advanced  practice  nurses  provide  a  very  high  quality  of 
care  within  their  level  of  license. 

The  American  Nurses  Association  has  not  yet  endorsed  any  bill. 
We  are  studying  all  of  them,  according  to  the  tenets  of  our  plan. 

Mr.  McDermott.  You  find  anything  wrong  with  that  bill? 
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Ms.  Redman.  I  am  not  prepared  to  talk  about  it  today. 

Mr.  McDermott.  OK,  it  would  be  helpful  to  the  committee  if  you 
could,  in  deliberations  of  your  association,  give  us  your  opinion  of 
that  bill,  because  it  is  the  only  bill  that  would  treat  all  providers, 
without  discrimination.  And  I  think  that's — as  somebody  who  spon- 
sored the  Nurse  Practitioner  Act  in  the  State  of  Washington,  I 
have  some  feelings  about  that. 

I  believe  if  you  are  going  to  bring  in  other  practitioners  into  the 
health  care  provider  system,  you  got  to  have  it  written  into  the 
law,  and  that's  the  only  bill  that  does  it.  So  we  would  appreciate 
that. 

I  want  to  thank  all  of  you  for  coming.  We  appreciate — oh,  excuse 
me,  Mr.  Downey. 

Mr.  Downey.  Thank  you,  Mr.  Chairman.  I  promise  not  to  be 
long.  I  quoted  Mr.  Welton  from  his  testimony  and  I  always  feel  a 
certain  sense  that  I  don't  want  to  quote,  to  take  quotes  of  out  con- 
text and  embarrass  you  in  any  way. 

But  I  would  like  all  three  of  you  to  respond  to  a  simple  query 
about  the  administration's  approach.  I  am  not  anxious  to  get  you 
cross-wise  with  them,  but  I  do  feel  that  there  is  a  certain  lack  of 
leadership  coming  from  them  and  I  want  to  see  if  you  share  that 
concern. 

Why  don't  I  start  with  you,  Dr.  Redman? 

Ms.  Redman.  I  would  simply  say  that  the  American  Nurses  Asso- 
ciation and  the  affiliated  groups  that  have  come  together  in  coali- 
tion around  our  health  care  reform  bill — 600,000  nurses  across  the 
country — believe  that  the  problems  are  serious.  We  have  laid  out 
ways  in  which  we  think  they  might  be  addressed,  and  we  do  not 
think  it  is  just  a  cost  problem,  although  that  is  serious  enough. 

We  believe  there  also  has  to  be  reform  of  the  delivery  system,  as 
well.  We  stand  ready  to  engage  in  discussion  about  what  would  be 
the  best  way  to  move  toward  this. 

Mr.  Downey.  Thank  you. 

Mr.  Welton. 

Mr.  Welton.  I  would  agree.  I  think  from  our  perspective  one  of 
the  most  important  things  is  to  define  objectives.  What  is  it  that 
we  are  trying  to  accomplish  with  the  dollars  we  are  spending? 

There  are  a  number  of  different  ways  of  organizing  the  system, 
almost  certainly  the  system  has  to  be  significantly  restructured 
and  organized  in  many  different  ways.  It  is  important  that  we 
spend  enough  time  right  now  to  determine  what  the  options  are 
that  realistically  need  to  be  considered.  The  most  important  thing 
is  to  begin,  to  be  very  clear  about  objectives. 

Mr.  Downey.  Doctor. 

Dr.  Schenken.  Mr.  Downey,  the  administration  can  speak  for 
themselves.  You  heard  them.  The  AMA  feels  that  it  is  extremely 
important  that  the  issue  be  heard.  We  have  a  comprehensive  plan, 
whether  you  agree  with  it  or  not,  that  we  have  been  presenting  to 
Congress  over  the  last  18  months.  Our  JAMA  articles  were  prob- 
ably the  first  comprehensive  public  ability  for  all  views  of  all  kinds 
to  be  heard.  Your  committee  is  now  going  forward  with  the  same 
sort  of  a  opportunity  for  all  views.  And  we  think  what  you  are 
doing  is  extremely  important. 

Mr.  Downey.  Thank  you. 


830 


Thank  you,  Mr.  Chairman. 

Mr.  McDermott.  Mr.  Russo  will  inquire. 

Mr.  Russo.  I  don't  have  any  questions. 

Mr.  McDermott.  Thank  you,  very  much,  we  appreciate  your 
coming  and  we  will  see  you  next  year  in  September  in  Seattle. 
Dr.  Schenken.  Thank  you. 
Mr.  Welton.  Thank  you. 
Ms.  Redman.  Thank  you,  Mr.  Chairman. 

Mr.  McDermott.  The  next  panel  includes  representatives  from 
three  physician  organizations.  Dr.  Paul  Griner,  representing  the 
American  College  of  Physicians;  Dr.  Daniel  Shea,  vice  president  of 
the  American  Academy  of  Pediatrics;  and  Dr.  Angelo  Spoto,  presi- 
dent of  the  American  Group  Practice  Association. 

As  I  said  before,  your  statements  will  all  be  entered  in  the  record 
in  their  entirety,  and  I  would  ask  you  to  summarize  in  any  way 
that  makes  sense  to  you. 

Dr.  Griner. 

STATEMENT  OF  PAUL  F.  GRINER,  M.D.,  CHAIRMAN,  BOARD  OF 
REGENTS,  AMERICAN  COLLEGE  OF  PHYSICIANS,  AND  GENER- 
AL DIRECTOR,  STRONG  MEMORIAL  HOSPITAL,  ROCHESTER, 
N.Y. 

Dr.  Griner.  Thank  you,  Mr.  Chairman.  I  am  Paul  Griner  and  I 
chair  the  board  of  regents  of  the  American  College  of  Physicians, 
an  organization  that  speaks  for  70,000  internists.  We  are  pleased  to 
have  this  opportunity  to  present  our  views  on  the  need  for  compre- 
hensive health  care  reform. 

We  believe  that  several  principles  should  guide  the  efforts  of 
Congress.  These  principles  are  reflected  in  our  statement  and 
rather  than  reiterate  them  I  will  concentrate  most  of  my  remarks 
on  the  fourth  principle.  This  has  to  do  with  the  management  of  the 
health  care  system  for  a  balance  of  regulation  and  competition. 

Starting  on  page  2  of  our  statement,  we  discuss  management  of 
capacity.  In  the  ideal  system,  providers,  facilities  and  technology 
exist  in  the  right  number,  mix  and  distribution.  This  requires  man- 
agement of  capacity  at  the  level  of  the  macrosystem  and  that  man- 
agement may  best  be  carried  out  through  a  regulatory  approach. 

Our  system  has  placed  few  controls  on  capital  investment,  par- 
ticularly in  the  nonhospital  setting.  The  result  has  been  the  gen- 
eration of  excess  capacity.  With  few  constraints  on  who  can  be 
served  and  a  third-party  payer  available,  the  opportunities  for  un- 
necessary services  are  greatly  increased. 

We  suggest  that  regulatory  controls  on  capacity  have  some  role 
to  play  in  resolving  this  problem.  It  would  be  useful  to  study  why 
earlier  attempts  to  establish  health  planning  mechanisms  failed  po- 
litically. Are  we  facing  a  different  environment  now  in  which  re- 
ceptivity to  notions  of  regulating  investments  and  setting  other 
planning  goals  is  enhanced? 

The  experience  of  Rochester,  N.Y.,  is  an  instructive  counter  argu- 
ment to  the  hands-off  approach.  Coordinated  local  review  and  plan- 
ning over  many  years  has  resulted  in  the  avoidance  of  excess  ca- 
pacity. We  have  a  low  ratio  of  hospital  beds  to  population;  hospital 
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occupancy  rates  have  been  high  for  many  years;  and  the  pressures 
have  been  reduced  for  unhealthy  competition  between  hospitals. 

This  approach  to  planning  has  given  Rochester  the  right  mix  of 
facilities,  technology  and  providers.  And  when  patient  demand  oc- 
casionally exceeds  supply,  priorities  are  established,  sometimes  ex- 
plicitly, more  often  implicitly. 

Physicians  and  patients  accommodate  to  this  constraint  achieved 
through  macroregulation  far  better  than  to  the  intrusive  regula- 
tion on  oversight  that  occur  elsewhere  at  the  level  of  the  individual 
patient  encounter. 

Regarding  managing  physicians  supply,  there  is  abundant  data 
showing  that  the  number  and  mix  of  physicians  has  direct  impact 
on  the  utilization  of  health  services.  Yet,  we  continue  to  provide  in- 
creasing numbers  of  physicians  without  regard  to  national  geo- 
graphic or  specialty  needs. 

A  hands-off  approach  to  manpower  policy  has  resulted  in  exces- 
sive health  services  in  some  communities,  while  others  have  diffi- 
culty providing  primary  care.  We  must  develop  a  manpower  policy 
that  utilizes  the  tools  at  our  command  and  creates  new  tools  which 
begin  to  influence  the  mix  and  distribution  of  physicians  in  accord 
with  the  Nation's  needs.  The  goals  of  manpower  policy  must  be 
met  not  only  to  reduce  specialty  oversupply,  but  also  to  encourage 
minorities  to  enter  medical  professions,  promote  primary  care,  and 
enhance  ambulatory  care  training. 

Complementary  to  steps  taken  to  manage  capacity,  we  must  also 
develop  incentives  to  manage  care.  That  is  the  discriminating  use 
of  capacity.  Absent  any  capacity  controls,  scrapped  in  the  1980s  in 
favor  of  an  untested  theory  of  competition,  attempts  to  control 
costs  focused  at  the  microlevel,  often  in  the  form  of  review  of  the 
appropriateness  of  individual  patient  encounters. 

This  form  of  regulation  has  been  intrusive,  costly  and  largely  in- 
effective. We  have  to  explore  ways  of  closing  the  open-ended 
volume  driven  nature  of  the  payment  system.  We  have  to  ask  how 
we  can  determine  an  upper  bound  and  then  use  our  growing  body 
of  practice  guidelines  and  research  on  effectiveness  and  outcomes 
to  allocate  resources  across  services  and  providers  in  order  to  maxi- 
mize the  effectiveness  of  our  spending. 

Again,  the  Rochester  experience  has  been  instructive.  This  testi- 
mony details  the  accomplishments  of  that  system.  I  will  simply  re- 
flect that  in  the  10-year  period  from  1980  through  1989  the  cumula- 
tive increase  in  hospital  costs  was  131  percent  in  Rochester,  and 
188  percent  throughout  the  rest  of  the  country.  Currently  the  aver- 
age Blue  Cross  premiums,  in  1990,  for  the  country  at  large  were 
$3,500,  and  for  Rochester  residents  that  figure  is  $1,600.  Yet,  the 
quality  of  care  remains  high  according  to  all  our  measurements. 

In  conclusion,  the  college  suggests  to  you  a  dual  approach  to 
health  care  reform.  At  the  macrolevel  of  system  capacity,  regula- 
tory constraints  probably  are  necessary.  These  might  include  cap- 
ital investment  in  facilities,  supply  and  distribution  of  physicians, 
and  introduction  of  new  technology. 

At  the  microlevel  of  managing  care  or  the  use  of  capacity,  regu- 
latory approaches  are  too  costly  and  intrusive,  doomed  to  failure, 
especially  in  light  of  incentives  which  currently  mitigate  against 
the  discriminating  use  of  resources.  Incentives  must  be  structured 
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so  that  providers  and  patients  make  choices  that  are  cost-efficient 
and  promote  high-quality  care. 

Rather  than  promoting  competition  which  may  result  in  costly 
duplication  of  services,  the  system  would  reward  the  efficient  man- 
agement of  care  and  continuous  efforts  to  improve  its  quality. 

As  you  debate  various  legislative  proposals  for  access  to  care  and 
health  system  reform,  we  hope  that  you  will  consider  the  need  to 
match  these  strategies  to  the  appropriate  elements  of  the  system. 
We  also  suggest  that  these  strategies  provide  an  opportunity  for 
the  kinds  of  compromises  that  will  win  support  from  health  care 
providers. 

Providers  may  well  be  willing  to  accept  regulatory  controls  on 
overall  capacity  in  return  for  an  end  to  attempted  regulation  at  the 
level  of  the  individual  patient  care  decision. 

Mr.  Chairman,  and  committee  members,  the  American  College  of 
Physicians  looks  forward  to  working  with  you  to  develop  a  compre- 
hensive strategy  for  reform  of  the  health  care  system. 

Thank  you. 

[The  prepared  statement  follows:] 
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STATEMENT  OF  THE 
AMERICAN  COLLEGE  OF  PHYSICIANS 
BEFORE  THE 
COMMITTEE  ON  WAYS  AND  MEANS 
U.S.  HOUSE  OF  REPRESENTATIVES 
OCTOBER  10,  1991 


Comprehensive  Reform  of  the  Health  Care  System 

The  American  College  of  Physicians  (ACP)  is  pleased  to  have  this  opportunity  to  present 
our  views  on  the  need  for  comprehensive  health  care  reform.  With  more  than  72,000  members 
practicing  internal  medicine  and  its  subspecialties,  the  College  is  the  nation's  largest  medical 
specialty  society.  I  am  Dr.  Paul  F.  Griner,  Chairman  of  the  Board  of  Regents.  I  am  General 
Director  of  Strong  Memorial  Hospital  in  Rochester,  New  York. 

Through  hearings  and  in  other  forums  this  year,  the  Ways  and  Means  Committee  and  its 
Subcommittee  on  Health  have  considered  many  facets  of  health  care  reform.  We  urge  you  to 
continue  on  that  course,  to  think  broadly  and  boldly  about  solutions  not  only  to  the  critical  issue 
of  access  to  care,  but  to  the  related  issues  of  the  health  care  delivery  and  financing  system  and  how 
reforms  of  the  system  can  facilitate  access.  We  hope  that  the  educational  process  in  which  you 
have  engaged  lays  a  foundation  for  building  the  consensus  necessary  for  Congress  to  act. 

Basic  Principles 

We  believe  that  several  basic  principles  should  guide  your  efforts.  First,  Congress  must 
adopt  the  goal  of  universal  access  to  care  for  all  Americans.  In  the  words  of  the  ACP  policy  paper 
of  May,  1990,  caring  for  all  of  our  citizens  is  a  "medical  and  moral  imperative."  This  is  the  starting 
point.  We  will  argue  that  reform  must  go  much  further,  but  this  first  principle  must  remain  at  the 
core  of  any  efforts. 

Second,  reform  must  be  comprehensive.  Our  health  system  has  become,  basically, 
dysfunctional.  It  is  not  serving  more  than  32  million  uninsured  Americans,  but  neither  is  it 
working  for  insured  patients,  physicians,  employers,  or  government.  Access  is  limited,  but  as  you 
know,  an  inter-related  set  of  problems  burdens  the  system:  cost,  quality  concerns,  administrative 
burden  and  waste,  a  runaway  liability  system,  and  so  on.  Solutions  to  these  problems  must 
incorporate  all  elements  of  the  health  care  system,  including  such  aspects  as  financing,  capital 
investment,  education,  manpower  policy,  tort  reform,  and  others.  The  time  for  working  at  the 
margins  is  gone. 

A  third  principle  is  that  the  incentives  of  the  current  system  must  be  changed.  There  has 
been  a  great  deal  of  focus  on  structure  -  for  example,  the  sets  of  proposals  for  either  a  single-payer 
system  or  for  an  employer  mandate.  But  we  submit  that  an  appropriate  mix  of  economic  and 
other  incentives,  if  put  in  place,  may  be  a  more  important  determinant  of  whether  reform  will  work 
than  the  structure  of  that  reform. 

Finally,  the  system  must  be  managed,  and  the  right  kind  of  management  must  take  place  at 
the  macro-level  and  at  the  micro-level.  The  nation  has  gone  back  and  forth  between  these  two 
approaches  over  the  years.  We  conclude  that  both  are  necessary  for  the  proper  functioning  of  the 
system.  With  proper  management,  we  are  convinced  that  universal  access  and  cost  containment 
need  not  be  competing  goals. 

The  remainder  of  these  remarks  will  elaborate  on  our  views  of  incentives  and  health  care 
system  management. 
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Management  of  Capacity 

In  the  ideal  system,  providers,  facilities,  and  technology  exist  in  the  right  number,  mix,  and 
distribution.  This  requires  management  of  capacity  at  the  level  of  the  macro-system,  and  that 
management  may  best  be  carried  out  through  a  regulatory  approach. 

Managing  Investment:  Our  system  has  placed  few  controls  on  capital  investment, 
particularly  in  the  non-hospital  setting.  In  the  spirit  of  American  free  enterprise,  we  have  opened 
up  investment  opportunities  to  anyone.  The  result  has  been  the  generation  of  excess  capacity, 
particularly  in  the  form  of  freestanding  diagnostic  and  treatment  centers.  Our  system  provides 
incentives  to  maximize  volume  in  order  to  realize  profits  on  the  investments.  With  few  constraints 
on  who  can  be  served,  and  a  third-party  payor  ready  to  foot  the  bill,  the  opportunities  for 
unnecessary  services  are  greatly  increased. 

We  suggest  that  regulatory  controls  on  capacity  have  some  role  to  play  in  resolving  this 
problem.  It  will  be  useful  to  study  why  earlier  attempts  to  establish  health  planning  mechanisms 
failed  politically.  Are  we  facing  a  different  environment  now  in  which  receptivity  to  notions  of 
regulating  investments  and  setting  other  planning  goals  is  enhanced?  The  experience  of  Rochester, 
New  York  is  an  instructive  counter-argument  to  the  hands-off  approach. 

In  one  form  or  another,  local  health  planning  organizations  have  existed  in  Rochester  since 
the  early  1950's.  Coordinated  local  review  and  planning  have  resulted  in  the  avoidance  of  excess 
capacity.  We  have  a  low  ratio  of  hospital  beds  to  population  (3.3  per  1,000  versus  3.9  for  all  of 
New  York  State  and  3.6  nationally).  Hospital  occupancy  rates  have  been  high  for  years,  reducing 
the  pressure  for  unhealthy  competition  between  hospitals. 

This  approach  to  planning  has  given  us  the  right  mix  of  facilities,  technology,  and  providers. 
When  patient  demand  occasionally  exceeds  supply,  priorities  are  established,  sometimes  explicitly 
for  such  resources  as  intensive  care  beds,  MRI,  and  the  like;  more  often  implicitly.  Physicians  and 
patients  accommodate  to  this  constraint,  achieved  through  macro-regulation,  far  better  than  to  the 
intrusive  regulation  and  oversight  that  occur  elsewhere  at  the  level  of  the  individual  patient 
encounter. 

Managing  Physician  Supply/Distribution:  There  is  abundant  data  showing  that  the 
number  and  mix  of  physicians  has  direct  impact  on  the  utilization  of  health  services.  Yet,  we 
continue  to  provide  increasing  numbers  of  physicians  without  regard  to  national  geographic  or 
specialty  needs.  A  hands-off  approach  to  manpower  policy  has  resulted  in  excessive  health  services 
in  some  communities,  while  other  communities  have  difficulty  providing  primary  care.  Again,  the 
incentives  are  to  super-specialize,  to  locate  where  the  highest  volume  of  services  can  be  achieved, 
and  to  perform  the  most  high-tech,  high-cost  procedures. 

We  must  develop  a  manpower  policy  that  utilizes  the  tools  at  our  command  -  and  creates 
new  ones  -  to  begin  to  influence  the  mix  and  distribution  of  physicians  in  accord  with  the  nation's 
needs.  Our  existing  tools  include  medical  school  class  size,  the  number  and  distribution  of 
residency  training  slots,  and  government  financing  programs.  The  goals  of  manpower  policy  must 
be  not  only  to  reduce  specialty  oversupply,  but  also  to  encourage  minorities  to  enter  medical 
professions,  promote  primary  care,  and  enhance  ambulatory  care  training.  The  hospital,  as  we 
traditionally  know  it,  provides  a  smaller  and  smaller  percentage  of  medical  care,  yet  we  continue  to 
train  physicians  principally  in  hospital-based  settings  and  neglect  ambulatory  care  training 
experiences. 

Managing  Care 

Complementary  to  steps  taken  to  manage  capacity,  we  must  also  develop  incentives  to 
manage  care  -  that  is,  the  discriminating  use  of  capacity.  The  focus  here  is  on  appropriate 
utilization  of  services  and,  through  new  knowledge  of  effectiveness,  on  the  content  of  those 
services. 

This  is  the  level  of  the  micro-system,  in  which  decisions  are  made  largely  at  the  level  of  the 
individual  provider  and  patient.  Absent  any  capacity  controls,  scrapped  in  the  1980's  in  favor  of 
an  untested  theory  of  competition,  attempts  to  control  costs  focused  at  the  micro-level,  often  in  the 
form  of  review  of  the  appropriateness  of  individual  patient  encounters.  This  form  of  regulation 
has  been  intrusive,  costly,  and  largely  ineffective.  It  has  generated  a  level  of  frustration  and 
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alienation  among  physicians  that  is  a  serious  threat  to  this  nation's  ability  to  care  for  all  of  its 
citizens. 

We  have  long  recognized  that  the  current  health  care  payment  system  promotes 
overutilization.  When  revenue  is  determined  principally  by  the  number  of  units  of  service 
provided,  the  response  is  to  provide  more  procedures  and  services  than  may  be  necessary, 
particularly  when  malpractice  concerns  are  added. 

What  chance  do  cost  control  efforts  have  in  the  face  of  this  powerful  economic  incentive? 
Unless  the  financing  system  is  changed  from  one  that  is  driven  by  volume  to  one  that  provides 
incentives  for  more  discriminating  and  coordinated  use  of  resources,  our  efforts  to  define  and 
promote  appropriate  levels  of  service  are  likely  to  fail. 

We  have  to  explore  ways  of  closing  the  open-ended,  volume-driven  nature  of  the  payment 
system.  We  have  to  ask  how  we  can  determine  an  upper  bound,  and  then  use  our  growing  body  of 
practice  guidelines  and  research  on  effectiveness  and  outcomes  to  allocate  resources  across  services 
and  providers  to  maximize  the  effectiveness  of  our  spending. 

Again,  the  Rochester  experience  is  instructive.  For  much  of  the  decade  of  the  1980's, 
Rochester's  hospitals  were  under  an  experimental  reimbursement  program  that  featured  a 
community-wide  cap  on  payments  to  hospitals.  This  marked  the  first  time  a  group  of  hospitals  in 
the  United  States  voluntarily  committed  themselves  to  a  regional  financing  system  affecting  all 
hospital  care.  Annual  increases  in  payments  to  hospitals  were  tied  to  a  regional  wage  index.  The 
cap  applied  to  both  capital  as  well  as  operating  costs  for  one  phase  of  the  decade-long  experiment. 
The  voluntary  Rochester  Area  Hospitals'  Corporation  served  as  the  governing  body  -  consisting  of 
trustee,  administrative,  and  medical  leaders  of  each  hospital,  as  well  as  the  University. 

Predictability  of  expenditures  under  the  cap  promoted  cooperation  in  developing  capacity, 
discriminating  use  of  resources,  and  quality  of  care.  Consensus  among  the  hospital  umbrella 
group  was  required  for  certificate  of  need  proposals  of  individual  hospitals.  Most  recently,  the 
hospitals  have  developed  a  shared  clinical  data  base  whose  principal  purpose  is  to  evaluate  patterns 
of  practice  across  settings  and  to  compare  these  patterns  against  predetermined  criteria  of  quality. 
A  partnership  has  been  formed  with  local  industry  to  promote  the  techniques  of  continuous  quality 
improvement  in  each  hospital. 

Hospital  costs  have  been  controlled.  The  rate  of  hospital  inflation  in  Rochester  is  well 
below  the  national  average  for  the  ten-year  period  1980  through  1989.  Over  that  period,  the 
cumulative  increase  was  131%,  compared  with  188%  for  the  country  at  large.  Average  annual  Blue 
Cross  premiums  in  1990  were  $3500  for  the  country  as  a  whole,  $1600  for  Rochester  residents. 

Quality  of  care  has  been  high  according  to  our  measurements.  Age-  and  sex-adjusted  death 
rates  for  common  illnesses  are  lower  than  New  York  State  and  national  averages.  Community 
surveys  have  shown  that  patient  satisfaction  with  hospital  services  is  high  -  90%  according  to  the 
most  recent  study. 

In  sum,  this  example  of  one  community  shows  that  when  structured  with  proper  incentives, 
the  payment  system  can  be  used  to  promote  the  discriminating  use  of  resources,  without  an 
intrusive  regulatory  presence  at  the  level  of  the  individual  provider-patient  encounter. 

Conclusion 

The  College  suggests  to  you  a  dual  approach  to  health  care  reform.  At  the  macro-level  of 
system  capacity,  regulatory  constraints  probably  are  necessary.  These  might  apply  to  capital 
investment  in  facilities,  supply  and  distribution  of  physicians  tgeographically  and  by  specialty), 
introduction  of  new  technology,  and  similar  elements  having  to  do  with  development  of  the 
resources  available  to  the  health  system. 

At  the  micro-level  of  managing  care,  or  the  use  of  capacity,  regulatory  approaches  are  too 
costly  and  intrusive,  and  doomed  to  failure  especially  in  light  of  incentives  which  currently  mitigate 
against  the  discriminating  use  of  resources.  Incentives  must  be  structured  so  that  providers  and 
patients  make  choices  that  are  cost-efficient  and  promote  high  quality  care.  Rather  than 
promoting  competition  on  the  basis  of  who  can  generate  more  patient  volume,  the  system  would 
reward  the  efficient  management  of  care  and  continuous  efforts  to  improve  the  quality  of  care. 

As  you  debate  various  legislative  proposals  for  access  to  care  and  health  system  reform,  we 
hope  that  you  will  consider  the  need  to  match  these  strategies  to  the  appropriate  elements  of  the 
system.    We  also  suggest  that  these  strategies  may  provide  an  opportunity  for  the  kinds  of 
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compromises  that  will  win  support  from  health  care  providers.  For  example,  providers  may  very 
well  be  willing  to  accept  regulatory  controls  on  overall  capacity  in  return  for  an  end  to  attempted 
regulation  at  the  level  of  the  individual  patient  care  decision. 

Mr.  Chairman,  the  American  College  of  Physicians  looks  forward  to  working  with  you  to 
develop  a  comprehensive  strategy  for  reform  of  the  health  care  system. 

Mr.  McDermott.  Thank  you,  Dr.  Griner. 

Dr.  Shea,  I  introduced  you  as  vice  president  but  actually  you  are 
president-elect  of  the  American  Academy  of  Pediatrics. 
Dr.  Shea.  They  are  exactly  the  same. 
Mr.  McDermott.  Good. 

STATEMENT  OF  DANIEL  W.  SHEA,  M.D.,  PRESIDENT-ELECT, 
AMERICAN  ACADEMY  OF  PEDIATRICS 

Dr.  Shea.  Mr.  Chairman,  I  am  Daniel  Shea,  president-elect  of  the 
American  Academy  of  Pediatrics.  I  am  here  today  representing 
41,000  physician  members  who  are  dedicated  to  the  health  of  in- 
fants, children,  adolescents,  and  young  adults. 

Thank  you  for  inviting  me  to  address  this  important  issue  of  chil- 
dren's access  to  health  care.  I  am  also  here  today  to  give  you  a  per- 
spective on  the  status  of  children's  health  based  on  my  33-year  ex- 
perience as  a  practicing  pediatrician  in  northern  Wisconsin. 

My  practice  consisted  of  a  good  cross-section  of  children — those 
with  private  insurance,  those  on  Medicaid,  and  those  with  none. 
The  fact  is,  children  are  disproportionately  uninsured  and  underin- 
sured  as  a  group. 

They  are  29  percent  of  our  population,  but  they  represent  36  per- 
cent of  the  uninsured.  Approximately  12  million  children  have  no 
health  insurance.  This  issue  affects  all  of  us.  Surprisingly,  a  large 
number  of  uninsured  children  do  not  come  from  stereotypical  fami- 
lies. The  majority  live  in  two-parent  families  where  there  is  at 
least  one  parent  who  is  a  full-time  employee  and  earning  an 
income  above  the  poverty  level. 

These  families  are  not  covered  by  either  Medicaid  or  private  in- 
surance. They  fall  between  the  cracks  in  the  system  that  requires 
them  to  pay  all  of  their  health  care  services  out  of  their  own  pock- 
ets. Let  me  explain  how  America's  children  are  running  last  in  the 
game  of  optimal  health. 

I  have  practiced  long  enough  to  have  seen  children  die  of  menin- 
gitis, polio,  whooping  cough,  and  measles — diseases  which  are  now 
all  virtually  preventable.  Sadly,  some  of  these  diseases  are  revisit- 
ing us.  If  I  could  leave  you  with  a  two-part  message  today,  here  is 
what  it  would  be. 

That  America's  children  and  their  mothers-to-be  are  suffering 
unnecessarily.  They  are  suffering  physically,  emotionally  and  fi- 
nancially. We  know  how  to  solve  the  problem.  I  don't  think  we 
need  any  more  studies.  We  simply  need  to  focus  our  attention  on 
preventive  care. 

Let  me  illustrate  by  talking  about  two  basic  components  of  pre- 
ventive care — prenatal  care,  and  immunizations.  Premature  in- 
fants epitomize  the  critical  need  for  proper  preventive  care  of 
mothers-to-be.  I  see  babies  under  2  pounds  born  to  mothers  who 
have  had  no  prenatal  care  simply  because  there  was  no  financial 
access. 
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One  in  every  four  pregnant  women  is  not  insured  for  maternity 
care,  and  a  comparable  proportion  do  not  receive  the  prenatal  care 
they  need  in  the  critical  first  trimester. 

These  very  low  birth-weight  babies  may  suffer  insult  to  their 
eyes,  their  lungs,  their  central  nervous  systems,  resulting  either  in 
death,  or  often  lifelong  handicapping  conditions.  These  are  avoid- 
able in  a  large  measure  with  appropriate  preventive  care. 

Another  example  out  there  in  every  day  practice  is  the  resur- 
gence of  vaccine-preventable  diseases  with  measles  and  whooping 
cough  as  the  classic  examples.  The  epidemic  of  measles  in  1989  and 
1990  has  seen  one  child  under  5  every  week  of  this  catastrophic 
condition.  These  deaths  and  the  lifelong  disabilities  related  to  mea- 
sles are  a  direct  result  of  the  failure  to  immunize  and  to  no  other 
cause. 

Let  me  talk  about  the  emotional  suffering  in  children's  health 
care.  Care  of  children  is  much  different  than  care  of  adults.  When 
parents  are  forced  to  weigh  medical  decisions  about  the  well-being 
of  their  children  against  other  basic  family  needs  then  something 
is  wrong  in  the  system. 

Adverse  outcomes  make  children  the  losers.  Faced  with  signifi- 
cant financial  barriers  to  care,  many  children  come  in  contact  with 
our  health  care  system  only  when  they  are  seriously  acutely  ill  and 
when  it  may  be  too  late.  Tradeoffs  are  made  every  day  as  people 
select  insurance  options  in  the  workplace.  Very  often  policies  favor 
adult-related  benefits,  and  contain  virtually  no  provision  for  chil- 
dren's needs. 

The  availability  of  employer-based  insurance  for  employee  de- 
pendents is  declining.  Those  of  you  with  children  and  grandchil- 
dren know  how  much  of  their  medical  care  costs  are  paid  out-of- 
pocket.  To  make  things  worse,  when  children  are  included,  very 
often  medical  problems  in  need  of  treatment  are  often  excluded  be- 
cause of  preexisting  conditions.  And  these  can  range  from  middle- 
ear  disease,  to  genetic  disorders. 

Sadly,  for  all  concerned,  these  exclusions  prejudice  the  eventual 
outcome  of  children's  health  and  really  end  up  costing  more  in  the 
long  run. 

Unfortunately  we  are  a  pay-later  society,  consequently  our  coun- 
try pays  more  for  getting  less.  The  longer  we  wait,  the  more  expen- 
sive the  crisis  will  be  to  solve,  not  to  mention  the  waste  in  human 
lives  and  potential. 

Families  have  no  place  to  go  when  turning  to  emergency  rooms 
for  their  care.  Not  only  is  this  more  costly  but  it  does  not  provide 
the  comprehensive  care  within  the  traditional  medical  home  for 
children,  the  place  where  children  should  go  for  their  health  needs. 

We  believe  that  there  is  a  solution  for  what  is  happening  to  the 
health  of  our  children  and  our  pregnant  women.  The  first  step  is 
!  H.R.  3393,  the  Children  and  Pregnant  Women's  Insurance  Act  of 
l  1991.  We  commend  Congressman  Robert  Matsui,  along  with  21  co- 
:  sponsors  for  introducing  this  legislation  modeled  after  the  Acade- 
|  my's  Children  First  proposal. 

I      This  legislation  establishes  health  care  as  a  right  for  all  children 
I  and  pregnant  women.  It  focuses  on  preventive  care,  while  provid- 
!  ing  a  doable  first  step  toward  the  goal  of  financial  access  for  all 
health  groups,  or  for  all  age  groups. 
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We  can  address  our  children's  needs  now  while  the  debate  con- 
tinues over  universal  health  reform.  The  American  Academy  of  Pe- 
diatrics urges  prompt  action  on  3393  so  that  this  Nation  can  pro- 
vide children  with  the  health  care  they  are  entitled  to  and  so  des- 
perately need. 

We  look  forward  to  working  with  you  and  the  Congress  as  you 
consider  this  issue. 
Thank  you. 

[The  prepared  statement  follows:] 
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PREPARED  STATEMENT  OF  DANIEL  W.  SHEA,  M.D.,  PRESD3ENT-ELECT, 
AMERICAN  ACADEMY  OF  PEDIATRICS 

Mr.  Chairman,  members  of  the  Committee,  I  am  Daniel  Shea,  President-EIect  of  the  American 
Academy  of  Pediatrics.  I  am  here  today  representing  41,000  physician  members  who  are 
dedicated  to  the  health,  safety  and  well-being  of  infants,  children,  adolescents  and  young 
adults.  Thank  you  for  inviting  me  to  address  the  important  issue  of  children's  access  to  health 
care. 

Let  me  take  this  opportunity  to  commend  you,  Chairman  Rostenkowski,  for  introducing 
legislation  and  holding  today's  hearing  which  clearly  demonstrates  your  commitment  to  the 
critical  issue  of  access  to  health  care.  Through  your  actions  the  debate  on  health  care  reform 
has  begun.  Now  we  must  move  that  debate  forward. 

For  the  purpose  of  today's  hearing,  I  will  focus  my  remarks  on  the  importance  of  beginning 
health  care  reform  with  children  and  pregnant  women  and  urge  enactment  of  H.R.  3393,  "The 
Children  and  Pregnant  Women's  Health  Insurance  Act  of  1991",  legislation  introduced  by 
Congressman  Robert  T.  Matsui  modeled  after  the  American  Academy  of  Pediatric's  "Children 
First"  proposal. 


The  Case  for  Children  First: 

We  believe  in  "children  first",  not  "children  only".  The  American  Academy  of  Pediatrics 
believes  all  United  States  citizens  deserve  proper  medical  care,  but  we  believe  that,  as  we  move 
towards  universal  health  care  reform,  the  first  step  should  be  health  care  coverage  for  children 
and  pregnant  women.  Our  children  simply  cannot  afford  the  time  it  may  take  to  debate  and 
enact  a  universal  health  care  reform  bill.  For  far  too  long,  children's  lack  of  financial  access  to 
health  care  has  been  slighted  by  our  society.  As  this  Committee  knows,  we  cannot  afford  to 
ignore  this  crisis  any  longer.  The  time  has  come  for  this  country  to  become  a  nation  that 
makes  the  health  and  well-being  of  its  children  its  highest  priority. 

The  fact  is,  children,  our  most  vulnerable  population,  are  a  disproportionately  uninsured  and 
underinsured  group.  They  are  29%  of  the  population,  but  they  represent  36%  of  the 
uninsured.  Approximately  12.5  million  children  have  no  health  insurance.  Millions  more 
children  are  underinsured.  They  are  without  adequate  insurance  coverage  for  necessary 
treatment  services  and  for  even  the  most  basic  care  needed  to  prevent  unnecessary  disease  and 
death.  Still  others  are  "uninsurable"  because  of  preexisting  chronic  or  recurring  conditions. 
Families  with  special  needs  children  should  not  be  further  burdened  with  significant  concerns 
about  how  to  finance  the  critical  and  often  multiple  health  services  needed. 

Surprisingly,  a  large  number  of  uninsured  children  do  not  come  from  stereotypical  "poor 
families".  The  majority  live  in  two  parent  families  where  there  is  at  least  one  parent  who  is  a 
full-time  employee  earning  an  income  above  the  poverty  line.  Less  than  one  in  four  is  from  a 
minority  household.  These  families  are  not  covered  by  either  Medicaid  or  private  health 
insurance;  they  fall  between  the  cracks  of  a  system  that  requires  them  to  pay  for  all  health  care 
services  out  of  their  own  pockets. 


Problems  with  Insurance; 

The  majority  of  health  insurance  coverage  in  America  is  provided  through  employers,  but  the 
availability  and  quality  of  employer-based  insurance,  especially  for  employee  dependents,  is 
declining.  Economically  pressed  employers  are  either  dropping  dependent  health  insurance, 
reducing  the  benefit  packages,  and/or  requiring  employees  to  pay  a  higher  share  of  premium 
for  dependent  coverage,  thereby  discouraging  dependent  coverage.  Between  1981  and  1986, 
the  number  of  employers  that  fully  covered  employee's  dependents  declined  from  51%  to  35%. 
Nearly  1/4  of  uninsured  children  have  insured  parents.  In  addition,  plans  that  do  cover 
dependents  often  fail  to  meet  basic  health  needs  of  children.  Children's  medical  care  needs  and 
consequently  their  utilization  and  costs  are  very  different  from  adults.  Most  child  health 
services  are  provided  in  an  ambulatory  setting  and  are  often  not  covered  by  health  insurance 
(immunizations,  prenatal  visits).  Private  health  insurance  plans  have  an  array  of  benefits 
designed  to  cover  an  adult  pattern  of  utilization  (inpatient  care  and  high-cost  procedures),  but 
they  do  not  address  children's  needs. 
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Value  of  Preventive  Care: 

Not  only  are  uninsured  children  unable  to  receive  medical  attention  when  they  are  sick,  but 
they  also  fail  to  receive  preventive  care.  Preventive  care,  the  hallmark  of  pediatric  practice,  is 
poorly  covered  if  at  all,  despite  the  economic  payback  and  medical  efficacy  of  childhood 
immunizations,  injury  prevention  counseling,  and  screening  for  anomalies  which  can  prevent  or 
lessen  lifetime  disability  when  detected  early.  This  results  in  unnecessary  suffering  for  the 
child  and  his  or  her  family  along  with  higher  costs.  The  American  Academy  of  Pediatrics 
believes  that  preventive  care  is  critical  to  any  proposal  designed  to  provide  a  healthier  future 
for  our  children. 

Lack  of  preventive  care  can  lead  to  dire  consequences.  Uninsured  children  tend  to  experience 
delays  in  care  leading  to  more  expensive,  and  less  effective  treatment  with  poor  outcomes. 
Uninsured  children  are  less  likely  to  be  immunized  than  children  with  insurance.  In  fact,  the 
percentage  of  fully  immunized  two-year-olds  is  decreasing.  One  in  four  American  preschool 
children  is  incompletely  immunized  against  diseases  including  measles,  whooping  cough, 
mumps  and  polio.  Outbreaks  of  these  preventable  diseases  are  increasing.  Between  1983  and 
1990,  the  incidence  of  measles  increased  nearly  1800  percent  -  despite  the  fact  that  this  deadly 
disease  is  easily  prevented  by  immunization.  The  goal  of  the  U.S.  Public  Health  Service  was 
to  reduce  the  number  of  measles  cases  to  500  by  1990.  Instead,  the  nation  averaged  500  cases 
per  week  that  year,  which  translated  into  roughly  one  death  a  week  among  preschool-age 
children.  How  can  we,  as  a  nation,  stand  by  and  not  act? 

Our  children  do  not  have  to  suffer.  Vaccines  have  been  highly  effective  in  preventing 
infectious  diseases.  Along  with  the  obvious  health  benefits,  vaccines  are  cost-effective  as  well. 
For  every  $1  spent  on  immunizations,  we  save  an  estimated  $10  in  future  health  care  costs. 
Prenatal  care,  perhaps  the  best  investment  society  can  make  in  terms  of  immediate  and 
long-term  savings,  is  frequently  excluded  from  private  insurance.  For  every  $1  spent  on 
quality  prenatal  care,  more  than  $3  can  be  saved  by  reducing  the  number  of  low  birthweight 
babies.  Ensuring  proper  health  care  for  our  children  is  crucial  to  our  nation's  future.  The 
Carnegie  Institute  reported  that  70  percent  of  teachers  had  students  whose  education  was 
adversely  impacted  by  poor  health  or  nutrition.  Our  nation's  ability  to  compete  in  the  world 
market  of  tomorrow,  depends  on  the  type  of  health  care  we  provide  our  children  today. 


The  Case  for  Pregnant  Women: 

Health  insurance  problems  affect  children  even  before  they  are  bom.  one  of  every  four 
pregnant  women  is  not  insured  for  maternity  care,  and  a  comparable  proportion  do  not  receive 
any  prenatal  care  during  the  first  trimester.  Today  more  than  14  million  women  of 
childbearing  age  have  no  insurance  for  prenatal  care,  maternity  care  or  both.  This  often  results 
in  delay  or  absence  of  prenatal  care,  which  may  lead  to  unnecessarily  complicated  pregnancies. 
Lack  of  counseling  about  proper  nutrition  and  use  of  alcohol,  tobacco  and  drugs,  can  result  in 
low-birthweight  babies,  prematurity  and  a  high  rate  of  infant  mortality.  In  1950,  the  United 
States  had  the  sixth  best  infant  mortality  rate  in  the  world.  It  has  since  plummeted  to  21st  - 
behind  Singapore,  Spain  and  other  poorer  countries.  Our  infant  mortality  rate  is  now  higher 
than  that  of  any  other  industrialized  nation. 


The  First  Step:  H.R.  3393.  "The  Children  and  Pregnant  Women's  Health  Insurance  Act 
of  1991"; 

The  moral  imperative  and  the  value  of  preventive  care  and  early  intervention  for  children  and 
pregnant  women,  are  strong  arguments  for  starting  our  march  towards  universal  access  with 
children  and  pregnant  women. 

Over  the  past  two  years,  the  American  Academy  of  Pediatrics  has  focused  its  efforts  on 
developing  a  plan  entitled  "Children  First",  to  provide  financial  access  to  health  care  for 
children  through  age  21  and  all  pregnant  women.  We  are  pleased  that  Congressman  Robert 
Matsui,  along  with  21  cosponsors,  has  introduced  H.R.  3393,  "The  Children  and  Pregnant 
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Women's  Health  Insurance  Act  of  1991,  legislation  modeled  after  the  Academy's  "Children 
First"  legislative  proposal.  This  legislation  essentially  establishes  health  care  as  a  right  for  all 
children  and  pregnant  women,  and  it  can  serve  as  a  model  to  expand  financial  access  to  the 
health  care  system  for  other  age  groups. 

The  American  Academy  of  Pediatrics  commends  Congressman  Matsui  for  his  action  and 
strongly  supports  H.R.  3393  as  a  first  step  towards  universal  access  to  health  care. 

H.R.  3393  includes  the  following  Academy  principles: 

•  Guarantees  financial  access  to  health  care  for  all  children  (through  age  21)  and  all 
pregnant  women: 

Under  this  legislation,  all  children  through  age  21  and  all  pregnant  women  will  be 
guaranteed  financial  access  to  necessary,  appropriate  and  effective  health  care  services, 
regardless  of  family  income,  employment  status,  ethnic  origin,  geographical  location  or 
health  status.  Beneficiaries  would  be  provided  with  private  health  insurance  with 
comprehensive  benefits  either  through  employers  or  the  state.  Similar  to  other 
so-called  "play  or  pay"  plans,  H.R.  3393  requires  employers  to  provide  qualified  private 
insurance  to  employee's  dependents  who  are  under  age  22  or  pregnant;  or  pay  a  3.2% 
payroll  tax  (up  to  the  Medicare  wage  base)  to  a  state  fund  which  would  purchase 
private  insurance  for  them.  Employees  would  either  pay  no  more  than  20%  of  their 
insurance  premium  if  their  employer  purchases  a  plan  directly;  or  a  1%  payroll  tax  (up 
to  the  Medicare  wage  base)  if  their  employer  opts  for  state  fund  tax  payments. 

•  Includes  a  basic,  comprehensive  benefit  package: 

Similar  to  Medicaid's  mandated  Early  and  Periodic  Screening,  Diagnosis,  and  Treatment 
(EPSDT)  Program,  H.R.  3933  includes  a  mandated  basic,  comprehensive  benefit 
package  for  both  public  and  private  plans.  Benefits  required  in  H.R.  3933  include: 

1)  Preventive  Health  Care:  Routine  office  visits,  immunizations,  and  laboratory 
tests;  prenatal  care;  newborn  infant  care;  child  abuse  assessment;  and  preventive  dental 
care  for  children.  The  schedules  of  preventive  care  for  children  and  prenatal  care  for 
pregnant  women  are  established  standards  of  care  developed  by  the  American  Academy 
of  Pediatrics  and  the  American  College  of  Obstetricians  and  Gynecologists.  There  are 
no  deductibles  or  coinsurance  applied  for  preventive  services. 

2)  Primary  Major  Medical  Services:  Inpatient  and  outpatient  hospital  services; 
physician  services;  professional  services  of  nurse  midwives,  nurse  practitioners,  and 
other  health  professionals;  diagnostic  tests;  durable  medical  equipment;  acute  dental  care 
for  children;  prescription  drugs,  and  medically  recommended  nutritional  supplements. 

3)  Extended  Medical  Services:  Mental  illness  and  substance  abuse  treatment; 
speech,  occupational,  and  physical  therapy  services;  hospice  care;  respite  care;  and 
short-term  skilled  nursing  facility  services. 

•  Establishes  a  one-c!ass  system  of  medical  care  and  replaces  the  pregnant  women's 
and  children's  portion  of  Medicaid: 

The  American  Academy  of  Pediatrics  believes  that  regardless  of  initial  safeguards,  any 
public  plan  designed  primarily  for  low-income  people  would  eventually  degenerate  into 
a  second  class  system  of  care  as  the  result  of  inevitable  political  and  economic 
pressures. 

Medicaid  has  perpetuated  a  two-tiered  system  of  care  in  which  eligibility,  benefits,  and 
reimbursement  limited  by  lack  of  funds,  vary  from  state  to  state. 

Medicaid  still  retains  a  welfare  stigma  and  must  be  applied  for  with  a  means-test 
administered  by  the  public  aid  system.  Working  class  families  struggling  to  stay 
independent  find  this  aspect  of  the  program  distasteful  and  resist  enrolling  their 
children.  More  than  one  in  five  children  in  this  nation  live  in  poverty.  Despite 
Medicaid  expansions,  3.5  million  children  in  families  below  the  poverty  line  are 
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uninsured.  Although  half  of  those  eligible  for  Medicaid  are  children,  less  than  1/5  of 
Medicaid  dollars  are  spent  for  their  care.  Medicaid,  although  crucial  in  the  short  run,  is 
not  the  long  term  solution  we  need. 

H.R.  3393  addresses  the  Medicaid  problem  by  establishing  a  one-tier  system  of  medical 
care  by  replacing,  with  private  insurance,  the  portion  of  the  Medicaid  program  currently 
serving  children  and  pregnant  women,  and  by  requiring  uniform,  comprehensive 
benefits. 

•    Eliminates  preexisting  condition  clauses  in  insurance: 

Uninsurability  due  to  preexisting  medical  conditions  would  be  eliminated. 

Cost  Containment  Issue: 

While  H.R.  3393  does  contain  innovative  cost  containment  measures,  it's  important  to 
understand  that  this  population  is  not  the  cause  of  our  health  budget  crisis.  In  fact,  persons 
under  age  19  are  29%  of  the  population  but  account  for  only  12%  of  all  health  expenditures. 
The  average  annual  medical  care  spending  for  a  young  person  is  less  than  1/2  of  that  for  an 
adult  under  age  65  and  less  than  1/7  for  an  elder  person. 

H.R.  3393  achieves  savings  through  the  promotion  of  preventive  care,  cost-sharing  (premiums, 
deductibles  and  coinsurance)  and  care-coordination  for  medically  complex  children.  The 
legislation  establishes  a  resource  based  relative  value  scale  for  pediatric  and  obstetric  services. 
It  requires  the  Secretary  of  Health  and  Human  Services  (HHS)  to  establish  a  National  Advisory 
Committee,  composed  of  pediatricians,  family  physicians,  obstetricians,  and  experts  on  maternal 
and  child  health.  The  National  Advisory  Committee  will  advise  the  Secretary  of  HHS  on 
appropriate  payment  amounts  (including  the  conversion  factor)  and  factors  that  influence  the 
adequacy  of  health  funding  for  children  and  pregnant  women  (such  as  quality  of  care  and 
distribution  of  services). 


Conclusion: 

H.R.  3393  provides  a  "doable,  first  step  towards  universal  access  to  health  care.  It  provides 
access  to  health  care  while  minimizing  disruptions  in  existing  health  care  financing  and 
delivery  systems.  We  can  address  our  children's  needs  now  while  the  debate  continues  over 
universal  health  care  reform. 

The  future  of  our  economic  security  as  a  nation,  as  individuals,  and  as  families,  depends  on  a 
healthy,  well-educated,  productive  work  force.  Without  competent,  well-trained  young  adults 
to  move  into  positions  being  vacated  by  our  aging  population,  we  will  be  unable  to  compete  in 
global  markets. 

The  American  Academy  of  Pediatrics  urges  prompt  Congressional  action  on  H.R.  3393  "The 
Children  and  Pregnant  Women's  Health  Insurance  Act  of  1991,  so  that  this  nation  can  provide 
children  the  health  care  they  are  entitled  to  and  so  desperately  need.  We  look  forward  to 
working  with  you  as  Congress  considers  this  issue. 


Thank  you. 
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Mr.  McDermott.  Thank  you. 
Dr.  Spoto. 

STATEMENT  OF  ANGELO  P.  SPOTO,  JR.,  M.D.,  PRESIDENT,  AMERI- 
CAN GROUP  PRACTICE  ASSOCIATION,  AND  PRESIDENT, 
WATSON  CLINIC  FOUNDATION,  LAKELAND,  FLA. 

Dr.  Spoto.  Mr.  Chairman  and  distinguished  members  of  the 
Ways  and  Means  Committee,  I  want  to  thank  you  for  affording  the 
American  Group  Practice  Association  this  opportunity  to  comment 
on  health  insurance  reform  proposals. 

We  have  submitted  our  written  testimony  for  the  record,  and, 
with  your  permission,  I  will  summarize  it  now. 

Mr.  McDermott.  Please  do. 

Dr.  Spoto.  I  am  Dr.  Angelo  Spoto,  president  of  the  American 
Group  Practice  Association  (AGP A),  president  of  the  Watson  Clinic 
Foundation  in  Lakeland,  Fla.,  and  a  practicing  internist-allergist. 

Watson  Clinic  is  a  130-physician  multispecialty  group  practice, 
which  this  year  celebrates  50  years  of  caring  for  the  patients  of 
central  Florida.  This  year,  we  will  see  approximately  half  a  million 
patient  visits.  Our  foundation's  major  service  project,  Heartbeat 
International,  has  received  the  President's  C  Flag  Award  for  its 
mission  of  implanting  over  1,000  pacemakers  in  medically  needy 
patients  in  20  nations  since  1984. 

We  all  realize  that,  when  resources  are  available,  we  in  the 
United  States  have  the  finest  health  care  in  the  world.  However,  as 
physicians  in  group  practice,  we  share  the  committee's  concern 
over  the  state  of  the  current  health  care  system. 

AGPA  fully  supports  efforts  to  insure  universal  coverage  and 
access  to  health  care  for  all  Americans.  Our  support  stems  not  only 
from  humanitarian  convictions,  but  also  from  practical  reality.  We 
have  a  very  real  and  significant  stake  in  efforts  to  correct  the  in- 
equities inherent  in  our  system. 

The  unequal  distribution  of  unreimbursed  care  means  that  group 
practices  located  in  poor  urban  and  rural  areas  are  faced  with  a 
growing  population  of  more  severely  ill  patients  and  a  decreasing 
ability  to  cover  their  costs  and  remain  financially  viable. 

In  this  time  of  finite  resources  and  infinite  demand,  we  must 
seek  to  provide  a  uniform  set  of  effective  health  benefits.  There 
must  be  a  public  process,  which  takes  into  consideration  both  social 
values  and  the  common  good  to  determine  what  constitutes  a  basic 
level  of  care. 

AGPA  commends  Chairman  Rostenkowski  and  Health  Subcom- 
mittee Chairman  Stark  for  their  leadership  in  addressing  these  dif- 
ficult and  complex  issues  through  these  and  previous  hearings  on 
health  care  reform.  We  further  commend  you  for  introducing 
health  reform  bills  which  have  grappled  with  the  most  contentious 
issue  of  financing  reforms.  Your  efforts  have  set  the  stage  for  an 
important  national  debate  that  will  certainly  become  the  primary 
domestic  issue  of  the  1992  elections. 

We  believe  that  the  general  public  is  not  at  the  present  time 
ready  for  a  complete  restructuring  of  our  current  system,  a  system 
which  provides  excellent  and  comprehensive  coverage  for  the  ma- 
jority of  Americans.  It  would  be  unfortunate,  however,  not  to  make 
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incremental  changes  that  benefit  the  underserved,  while  the  debate 
regarding  total  reform  continues. 

We  applaud  the  spirit  of  legislative  initiatives  that  focus  on  what 
can  be  done:  small  market  insurance  reform  and  medical  liability 
legislation  as  proposed  by  Representative  Johnson  and  expansions 
of  coverage  for  pregnant  women  and  children,  as  recommended  by 
Representative  Matsui.  These  are  initiatives  that  can  succeed. 
There  are  many  Americans  who  would  benefit  immediately  from 
these  initiatives. 

Fortunately,  there  are  certain  aspects  of  the  health  care  system 
in  place  today  that  will  facilitate  an  orderly  transition  to  a  more 
efficient  and  accountable  health  care  delivery  system.  One  of  them 
is  group  practice. 

Group  practice  represents  a  uniquely  different  and  rapidly  grow- 
ing mode  of  medical  practice.  Medical  group  practices  are  integrat- 
ed systems  of  health  care  delivery,  offering  the  highest  quality, 
most  cost-effective  coordinated  health  care  found  in  this  Nation. 

There  are  many  group  practices  in  both  rural  and  urban  loca- 
tions across  the  country  who  are  organized  in  a  way  to  respond 
constructively  to  an  environment  of  managed  competition  and  ac- 
countability. We  support  advances  in  quality  measurement  which 
facilitate  a  provider's  ability  to  be  accountable  for  the  interven- 
tions they  prescribe. 

AGPA  recommends  that  you  take  steps  to  further  develop  clini- 
cal information  systems  which  improve  medical  decisionmaking, 
complex  insurer  and  provider  organizations  to  be  accountable  and 
effective,  and  develop  a  competitive  market  structure  that  rewards 
insurers  and  providers  for  balancing  medical  care  costs,  quality 
and  patient  satisfaction. 

Although  AGPA  has  not  formally  taken  a  position  on  any  single 
proposal  for  reforming  the  Nation's  health  care  system,  we  feel  the 
principles  and  recommendations  being  developed  by  the  Jackson 
Hole  Group  warrant  careful  study.  Currently,  the  Jackson  Hole 
Group  is  circulating  a  set  of  policy  proposals  that  establish  a 
system  of  managed  competition  between  accountable  health  organi- 
zations, with  the  Federal  Government  serving  as  the  principal  reg- 
ulator of  this  competition. 

Accountable  health  partnerships  are  to  be  held  publicly  responsi- 
ble for  the  costs  and  effectiveness  of  their  medical  services  and  for 
levels  of  patient  satisfaction.  These  health  partnerships  would  be 
required  to  provide  an  array  of  ' 'uniform  effective  health  benefits" 
and  would  be  eligible  for  certain  tax  exclusions  and  advantages. 

The  services  included  in  the  basic  health  benefit  package  would 
be  chosen  based  upon  scientific  evidence  of  treatment  effectiveness, 
societal  values  regarding  appropriateness,  and  on  analyses  of  rela- 
tive costs  and  net  benefits. 

This  proposed  health  system  reform  does  not  require  the  estab- 
lishment of  entirely  new  entities.  Group  practices  are  functioning 
today  as  accountable  health  partnerships.  In  fact,  many  large 
multispecialty  group  practice  members  of  AGPA  are  already  con- 
tracting with  Fortune  500  corporations  and  are  providing  effective 
health  care,  including  fully  integrated  financial,  managerial,  clini- 
cal and  preventive  services. 
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As  you  consider  reforming  this  Nation's  health  care  system,  we 
urge  you  to  take  a  patient  focused  approach.  This  approach  should 
promote  value  and  appropriateness  of  service  over  volume  and  in- 
tensity, promote  integrated  networks  over  a  piecemeal  system, 
measure  quality  of  life  and  health  status,  rather  than  service  utili- 
zation rates,  and  not  limit  any  individual's  ability  to  use  his  or  her 
own  resources. 

The  time  has  come  for  Congress  to  take  steps  to  establish  a 
sound  public/private  sector  health  care  system,  with  a  goal  for  pro- 
viders, insurers,  and  purchasers  to  move  from  managing  care  on  a 
case-by-case  basis  to  accountable  health  partnerships.  These  part- 
nerships are  best  facilitated  within  the  organizational  structure  of 
medical  group  practice. 

AGPA  is  honored  to  have  the  opportunity  to  contribute  to  your 
deliberations.  We  stand  ready  with  the  resources  of  the  association 
to  support  you  efforts  to  reform  the  Nation's  health  care  system. 

Thank  you.  I  would  be  happy  to  answer  any  questions  you  have. 

[The  prepared  statement  follows:] 
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PREPARED  STATEMENT  OF  ANGELO  P.  SPOTO,  JR.,  M.D.,  PRESIDENT, 
AMERICAN  GROUP  PRACTICE  ASSOCIATION 

Mr.  Chairman  and  distinguished  Members  of  the  Ways  and  Means  Committee,  I  want  to  thank 
you  for  affording  the  American  Group  Practice  Association  this  opportunity  to  comment  on 
health  insurance  reform  proposals. 

I  am  Dr.  Angelo  Spoto,  President  of  the  American  Group  Practice  Association  (AGPA), 
President  of  the  Watson  Clinic  Foundation  in  Lakeland,  Florida  and  a  practicing  internist- 
allergist. 

Watson  Clinic  is  a  130-physician  multispecialty  group  practice,  which  this  year  celebrates  50 
years  of  caring  for  the  patients  of  central  Florida.  This  year  we  will  see  approximately  half 
a  million  patient  visits.  Our  Foundation's  major  service  project,  Heartbeat  International,  has 
received  the  President's  C  Flag  Award  for  its  mission  of  implanting  over  1000  pacemakers  in 
medically  needy  patients  in  20  nations  since  1984. 

I  am  honored  to  appear  before  you  on  behalf  of  the  American  Group  Practice  Association. 

We  all  realize  that  when  resources  are  available,  we  in  the  United  States  have  the  finest 
health  care  in  the  world.  However,  as  physicians  in  group  practice,  we  share  the  Committee's 
concern  over  the  state  of  the  current  health  care  system. 

A  desire  for  quality  coupled  with  the  absence  of  incentives  to  contain  costs  has  produced  vast 
technological  breakthroughs,  but  has  also  resulted  in  a  level  of  cost  escalation  that  the  Director 
of  the  Office  of  Management  and  Budget,  Richard  Darman  tells  us  is  unsustainable.  The 
growth  in  health  care  expenditures  has  not  been  beneficial  to  everybody.  Vast  numbers  of  the 
young,  the  unemployed  and  the  underemployed  are  not  participating  in  our  system  Today 
corporate  America  is  seeking  ways  to  regain  a  competitive  position  which  has  been  threatened 
by  increasing  health  care  costs. 

AGPA  fully  supports  efforts  to  ensure  universal  coverage  and  access  to  health  care  for  all 
Americans.  Our  support  stems  not  only  from  humanitarian  convictions  but  also  from  practical 
reality.  We  have  a  very  real  and  significant  stake  in  efforts  to  correct  the  inequities  inherent 
in  our  system.  The  June  12,  1991  issue  of  the  Journal  of  the  American  Medical  Association 
reports  that  discounted  and  uncompensated  care  for  the  uninsured  and  indigent  in  Wisconsin 
falls  disproportionately  on  those  group  practices  that  provide  high  levels  of  care  to  Medicaid 
recipients. 

The  Henry  Ford  Health  System  (HFHS)  in  Michigan  reports  that  in  1990  it  financed  $26 
million  in  charity  care  and  $19  million  in  underpayment  from  Medicaid.  HFHS  anticipates 
even  greater  losses  under  the  proposed  RBRVS  physician  payment  system  and  proposals  to 
reduce  Medicare  payments  for  the  costs  of  indirect  medical  education. 

The  unequal  distribution  of  unreimbursed  care  means  that  group  practices  located  in  poor 
urban  and  rural  areas  are  faced  with  a  growing  population  of  more  severely  ill  patients  and 
a  decreasing  ability  to  cover  their  costs  and  remain  financially  viable.  In  the  past,  hospitals  and 
other  providers  were  able  to  finance  the  cost  of  uncompensated  care  by  shifting  these  costs  to 
other  payors.  However,  these  opportunities  have  become  increasingly  limited  in  an  environment 
in  which  the  federal  government,  HMOs,  the  Blues,  and  other  private  payors  negotiate  fixed 
payment  contracts  with  providers. 


THE  ETHICAL  DILEMMA 

In  our  existing  health  care  system  we  are  also  faced  with  multiple  ethical  dilemmas.  As  we 
work  together  to  reform  the  system,  these  ethical  dilemmas  become  the  central  issue.  In  this 
time  of  finite  resources  and  infinite  demand,  we  must  seek  to  provide  a  uniform  set  of  effective 
health  benefits.  There  must  be  a  public  process,  which  takes  into  consideration  both  social 
values  and  the  common  good,  to  determine  what  constitutes  a  basic  level  of  care. 

In  addition,  we  need  to  address  the  inequities  in  the  health  insurance  industry.  AGPA  would 
support  efforts  to  level  the  playing  field  for  all  organizations  in  the  insurance  industry.  This 
would  include  a  set  of  minimum  standards  for  the  health  insurance  industry,  minimum  benefits 
for  the  insured,  limitation  on  exclusions  for  pre-existing  conditions,  and  a  guarantee  of  the 
availability  of  insurance  for  all  small  employers.  We  also  believe  that  the  tax  code  should  be 
amended  to  provide  individuals  with  incentives  to  purchase  a  minimum,  effective  health  benefits 
package.  We  further  believe  that  small  business  would  have  improved  negotiating  leverage  and 
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better  access  to  health  insurance  if  there  were  incentives  for  them  to  form  group  purchasing 
programs. 


LEGISLATION  BEFORE  CONGRESS 

AGPA  commends  Chairman  Rostenkowski  and  Health  Subcommittee  Chairman  Stark  for  their 
leadership  in  addressing  these  difficult  and  complex  issues  through  these  and  previous  hearings 
on  health  care  reform.  We  further  commend  you  for  introducing  health  reform  bills  which 
have  grappled  with  the  most  contentious  issue  of  financing  reforms.  Your  efforts  have  set  the 
stage  for  an  important  national  debate  that  will  certainly  become  the  primary  domestic  issue 
of  the  1992  elections. 

You  are  justified  in  placing  this  issue  high  on  the  Committee's  agenda.  The  issues  that  the 
Committee,  Congress  and  the  American  people  must  address  are  complex  and  controversial. 
We  will  debate  raising  taxes,  increasing  public  and  employer  mandates  and  controlling 
provider/supplier  prices  and  budgets. 

We  believe  that  the  general  public  is  not  at  the  present  time  ready  for  a  complete  restructuring 
of  our  current  system,  a  system  which  provides  excellent  and  comprehensive  coverage  for  the 
majority  of  Americans.  It  would  be  unfortunate,  however,  not  to  make  incremental  changes 
that  benefit  the  underserved  while  the  debate  regarding  total  reform  continues. 

We  applaud  the  spirit  of  legislative  initiatives  that  focus  on  what  can  be  done:  small  market 
insurance  reform  and  medical  liability  legislation  as  proposed  by  Representative  Johnson  and 
expansions  of  coverage  for  pregnant  women  and  children  as  recommended  by  Representative 
Matsui.  These  are  initiatives  that  can  succeed.  There  are  many  Americans  who  would  benefit 
immediately  from  these  initiatives. 

Fortunately  there  are  certain  aspects  of  the  health  care  system  in  place  today  that  will  facilitate 
an  orderly  transition  to  a  more  efficient  and  accountable  health  care  delivery  system.  One  of 
them  is  group  practice. 

Group  practice  represents  a  uniquely  different  and  rapidly  growing  mode  of  medical  practice. 
Medical  group  practices  are  integrated  systems  of  health  care  delivery,  offering  the  highest 
quality,  most  cost-effective  coordinated  health  care  found  in  this  nation. 

Group  practice  is  rapidly  becoming  the  model  for  our  future  medical  marketplace.  Many 
group  practices  have  been  in  existence  for  years  and  are  today  the  leading  health  care 
institutions  in  our  nation.  They  are  also,  in  many  communities,  the  largest  employers. 
Organized  physician  groups  are  able  to  compete  in  both  the  fee-for-service  and  capitated 
systems  while  continuing  to  innovate  and  advance  medical  practice.  They  often  own,  affiliate 
with,  or  operate  hospitals,  and  they  adapt  quickly  to  changes  in  the  medical  marketplace. 


ACCOUNTABILITY  IN  MEDICINE 

The  practice  style  of  physicians  and  all  health  professionals,  must  be  grounded  in  science  and 
supported  by  data.  There  are  many  group  practices  in  both  rural  and  urban  locations  across 
the  country  who  are  organized  in  a  way  to  respond  constructively  to  an  environment  of 
managed  competition  and  accountability.  We  support  advances  in  quality  measurement  which 
facilitate  a  provider's  ability  to  be  accountable  for  the  interventions  they  prescribe. 

AGPA  recommends  that  you  take  steps  to  further  develop  clinical  information  systems  which 
improve  medical  decision  making;  compel  insurer  and  provider  organizations  to  be  accountable 
and  effective;  and  develop  a  competitive  market  structure  that  rewards  insurers  and  providers 
for  balancing  medical  care  costs,  quality,  and  patient  satisfaction. 

The  Federal  government  has  made  great  progress  in  the  area  of  determining  medical  outcomes 
and  effectiveness.  We  commend  you  for  creating  and  funding  the  Agency  for  Health  Care 
Policy  and  Research  now  under  the  capable  leadership  of  Jarrett  Clinton,  M.D.  We  urge  you 
to  direct  additional  funding  to  research  in  the  outcomes  sciences. 

AGPA  is  committed  to  this  research  and  has  formed  consortiums  within  its  membership  to 
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empirically  determine  which  medical  services  result  in  improved  health  status  and  patient 
satisfaction. 

We  believe  that  you  will  find  that  the  patient-physician  transaction  has  been  optimized  in  the 
integrated  systems  of  care  we  call  multispecialty  group  practice.  Many  of  the  publicly  and 
privately  funded  pilot  studies  in  outcomes  research  are  taking  place  in  multispecialty  group 
practices.  These  are  the  best  institutions  for  research  efforts  because  of  the  integration  of 
every  specialty  -  from  pediatricians  and  family  physicians  to  cardiovascular  and  neurosurgeons  - 
-  into  a  total  medical  delivery  system. 


GROUP  PRACTICE  AS  A  MODEL  FOR  THE  FUTURE 

Although  AGPA  has  not  formally  taken  a  position  on  any  single  proposal  for  reforming  the 
nation's  health  care  system,  we  feel  the  principles  and  recommendations  being  developed  by 
the  Jackson  Hole  Group  warrant  careful  study.  The  health  executives,  leaders,  and  experts  who 
make  up  the  changing  structure  of  the  JHG  have  met  over  the  last  two  years  to  discuss  and 
address  the  problems  in  the  American  health  care  system. 

The  public/private  approach  to  reform  that  the  Jackson  Hole  Group  supports  is  based  on 
principles  espoused  by  a  distinguished  group  of  health  policy  experts  including  Dr.  Paul  Ellwood 
of  InterStudy,  Dr.  Alain  Enthoven  of  Stanford  University,  and  Lynn  Etheredge.  Currently,  the 
Jackson  Hole  Group  is  circulating  a  set  of  policy  proposals  that  establish  a  system  of  managed 
competition  between  Accountable  Health  Organizations,  with  the  Federal  government  serving 
as  the  principal  regulator  of  this  competition. 

Accountable  Health  Partnerships  are  to  be  held  publicly  responsible  for  the  costs  and 
effectiveness  of  their  medical  services  and  for  levels  of  patient  satisfaction.  These  health 
partnerships  would  be  required  to  provide  an  array  of  "uniform  effective  health  benefits"  and 
would  be  eligible  for  certain  tax  exclusions  and  advantages. 

The  services  included  in  the  basic  health  benefit  package  would  be  chosen  based  upon  scientific 
evidence  of  treatment  effectiveness,  societal  values  regarding  appropriateness,  and  on  analyses 
of  relative  costs  and  net  benefits. 

In  the  words  of  Dr.  Paul  Ellwood  and  Lynn  Etheredge,  "This  new  health  system  will  be  based 
on  informed  choices,  diversity,  flexibility,  and  the  professional  and  cultural  values  of  a  private 
system  working  in  concert  with  governmental  efforts  to  assure  public  accountability,  universal 
coverage,  and  cost  containment." 

This  proposed  health  system  reform  does  not  require  the  establishment  of  entirely  new  entities. 
Group  practices  are  functioning  today  as  Accountable  Health  Partnerships.  In  fact,  many  large 
multispecialty  group  practice  members  of  AGPA  are  already  contracting  with  Fortune  500 
corporations  and  are  providing  effective  health  care  including  fully  integrated  financial, 
managerial,  clinical,  and  preventive  services.  These  groups  provide  a  full  array  of  health 
benefits  and  monitor  the  function  and  well-being  of  their  patients.  They  employ  the  tools  of 
total  quality  management.  They  are  responsive  to  the  needs  of  the  communities  in  which  they 
serve.  They  form  partnerships  with  hospitals,  employers,  insurers,  suppliers,  and,  most 
importantly,  with  patients. 

We  believe  the  recent  study  performed  at  Brandeis  University  (for  HCFA  as  a  requirement  of 
the  physician  payment  reform  legislation)  further  supports  our  belief  that  group  practices  are 
Accountable  Health  Partnerships.  The  study  identified  multispecialty  group  practices  as  the 
systems  of  care  that  may  be  the  most  amenable  to  economic  incentives  to  contain  the  cost  of 
care  for  Medicare  beneficiaries. 

You  have  also  heard  testimony  from  the  Washington  Business  Group  on  Health  earlier  this 
year.  Dr.  Mary  Jane  England's  point  should  be  well  taken,  "Cost  containment  and  quality 
improvement  is  best  achieved  by  organized  systems  of  care."  Group  practices  are  well- 
organized  systems  of  care. 

When  data  drawn  from  Olmsted  County,  Minnesota  (an  area  where  the  resident  population 
under  age  65  receives  virtually  all  of  their  medical  care  from  medical  group  practices),  are 
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compared  to  national  data,  it  is  demonstrated  that  integrated  group  practices  have  the  capability 
to  deliver  better  outcomes  at  a  lower  price  per  service  and  cost  per  patient  (Business  and 
Health,  October  1986). 

In  Louisiana,  another  prestigious  medical  group  practice  has  demonstrated  lower  costs  and 
shorter  lengths  of  hospital  stays  even  though  its  patients  have  a  higher  severity  of  illness. 

As  you  consider  reforming  this  nation's  health  care  system,  we  urge  you  to  take  a  patient 
focused  approach.  This  approach  should: 

•  promote  value  and  appropriateness  of  services  over  volume  and  intensity; 

•  promote  integrated  networks  over  a  piecemeal  system; 

•  measure  quality  of  life  and  health  status  rather  than  service  utilization  rates; 

•  not  limit  any  individual's  ability  to  use  his/her  own  resources; 

In  addition  to  our  recommendations  for  a  patient-centered  approach,  we  believe  that: 

•  The  health  care  distribution  system  must  offer  incentives  to  use  those  services  and 
procedures  which  are  effective  and  appropriate  rather  than  those  which  are  of  marginal 
or  unproven  benefit. 

•  Incentives  for  individuals  should  be  structured  to  encourage  those  who  have  the  resources 
to  participate  in  the  health  insurance  system  All  of  those  individuals  who  are  below  those 
thresholds  should  have  access  to  community-based  systems  of  care  that  afford  equal  access 
to  basic  services. 

•  The  process  for  handling  medical  malpractice  cases  should  be  simplified  so  that  judgements 
can  be  made  more  quickly.  This  would  save  billions  of  dollars  now  spent  on  defensive 
medicine.  We  applaud  and  support  the  Hatch/Johnson  medical  professional  liability  reform 
proposal. 

•  The  government  must  address  its  role  and  its  responsibility  to  provide  adequate  payment 
for  services  in  long  term  care,  rehabilitation  services  and  physician  services.  Adequate 
payment  of  Medicare  and  Medicaid  services  would  encourage  more  physicians  and 
employees  to  maintain  the  continuity  of  care  for  resident  patients  and  ultimately  decrease 
the  total  cost  in  this  system.  It  would  also  enhance  an  institution's  ability  to  attract  and 
appropriately  compensate  competent  professionals  necessary  for  giving  continuity  and  quality 
care  to  long  term  residents. 

•  Alternative  settings  such  as  home  and  community-based  care  are  often  more  appropriate 
and  less  costly  than  long  term  care  and  hospital  environments.  AGPA  encourages  you  to 
take  steps  to  facilitate  greater  use  of  such  services  when  deemed  appropriate  by  attending 
physicians. 

•  One  of  the  major  goals  of  health  care  reform  must  be  to  streamline  the  entire  health  care 
system  such  that  patients  have  easy  access  to  appropriate  care  and  providers  have  fewer 
administrative  burdens. 

The  time  has  come  for  Congress  to  take  steps  to  establish  a  sound  private/private  sector 
health  care  system  with  the  goal  for  providers,  insurers  and  purchasers  to  move  from  managing 
care  on  a  case  by  case  basis  to  Accountable  Health  Partnerships.  These  partnerships  are  best 
facilitated  within  the  organizational  structure  of  medical  group  practice. 

AGPA  is  honored  to  have  the  opportunity  to  contribute  to  your  deliberations.  We  stand  ready 
with  the  resources  of  the  Association  to  support  your  efforts  to  reform  the  nation's  health  care 
system. 
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Mr.  McDermott.  Thank  you.  Thank  all  three  of  you. 

Dr.  Griner,  I  referred  to  your  testimony  in  the  previous  panel, 
when  you  called  for  a  manpower  policy  that  changes  the  mix  in 
distribution  of  physicians  in  accordance  with  the  public's  needs.  It 
seems  to  me  that  over  the  last  100  years  we  have  sort  of  allowed 
the  market  to  drive  whatever  decisions  were  made  about  who 
became  a  specialist  and  who  did  not,  and  we  are  in  the  mess  we  are  | 
in  now. 

So,  in  part,  I  agree  with  you.  Do  you  have  any  specific  sugges- 
tions of  how  the  Federal  Government  could  influence  the  number 
and  distribution  of  residency  slots?  For  instance,  can  we  or  should 
we  simply  put  limits  on  the  number  of  slots  that  are  out  there  for 
each  specialty? 

I  would  appreciate  your  comment  on  that,  and  the  other  two  doc- 
tors, as  well,  because  I  think  that  you  heard  the  representative  of 
the  American  Medical  Association  suggest  that  we  are  going  to  just 
let  it  go  voluntarily. 

Dr.  Griner.  Thank  you,  Mr.  Chairman.  I  think  we  would  all  | 
agree  that  there  can  be  no  question  of  the  need  for  more  primary 
care  physicians,  regardless  of  issues  of  manpower  excesses  or  not  in 
the  subspecialties. 

There  are  a  number  of  strategies  which  we,  at  the  American  Col- 
lege of  Physicians,  feel  are  appropriate  to  consider.  Some  of  them 
build  on  current  incentives  which  are  not  at  the  present  time  fully 
effective.  Others  regulate  to  regulatory  intervention. 

Let  me  share  with  you  just  a  few  examples  of  the  initiatives  that 
we  might  suggest.  One  is  the  need  for  further  expansion  of  reim- 
bursement incentives  to  promote  interest  in  primary  care  disci- 
plines, and  that  goes  beyond  just  the  redistribution  of  fees  that  are 
going  to  the  profession  generally  through  the  RBRVS  system. 

We  would  suggest,  for  example,  that  changes  in  the  benefits 
structure  that  would  promote  greater  attention  to  reimbursement 
for  such  preventive  services  as  immunizations,  screening  and  other 
primary  care  services  should,  in  fact,  further  facilitate  the  interest  | 
in  the  discipline  of  primary  care. 

We  certainly  think  that  the  primary  care  physician  is  the  physi- 
cian group  most  disadvantaged  by  intrusive  regulation,  regulation 
that  is  focused  at  the  patient/ physician  interface.  Anything  that  i 
can  be  accomplished  to  reduce  that  level  of  intrusive  regulation, 
while  still  retaining  the  accountability  desired  by  third-party  j 
payers  would,  in  fact,  further  support  the  interest  in  primary  care 
disciplines. 

Loan  forgiveness  or  loan  relief  programs  would  be  a  third  area 
that  we  could  support.  This  would  stimulate  more  people  going  into 
the  primary  care  disciplines,  a  variety  of  financial  incentives  to 
teaching  hospitals  and  medical  schools  to  direct  more  education  in 
the  primary  care  arenas,  either  or  both  at  the  Federal  as  well  as  j 
the  State  levels. 

Finally,  if  all  of  those  are  implemented,  in  one  fashion  or  an- 
other, and  found  to  be  insufficient,  we  need  to  then  come  back  to  1 
the  question  of  whether  some  level  of  regulation  mandating  num-  |, 
bers  and  mix  of  training  programs,  either  at  the  State  or  Federal 
level  for  an  appropriately  developed  and  designated  commission 
would  be  required.  We  are  not  at  the  point  yet  where  we  feel  that 


851 


is  absolutely  necessary,  but  we  do  believe  it  needs  serious  consider- 
ation. 
Thank  you. 

Mr.  McDermott.  Who  would  you  suggest  be  the  one  to  decide,  if 
you  get  to  that  level?  I  think  most  of  us,  having  watched  this — I 
have  been  in  medicine  for  25  years  or  more — do  not  see  anything 
changing  or  see  very  little  changing,  and  it  looks  to  me  like  we  are 
really  going  to  make  changes,  we  are  going  to  wind  up  with  a  regu- 
latory process.  Who  is  going  to  do  that? 

Dr.  Griner.  It  is  an  important  question  for  debate.  One  sugges- 
tion might  be  the  development  of  the  equivalent  of  a  public  utility, 
with  broad  representation,  including  consumers.  For  example,  a 
similar  analogy  that  appears  to  be  working  within  the  hospital  in- 
dustry is  the  Rate  Commission  in  the  State  of  Maryland,  with  a 
fair  and  equitable  recognition  of  the  interests  of  all  the  parties  con- 
cerned. 

Mr.  McDermott.  Dr.  Shea. 

Dr.  Shea.  Yes,  I  would  like  to  address  the  manpower  issue  from 
the  viewpoint  of  the  American  Academic  of  Pediatrics.  We  are  a 
specialty  group,  but  we  are  a  primary  care  specialty,  so  I  think  we 
need  be  very  careful  about  how  we  describe  our  problem. 

We  ourselves  have  been  through  the  GMENAC  study  referred  to 
earlier,  and  the  more  recent  study  by  COGME,  the  Council  on 
Graduate  Medical  Education,  and  we  are  very  wary  of  projections 
and  predictions.  For  example,  COGME  predicted  an  overage  of 
7,500  pediatricians  in  the  year  1990,  and  last  year  our  help-wanted 
ads  in  our  green  journal,  our  prestigious  journal,  measured  some  26 
to  30  pages,  and  all  of  these  were  for  employers  seeking  pediatri- 
cians. 

So,  we  see  perhaps  a  maldistribution  of  pediatricians  in  this 
country,  as  there  may  be  in  every  medical  discipline,  but  we  also 
see  a  critical  shortfall  of  pediatricians  right  now  that  we  are  trying 
to  remedy  with  proactive  efforts  to  recruiting  young  physicians 
into  our  specialty. 

Mr.  McDermott.  Would  you  agree  with  Dr.  Griner  that  it  is 
strictly  or  largely  economically  based,  that  maldistribution? 

Dr.  Shea.  I  think,  in  part,  it  is. 

Mr.  McDermott.  What  other  factors? 

Dr.  Shea.  Well,  certainly,  there  are  individual  decisions  made 
with  geography  by  people,  based  on  family  relationships,  on  parts 
of  the  country  that  people  come  from,  where  their  ties  are,  where 
their  ethnic  affiliations  are.  So,  I  think  it  is  too  simple  to  make  it 
an  economic  issue. 

Mr.  McDermott.  Dr.  Spoto. 

Dr.  Spoto.  When  you  see  outstanding  primary  care  residencies 
that  do  not  fill  for  the  first  time  in  years,  it  disturbs  you.  The 
younger  physicians  have  concerns.  We  must  figure  out  ways  to  en- 
hance and  to  increase  the  incentives  for  primary  care,  because  pri- 
mary care  is  the  basis  of  where  good  quality  care  and  cost  contain- 
ment occur. 

We  feel  that  the  Government,  in  its  regulatory  matters,  has  at 
times  discouraged  primary  care.  We  feel  the  Government  should 
enhance  this  status  of  these  individuals,  rather  than  at  times  de- 
tract from  them,  and  we  would  hope  that  Government  policy  would 
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encourage  individuals  in  primary  care  in  the  future.  We  need  these 
individuals. 

Mr.  McDermott.  We  have  had  some  programs,  and  the  loan  for- 
giveness was  also  suggested  as  a  strategy.  We  have  had  some  diffi- 
culties in  saying  if  you  will  go  to  x  place — and  I  will  not  name  a 
State  or  an  area,  but  if  you  go  to  x  place,  you  get  loan  forgiveness, 
if  you  do  not,  you  have  got  to  pay  it  all  back.  How  effective  do  you 
think  that  kind  of  program  is  really  going  to  be? 

Dr.  Spoto.  That  is  a  part,  but  we  must  have  the  person  want  to 
go  into  primary  care  and  do  the  primary  care  because  he  wants  to, 
and,  therefore,  that  is  my  reasoning.  I  think  that  we  should  have 
increased  incentives  and  increased  status.  We  have  got  to  give 
these  individuals  status  and  incentives,  because  I  think  this  is  what 
the  ideal  primary  care  physician  would  want  to  carry  out  his  mis- 
sion. 

Mr.  McDermott.  By  incentives,  you  are  talking  of  changes  in  the 
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Dr.  Spoto.  That  would  be  one  of  them. 

Mr.  McDermott  [continuing].  The  reimbursement  schedule? 

Dr.  Spoto.  You  and  I  certainly  realize  that  some  of  the  Govern- 
ment actions  in  regards  to  primary  internal  medicine  care,  EKGs, 
et  cetera,  send  a  negative  message  to  the  primary  care  physician. 

Mr.  McDermott.  Do  any  of  the  others  of  you  have  any  comments 
on  this? 

Dr.  Griner.  Yes,  Mr.  Chairman.  It  may  be  appropriate  to  broad- 
en the  concept  of  loan  forgiveness  or  loan  relief,  by  having  physi- 
cians enter  into  areas  that  are  underrepresented,  either  urban  or 
rural.  One  option  could  be  to  work  in  some  cases  with  multi- 
specialty  group  practices  who  have  need  for  larger  numbers  of  pri- 
mary care  physicians  and  provide  relief  for  those  practices  in  one 
way  or  another.  This  can  be  done  either  through  reimbursement 
incentives  or  otherwise,  to  help  underwrite  the  costs  of  loans  and 
further  stimulate  the  entry  into  primary  care  of  young  people. 
Some  of  whose  activities  could  then  be  directed  at  those  who  are 
not  currently  receiving  access  to  health  services. 

Mr.  McDermott.  We  in  the  State  of  Washington  have  tried  with 
the  WAMI  program,  actually,  Washington,  Alaska,  Montana  and 
Idaho,  to  try  and  spread  people  out,  and  it  has  been  relatively  suc- 
cessful, but  it  seems  that  it  is  a  difficult  problem. 

I  think  that  one  of  the  problems  we  face  in  the  Congress — and 
you  heard  it  earlier  from  some  of  the  Members  who  come  from 
rural  areas — is  how  do  we  make  a  national  system  that  deals  with 
the  problems  of  rural  health  care.  It  is  a  big  problem,  one  that  we 
do  not  have  a  good  answer  for.  So,  as  your  organizations  come  up 
with  ideas,  I  think  we  would  be  quite  open  to  them. 

Dr.  Spoto.  Mr.  Chairman,  in  that  same  light,  even  though  the 
physicians  might  wish  to  go  to  the  area,  this  is  also  a  society  prob- 
lem. You  must  convince  the  spouse  that  he/she  wants  to  go  to  that 
area.  Although  the  physician  might  wish  initially  to  go  to  that  area 
when  he/she  signs  onto  a  program,  subsequent  marriages,  et 
cetera,  may  actually  change  his/her  perspective  of  what  he  wants 
to  do,  and  this  is  a  great  concern. 

Mr.  McDermott.  Mr.  Matsui  will  inquire. 

Mr.  Matsui.  Thank  you,  Mr.  Chairman. 
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First  of  all,  I  would  like  to  just  comment  on  Dr.  Shea's  comments 
and  also  to  thank  you,  Dr.  Shea  and  Dr.  Eaton,  your  current  presi- 
dent of  the  American  Academy  of  Pediatrics,  and  your  staff  for  the 
work  that  you  did  on  helping  me  develop  my  legislation. 

I  would  like  to  just  point  out  one  item.  Your  profession  of  pediat- 
rics, in  my  opinion,  really  has  done  an  outstanding  job  in  this 
effort.  You  have  made  some  recommendations  that  are  embodied  in 
the  legislation  that  create  a  one-tiered  system,  unlike  the  current 
system  that  we  have  today  for  children  and  pregnant  women.  And 
it  was  not  without  some  risk,  I  think,  that  your  leadership,  includ- 
ing you,  have  done  that. 

Dr.  Shea.  Thank  you. 

Mr.  Matsui.  So,  I  just  want  to  commend  you,  because  you  have 
taken  a  step  that  actually  shows  a  great  deal  of  leadership  and  I 
think  that  is  what  we  are  going  to  need  in  this  decade  in  the  whole 
health  care  area.  I  just  want  to  thank  you  publicly  for  that  effort. 

I  would  like  to  just  ask  one  question  of  all  of  you.  The  adminis- 
tration— and  even  in  your  testimony,  you  emphasize  tort  reform 
and  managed  care,  and  I  think  that  is  fine.  I  think  we  are  going  to 
have  to  look  into  these  areas,  as  we  begin  to  develop  the  kind  of 
approach  we  are  going  to  take,  whether  it  be  comprehensive  or  in- 
cremental. 

Do  you  think  that  those  kinds  of  steps  alone,  managed  care  and 
tort  reform,  will  be  sufficient  to  really  reform  the  system,  to  pro- 
vide access  to  34  million  people  who  do  not  have  it,  and  at  the 
same  time  contain  costs  somewhat?  I  think  that  is  a  very  difficult 
issue  that  we  are  grappling  with  now.  The  administration  appears 
to  think  that  is  the  way  we  should  go.  Perhaps  I  could  receive  a 
comment  on  that. 

Dr.  Griner.  Mr.  Matsui,  the  debate  that  will  have  to  be  engaged 
with  regard  to  comprehensive  reform  will  obviously  occur  over  a 
period  of  years,  as  you  have  just  indicated.  We,  the  American  Col- 
lege of  Physicians,  do  feel  that  there  are  a  large  number  of  initia- 
tives that  can  be  undertaken  immediately  that  will  be  in  sync  with, 
and  will  not  conflict  with  larger  elements  of  reform,  tort  reform 
being  only  one.  We  can  think  of  four  or  five  others  that  could 
almost  immediately  be  developed  and  implemented.  For  example, 
benefits  reform  in  areas  relating  to  preventive  services  and  screen- 
ing. This  has  fairly  modest  increases  in  expenditures  but  long-term 
gains  with  regard  to  cost  reduction  down  the  road.  Certainly,  ex- 
panded support  for  practice  guidelines,  emanating  from  research 
on  the  effectiveness  of  various  practices  for  which  we  do  not  have 
sufficient  knowledge  currently.  Expanded  incentives  for  primary 
care  manpower,  as  we  briefly  mentioned  earlier  of  the  need  for  co- 
ordination of  external  oversight  among  the  various  organizations, 
for  which  providers  are  accountable — it  is  an  enormous  administra- 
tive expense  now  and  can  be  reduced.  Finally,  the  need  for  bal- 
anced regulations,  taking  into  account  the  fact  that  article  28  fa- 
cilities are  under  fairly  tight  regulation,  as  they  should  be,  for  nec- 
essary services.  While  we  have  a  fairly  unfettered  system  in  terms 
of  out-of-hospital  facilities,  the  creation  and  development  of  free- 
standing facilities,  in  many  cases  provide  unnecessary  services. 

All  of  these  are  areas  for  reform,  for  which  fairly  good  agree- 
ment exists  among  all  of  the  interested  parties  and  for  which  early 
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interventions  with  respect  to  legislation  and  regulation  should  be 
able  to  address  while  the  debate  is  going  on  over  larger  areas  of 
reform. 

Mr.  Matsui.  I  think  something  like  managed  care  could  be  per- 
haps implemented  at  the  Federal  level.  It  would  be  much  more  dif- 
ficult, obviously,  but  I  suppose  it  could  be  implemented,  given  the 
experience  with  the  private  insurance  side  of  the  equation. 

But  if  you  get  into  something  like  tort  reform,  you  know,  we 
have  had  this  whole  debate  on  tort  reform  at  the  National  Associa- 
tion of  Manufacturers  in  the  area  of  nonmedical  areas,  and,  in 
spite  of  what  one  might  think,  the  legislation  is  going  nowhere.  I 
could  see  us  getting  embroiled  in  tort  reform  at  the  national  level 
for  years  and  years  and  years  and  not  really  getting  to  some  of  the 
fundamental  problems,  and  I  guess  that  is  why  I  thought  the  ad- 
ministration was  being  somewhat  disingenuous  by  raising  that,  be- 
cause they  know  that  there  is  just  not  a  consensus  in  that  particu- 
lar area. 

We  have  some  degree  of  tort  reform  in  California,  as  you  know, 
and  it  is  working,  but  I  do  not  think  you  can  bring  that  over  to  the 
Federal  level,  because  you  have  the  issue  of  States  rights  and  a  lot 
of  other  arguments.  So,  when  we  focus  on  those  kinds  of  issues,  my 
fear  is  that  we  are  going  to  get  lost  in  the  forest,  because  we  are 
going  to  be  playing  around  with  the  trees  and  not  seeing  the  bigger 
picture,  and  I  guess  that  is  where  I  think  has  been  the  problem 
with  the  administration. 

I  know  that  is  not  your  position.  I  raise  that  only  because  I  think 
we  have  to  begin  to  talk  about  the  larger  issue.  You  know,  Mr. 
Darman  raised  the  issue  of  the  President  had  one  line  about  tax 
reform  and  it  took  3  years  before  we  really  came  up  with  a  tax 
reform  package.  But  bear  in  mind,  there  were  significant  tradeoffs 
in  that  package,  and  if  you  just  try  to  take  one  element  of  tax 
reform,  it  would  not  have  ever  passed,  because  it  was  as  tradeoff 
eliminating  preferences  for  lower  rates,  and  that  is  a  problem  in 
this  whole  debate,  there  has  to  be  tradeoffs  involved.  I  do  not  know 
if  those  tradeoffs,  if  we  just  deal  with  these  smaller  items,  could  fly 
and  would  make  a  difference,  but  I  just  raise  that  for  discussion. 

Dr.  Griner.  We  certainly  agree  and,  given  the  large  number  of 
reform  issues  that  can  be  addressed  that  are  not  quite  as  controver- 
sial, I  agree  with  you  that  to  be  preoccupied  with  one  that  will  take 
an  extended  period  of  debate  and  maybe  not  get  us  anywhere  is  a 
false  step. 

Mr.  Matsui.  Let  me  say  this:  My  comments  to  all  three  of  you 
are  not  meant  to  be  critical,  because  I  really  believe  that  you  are 
attempting  to  solve  this  problem  in  a  very  comprehensive  way,  and 
I  appreciate  your  involvement  in  this  area. 

Dr.  Shea.  Congressman  Matsui,  first  of  all,  let  me  thank  you  on 
behalf  of  the  academy  for  your  kind  comments  with  regard  to  our  2 
years  of  work  with  the  children  first  proposal,  but  we,  in  turn, 
would  like  to  compliment  you  and  show  our  gratitude  with  regard 
to  the  way  you  have  taken  this  proposal  and  advanced  it  with  great 
fidelity. 

Mr.  Matsui.  Thank  you. 

Dr.  Shea.  To  address  the  tort  reform  issue,  our  academy  believes 
that  any  mechanism  by  which  children  can  be  compensated  for  in- 
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advertent  injury  is  appropriate,  but  within  the  system  there  are 
certainly  inequities  and  there  are  even  abuses.  We  believe  that  if 
these  can  be  rectified,  certainly  it  is  going  to  change  for  the  better 
the  whole  attitude  of  the  physician,  as  he  or  she  treats  patients 
and  relates  to  them. 

Whether  putting  a  cap  on  nonmedical  damages  or  whether 
changing  the  statute  of  limitations  is  going  to  project,  as  I  have 
heard  this  morning,  into  less  defensive  medicine,  I  think  the  jury  is 
out  on  that  and  I  think  we  have  to  be  very  realistic  about  it.  At  the 
same  time,  I  think  any  of  these  increments  that  would  advance  the 
whole  practice  of  medicine  with  an  additional  goal  of  influencing 
the  cost  of  health  care  certainly  are  beneficial. 

The  issue  of  case  management,  certainly  there  are  good  data  out 
there  that  show  that  appropriate  cases  management,  that  is  not  re- 
pressive and  that  is  not  compromise  health  care,  are  certainly  ap- 
propriate and  can  be  cost-effective. 

Mr.  Matsui.  I  would  like  to  make  this  comment,  that  I  am  not 
suggesting  that  we  should  not  do  anything  on  tort  reform.  I  am 
just  saying  that  if  we  just  focus  on  that  issue  and  say  that  will 
solve  a  great  part  of  the  problem  of  health  care  rising  costs,  I  think 
we  would  be  missing  the  point. 

It  is  interesting  that,  when  we  went  into  the  DRGs  back  in  1983 
with  hospitals,  that  is  probably  when  the  whole  issue  of  liability 
reform  should  have  come  up,  because  there  is  where  tradeoffs 
would  have  occurred,  but  for  some  reason  we  were  locked  into  the 
Social  Security  issue,  and  this  was  an  afterthought  and  we  never 
really  got  to  it.  I  appreciate  both  of  your  comments  here. 

Dr.  Spoto.  Congressman  Matsui,  we  would  like  to  second  the  ap- 
plause of  the  American  Academy  of  Pediatrics  regarding  your 
work. 

We  do  believe  that  coordinated  care  has  to  be  at  the  center  of 
any  attempt  that  we  begin  to  try  to  bring  in  cost  containment,  and 
the  coordinated  care,  with  its  built-in  peer  review  systems,  quality 
outcomes  projects,  et  cetera,  has  to  be  there  in  order  to  preserve 
quality,  because  certainly  we  could  bring  in  cost  containment,  but 
if  we  do  not  continue  to  offer  our  patients  value  for  what  they  are 
paying,  then  we  will  lose  out  in  the  long  run. 

Mr.  Matsui.  I  would  like  to  thank  all  three  of  you  for  your  testi- 
mony. I  appreciate  it. 

Mr.  McDermott.  Thank  you. 

I  want  to  also  congratulate  Congressman  Matsui.  As  a  physician, 
I  think  anybody  who  looks  at  what  is  going  on  today  is  puzzled  by 
the  continued  refusal  of  the  insurance  industry  and  other  forces  in 
our  society  to  deal  with  prevention.  We  will  spend  millions  of  dol- 
lars in  neonatology  units,  with  little  kids  that  could  have  been  pre- 
vented from  arriving  in  the  world  in  that  shape,  if  we  had  spent  a 
few  bucks  during  the  first  trimester  of  their  mother's  pregnancy. 

The  same  is  true  with  blood  pressure.  We  will  spend  a  lot  of 
money  with  people  who  have  had  a  stroke,  when  we  will  not  spend 
any  for  blood  pressure  screening  or  providing  them  the  medication 
to  keep  their  blood  pressure  down.  I  will  not  ask  you  to  comment 
on  why  it  is  the  society  has  not  dealt  with  those  kinds  of  issues,  but 
I  think  it  is  crucial  that  any  proposal  we  put  together  has  preven- 
tion built  into  it  from  the  very  outset.  There  ought  to  be  payment 
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for  prevention,  because  if  there  is  no  payment  for  it,  it  will  not  be 
done. 

I  want  to  thank  you  all  for  coming. 

We  will  go  over  and  vote,  and  as  soon  as  I  can  walk  back  over 
here,  we  will  come  back  into  session.  We  stand  in  recess. 
[Recess.] 

Mr.  McDermott.  The  committee  will  come  to  order.  The  final 
panel  today  includes  representatives  from  three  hospital  associa- 
tions, Larry  Gage,  who  is  president  of  the  National  Association  of 
Public  Hospitals;  Robert  Sweeney,  president  of  Children's  Hospitals 
and  Related  Institutions;  and  Michael  Bromberg,  the  executive  di- 
rector of  the  Federation  of  American  Health  Systems. 

As  I  indicated  to  the  other  people  who  have  been  before  the  com- 
mittee, your  full  statement  will  be  placed  in  the  record,  and  you 
may  summarize  in  any  way  you  wish. 

Mr.  Gage,  you  may  proceed. 

STATEMENT  OF  LARRY  S.  GAGE,  PRESIDENT,  NATIONAL 
ASSOCIATION  OF  PUBLIC  HOSPITALS 

Mr.  Gage.  Thank  you,  very  much. 

Mr.  McDermott,  Dr.  McDermott,  we  want  to  thank  you  as  well 
for  your  work  going  back  to  the  period  before  you  were  even  a 
member  of  this  committee.  And  areas  like  pediatric  AIDS  and 
AIDS  housing,  probably  some  of  the  most  significant  health  care 
reforms  to  come  out  of  the  Banking  Committee,  came  out  under 
your  sponsorship  and  we  are  very  pleased  to  have  you  on  a  commit- 
tee, that  I  guess  many  consider  at  least  one  of  two  players  in  the 
big  leagues  of  health  care  reform. 

I  am  Larry  Gage,  president  of  the  National  Association  of  Public 
Hospitals.  NAPH's  members  include  over  100  of  our  Nation's  met- 
ropolitan area  safety  net  hospitals;  some  public  and  some  private.  I 
have  submitted  prepared  testimony  today  that  addresses  four 
major  points. 

First,  it  provides  you  with  some  background  on  NAPH  member 
hospitals  including  some  of  the  serious  and  growing  crises  we  feel 
are  faced  by  these  hospitals. 

Second,  we  provide  you  with  NAPH's  adopted  principles  for 
achieving  national  health  system  reform,  against  which  we  believe 
the  specific  bills  before  you  should  be  considered. 

Third,  we  offer  a  number  of  comments  on  those  elements  of  the 
many  specific  proposals  before  you  that  meet  NAPH's  criteria. 

And  finally,  we  make  several  observations  about  the  importance 
of  continuing  to  address  the  more  immediate  needs  of  our  safety 
net  hospitals  between  now  and  the  implementation  of  any  nation- 
wide reforms. 

I  think  in  the  remainder  of  my  oral  presentation  today  I  would 
like  just  to  summarize  a  few  key  points,  and  particularly  to  call 
your  attention  to  the  principles  I  just  mentioned,  which  have  been 
endorsed  by  NAPH  member  hospitals. 

First,  while  incremental  improvements  are  acceptable,  we  really 
feel  that  the  goal  of  any  national  health  plan  must  be  universal 
access  or  coverage  for  all.  However,  we  think  it  is  important  to 
point  out  that  not  every  individual  needs  to  receive  insurance  cov- 
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erage  to  be  guaranteed  access  under  a  universal  health  plan.  It 
must  be  recognized  that  there  will  always  be  individuals  who  fall 
through  the  cracks,  and  that  it  is  acceptable  to  provide  access  for 
such  persons  through  the  preservation  of  a  strong  and  well-fi- 
nanced institutional  health  safety  net. 

A  national  health  plan  must  require  a  consistent  national  eligi- 
bility service,  and  provider  payment  standards  for  the  Medicaid 
program  and  serious  consideration  should  be  given  to  the  federal- 
ization of  Medicaid,  together  with  its  expansion  to  serve  all  of 
America's  medically  indigent  or  its  elimination  and  merger  with 
Medicare  and  other  governmentally  financed  plans. 

We  believe  that  a  core  national  minimum  benefit  package  must 
be  developed,  and  finally  we  believe  that  States  must  be  permitted 
wider  latitude  to  experiment  with  and  administer  new  plans,  in- 
cluding the  ability  to  waive  ERISA  constraints  in  the  short  run  on 
the  regulation  of  self-insured  businesses  so  that  we  may  begin  ex- 
perimenting perhaps  even  in  advance  of  any  national  reform. 

These  concerns  and  criteria,  we  believe,  can  be  met  in  several 
ways  and  by  several  different  kinds  of  proposals,  as  well  as  by  an 
approach  that  combines  elements  of  various  bills.  For  example,  we 
are  pleased  that  a  substantial  majority  of  the  bills  before  the  com- 
mittee call  for  universal  access  in  their  proposed  health  programs. 
A  number  of  the  bills  also  address  themselves  to  Medicaid  reform, 
and  we  are  pleased  to  see  that  some  of  them  even  dare  to  tackle 
the  VA  and  the  Federal  employees  health  benefit  plan,  even 
though  that  creates  some  jurisdictional  nightmares  for  any  piece  of 
legislation. 

With  respect  to  NAPH's  other  criteria,  a  majority  of  the  bills 
before  you  adequately  meet  most  of  them  as  well.  For  example,  six 
of  the  proposals  contain  explicit  requirements  for  minimum  bene- 
fits; five  of  the  proposals  address  themselves  in  significant  ways  to 
private  insurance  reform,  and  so  forth,  and  these  bills  are  dis- 
cussed and  described  in  my  prepared  testimony. 

I  think  I  would  close  by  suggesting  that  the  greatest  concern  to 
NAPH  members  about  these  proposals  is  their  failure  to  take  into 
account  the  need  to  preserve  and  rebuild  a  health  infrastructure, 
particularly  in  our  Nation's  inner  cities.  No  matter  how  universal 
any  bill  is  on  paper,  national  health  insurance  alone  will,  by  no 
means,  guarantee  the  availability  of  needed  health  services  to 
anyone  and  everyone.  We  need  only  study  the  Medicaid  program 
today  to  understand  the  tremendous  inequities  that  are  likely  to 
continue  to  exist  well  past  the  adoption  of  any  national  health 
scheme.  Many  urban  areas  simply  lack  sufficient  numbers  of  pro- 
viders to  meet  current,  let  alone,  expanded  health  needs,  and  of 
those  urban  providers  who  do  exist  the  doors  of  many  are  too  often 
closed  to  the  poor,  regardless  of  their  insurance  status. 

I  will  thank  you,  very  much  and  would  be  happy  to  answer  any 
questions. 

[The  prepared  statement  follows:] 
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National  Association  of  Public  Hospitals 

before  the 

Committee  on  Ways  &  Means 
U.S.  House  of  Representatives 

October  10,  1991 


Mr.  Chairman,  members  of  the  Committee,  I  am  Larry  Gage,  President  of  the 
National  Association  of  Public  Hospitals  (NAPH).  NAPH's  members  include  over  100  of 
America's  metropolitan  area  safety  net  hospitals.  These  100  institutions  (taken  together) 
comprise  America's  most  important  health  and  hospital  system.    With  combined  revenues  of 
over  $10  billion,  these  hospitals  provide  over  50%  of  their  services  to  Medicaid  and  low 
income  uninsured  and  underinsured  patients.  As  you  debate  numerous  proposals  to  expand 
health  coverage  and  access  for  these  populations,  it  is  imperative  that  you  understand  that 
this  handful  of  institutions  already  serve  as  "national  health  insurance"  by  default  in  most  of 
our  nation's  urban  areas. 

I  am  pleased  to  have  this  opportunity  to  testify  today  on  the  many  specific  proposals 
pending  before  your  Committee  for  expanding  national  health  coverage.  Our  failure  to 
provide  universal  health  coverage  and  access  to  care  has  for  years  been  the  single  most 
glaring  deficiency  of  our  nation's  health  system  -  one  we  share  only  with  South  Africa 
among  Western  nations.  In  the  past  two  decades  alone,  there  have  been  nearly  a  dozen  major 
national  health  insurance  initiatives,  offered  by  the  most  important  political  leaders  of  our 
era,  as  well  as  scores  of  more  modest  proposals.  Unfortunately,  each  of  these  proposals  has 
generated  influential  opposition  as  well,  virtually  paralyzing  all  efforts  to  achieve  needed 
reform.  As  a  result,  we  have  advanced  very  little  in  this  arena  since  the  enactment  of 
Medicare  and  Medicaid. 

I  would  like  to  accomplish  four  things  in  my  prepared  testimony  this  morning:  first, 
as  a  background  to  your  deliberation  of  the  specific  proposals  before  you,  I  would  like  to 
describe  America's  safety  net  hospitals  in  some  detail,  including  the  serious  and  growing 
crises  faced  by  this  crucial  segment  of  our  nation's  health  system;  second,  I  would  like  to 
provide  you  with  NAPH's  principles  for  achieving  national  health  system  reform  and 
universal  access,  against  which  we  believe  the  specific  bills  before  you  should  be  considered; 
third,  I  would  like  to  comment  on  those  elements  of  the  specific  proposals  before  you  that 
meet  NAPH's  criteria;  and  fourth,  I  would  like  to  make  some  observations  about  the 
importance  of  continuing  to  address  the  more  immediate  needs  of  our  health  safety  net,  and 
the  patients  they  serve,  between  now  and  the  implementation  of  any  nationwide  reforms. 

AMERICA'S  SAFETY  NET  HOSPITALS 

The  only  reason  we  have  had  the  luxury  of  debating  rather  than  enacting  universal 
health  coverage  in  recent  years  is  because  of  a  small  and  extremely  fragile  institutional  health 
safety  net.  This  safety  net  is  centered  around  no  more  than  two  to  three  hundred  public  and 
nonprofit  hospitals,  supported  by  often  poorly  funded  ambulatory  clinics,  mostly  located  in 
metropolitan  areas.  The  condition  of  many  of  these  essential  safety  net  providers  has 
deteriorated  substantially  in  recent  years,  and  is  far  worse  today  than  when  universal  health 
coverage  was  last  seriously  debated  in  the  1970s.  As  a  result,  our  nation's  health  system  is 
facing  a  crisis  today  of  unprecedented  proportions. 
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Let  me  illustrate  the  urgency  of  this  situation  with  a  few  facts  about  safety  net 
hospitals  and  their  uninsured  patients: 

o       Safety  net  hospitals  are  bursting  at  the  seams,  providing  an 

extraordinary  volume  of  inpatient  and  outpatient  care.  NAPH  members 
provided,  on  average,  over  250,000  outpatient  visits,  19,000  inpatient 
admissions,  and  4,100  live  births  in  1988. 

o       58  NAPH  member  hospitals  across  the  nation  averaged  an  82% 
occupancy  rate  in  1988,  with  many  hospitals  approaching  100%. 

o       Many  of  the  patients  in  safety  net  hospitals  are  uninsured,  even  by 
Medicaid;  in  1988,  nearly  36%  of  all  discharges  and  30%  of  all 
inpatient  days  were  unsponsored  in  NAPH  member  hospitals;  on 
average,  over  116,000  outpatient  visits  or  42%  of  all  visits  were  also 
uninsured. 

o       Just  18%  of  the  net  revenues  of  safety  net  hospitals  are  derived  from 
private  insurance,  while  52%  of  revenues  come  from  Medicaid  and 
direct  state/local  subsidies  (an  average  of  $40  million  in  Medicaid 
revenues  and  $36  million  in  direct  subsidies);  without  direct  subsidies, 
NAPH  member  hospitals  would  average  operating  deficits  of  over 
30%  ~  and  even  with  subsidies,  63%  still  experience  deficits. 

o  The  growth  and  persistence  of  these  deficits  have  been  exacerbated  by 
new  epidemics  concentrated  on  the  poor  and  disenfranchised,  including 
AIDS,  drugs  abuse,  high  risk  pregnancies,  and  inner  city  violence. 

o       These  new  epidemics,  combined  with  the  general  lack  of  availability  to 
the  uninsured  of  preventive  health  services,  mean  that  safety  net 
patients  are  more  likely  to  be  sicker  than  insured  patients  -  especially 
inner  city  minorities.  The  New  England  Journal  of  Medicine  reported 
last  year  that  black  men  in  Central  Harlem  now  have  a  lower  life 
expectancy  than  men  of  similar  age  in  Bangladesh.  And  here  in 
Washington,  D.C.,  a  resident  of  Anacostia  is  ten  times  more  likely  to 
require  hospitalization  for  pneumonia  than  a  resident  of  Georgetown. 

o       The  ability  of  safety  net  hospitals  to  cope  with  these  new  epidemics  and 
still  serve  their  other  patients  is  further  affected  by  critical  personnel 
shortages,  and  by  the  inability  to  obtain  capital  for  renovation, 
maintenance  and  technology. 

In  short,  while  you  are  debating  how  to  provide  access  to  care,  the  nation's  Safety  Net 
hospitals  are  providing  that  care  now,  and  they  are  providing  it  to  more  and  sicker  people 
than  at  any  other  time  in  our  nation's  history. 

NAPH  PRINCIPLES  FOR  HEALTH  COVERAGE  REFORM 

Clearly  the  single  most  important  feature  of  any  national  health  plan  is  universal 
access.  Universal  health  coverage  must  remain  the  single  most  important  legislative  and 
policy  goal  of  our  nation's  health  system.  NAPH  members  remain  convinced  that 
leadership  for  comprehensive  reform  must  come  from  the  federal  government.  In  this 
context,  we  are  pleased  to  set  forth  some  essential  criteria  for  any  program  of  universal 
health  access  and  coverage  for  all  Americans.  The  following  principals,  at  a  minimum,  have 
been  endorsed  by  NAPH  member  hospitals  as  essential  to  any  national  health  plan: 

•  While  incremental  improvements  are  acceptable,  the  goal  of  any  national  health 
plan  must  be  universal  access  or  coverage  for  all. 
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•  However,  not  every  individual  needs  to  receive  insurance  coverage  to  be 
guaranteed  access  under  a  universal  health  plan;  it  must  be  recognized  that  there  will 
always  be  individuals  who  fall  through  the  cracks,  and  that  it  is  acceptable  to  provide 
access  for  such  persons  through  the  preservation  of  a  strong  and  well-financed 
institutional  safety  net. 

•  A  national  health  plan  must  require  consistent,  national  eligibility,  service  and 
provider  payment  standards  for  the  Medicaid  program,  and  serious  consideration 
should  be  given  to  the  federalization  of  Medicaid  (together  with  its  expansion  to  serve 
all  of  America's  medically  indigent)  or  its  elimination  and  merger  with  Medicare. 

•  A  core  national  minimum  benefit  package  must  be  developed  that  is  not  so  rich  as 
to  be  unaffordable,  yet  covers  essential  preventive,  primary  care  and  hospital  services, 
and  guards  against  the  burden  of  catastrophic  illness. 

•  The  present  system  of  private  insurance  can  continue  under  a  national  health  plan, 
but  insurance  reform  is  an  essential  part  of  any  national  health  package;  the  federal 
government  should  preempt  state  regulation  to  the  extent  necessary  to  set  national 
standards  for  health  insurance  plans,  which  include  mandating  minimum  benefit 
packages  on  all  employers  above  a  reasonable  size,  reinstatement  of  community 
rating,  and  curbing  current  trends  toward  exclusion  of  preexisting  conditions  (or 
setting  post-illness  limits  on  specific  diseases  such  as  AIDS). 

•  States  must  be  permitted  wider  latitude  to  experiment  with  new  plans,  including  the 
ability  to  waive  ERISA  constraints  on  the  regulation  of  self-insured  businesses. 

•  Any  national  plan  must  include  a  heavy  emphasis  on  preventive  and  primary  care 
and  must  provide  adequate  support  for  initiatives  to  encourage  changes  in  lifestyles. 


COMMENTS  ON  SPECIFIC  PROPOSALS 


In  this  section  of  my  prepared  testimony,  I  would  like  to  offer  comments,  as  you  have 
requested,  on  the  specific  proposals  pending  before  this  Committee.  Before  I  do  so,  let  me 
suggest  that  NAPH's  concerns  and  criteria  can  be  met  in  several  ways  and  by  several 
different  kinds  of  proposals,  as  well  as  by  an  approach  that  combines  elements  of  various 
bills.  We  thus  believe  it  is  more  important  to  encourage  you  to  move  expeditiously  to  pass  a 
proposal  upon  which  you  can  achieve  consensus  than  it  is  for  us  to  endorse  any  specific  bill. 
In  effect,  NAPH  can  endorse  many  of  the  bills  before  you  today,  even  if  some  of  their 
elements  may  differ  from  each  other  and  even  if  we  may  disagree  with  particular  elements. 
We  are  looking  for  action,  not  election  year  grandstanding.  And  we  will  lend  far  greater 
support  to  those  of  you  who  are  willing  to  cooperate  and  compromise  than  those  who  may 
believe  that  your  proposals  are  etched  in  stone. 

For  that  reason,  rather  than  addressing  each  of  the  pending  bills  separately,  my 
comments  will  summarize  the  extent  to  which  the  various  bills  before  you  address  each  of 
the  important  criteria  set  forth  above. 

Goal  of  Universal  Access 

I  am  pleased  to  find  that  the  majority  of  the  bills  currently  under  consideration  by  this 
Committee  provide  for  universal  access  to  their  proposed  health  care  programs. 
Congresswoman  Oakar's  Comprehensive  Health  Care  for  All  Americans  Act  (H.R.  8), 
Congressman  Stark's  Mediplan  program  (H.R.  650),  Congressman  Pease's  Universal  Health 
Insurance  Act  (H.R.  1255),  Congressman  Russo's  Universal  Health  Care  Act  (H.R.  1300), 
and  Congressman  Gibbons'  Medicare  Universal  Coverage  Expansion  Act  of  1991  (H.R. 
1777)  would  all  guarantee  participation  and  coverage  of  all  Americans  upon  enactment  of  the 
legislation.  Chairman  Rostenkowski's  proposal,  the  Health  Insurance  Coverage  and  Cost 
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Containment  Act  of  1991  (H.R.  3205),  would  cover  all  Americans  by  1996,  and 
Congressman  Waxman's  Pepper  Commission  Health  Care  Access  and  Reform  Act  (H.R. 
2535)  would  cover  all  citizens  by  the  5th  year  after  enactment.  Chairman  Dingell's  National 
Health  Insurance  Act  (H.R.  16)  calls  for  coverage  of  the  unemployed  and  publicly  assisted, 
but  it  does  not  specify  the  mechanisms  by  which  coverage  would  be  offered. 

Of  the  four  remaining  bills,  three  specifically  provide  insurance  programs  for 
employed  people  and  the  fourth  is  targeted  for  coverage  of  children  and  pregnant  women. 
We  support  the  encouragement  of  employers  to  provide  insurance  programs  for  their 
employees,  and  we  are  pleased  to  support  efforts  to  expand  services  for  pregnant  women  and 
children.  Many  of  the  patients  seen  by  our  safety  net  hospitals  are  unemployed,  or  receive 
publicly  funded  health  benefits. 

Preservation  of  Institutional  Safety  Net 

Congressman  Dingell's  proposal,  H.R.  16,  briefly  addresses  Congressional  findings 
about  the  current  status  of  our  health  care  system.  His  legislation  spells  out  some  of  the 
serious  problems  facing  our  system  and  states  that  it  is  the  foundation  of  our  nation's 
strength.  However,  neither  H.R.  16  nor  any  other  proposal  expressly  includes  provisions  to 
support  and  improve  our  system's  vital  safety  net  infrastructure. 

Federalization  of  Medicaid/Possible  Merger  with  Medicare 

A  number  of  the  bills  under  consideration  address  themselves  to  Medicaid  reform. 
One  bill,  Congressman  Russo's  Universal  Health  Care  Act,  eliminates  the  Medicaid  program 
altogether.  Congresswoman  Oakar's  bill  would  likewise  eliminate  Medicaid  in  any  state  that 
enacted  an  approved  Comprehensive  Health  Care  Program  (CHC).  The  Dingell,  Waxman 
and  Stark  proposals  would  allow  portions  of  the  state  Medicaid  payments  to  be  used  toward 
payment  of  the  public  plans  established  by  their  respective  proposals.  Rep.  Stark's  Mediplan 
bill  would  merge  Medicaid  into  Medicare.  Finally,  the  Chairman's  proposal,  H.R.  3205, 
would  allow  Medicaid  eligible  individuals  to  use  Medicaid  for  benefits  not  covered  by  his 
proposal.  The  Chairman's  bill  also  calls  for  an  increase  in  State  Medicaid  payments  for 
physicians  and  hospitals  during  the  transition  period  of  his  proposal. 

Affordable  Core  National  Benefit  Package 

Five  of  the  proposals  before  the  Committee  contain  explicit  requirements  for 
minimum  benefits  to  be  included  in  any  qualified  health  plan: 

•  H.R.  8,  Comprehensive  Health  Care  for  All  Americans  Act 

•  H.R.  16,  National  Health  Insurance  Act 

•  H.R.  650,  Mediplan  Health  Care  Act 

•  H.R.  1300,  Universal  Health  Care  Act 

•  H.R.  2535,  Pepper  Commission  Health  Care  Access  and  Reform  Act 

The  Chairman's  Health  Insurance  Coverage  and  Cost  Containment  Act  of  1991  would 
provide  the  same  benefits  as  those  covered  by  Medicare,  but  very  importantly,  the  proposal 
would  also  provide  coverage  for  preventive  services. 

Reform  of  Private  Insurance 

The  following  five  proposals  address  themselves  to  private  insurance  reform: 

Chairman  Rostenkowski's  proposal  would  establish  national  standards  for  group  health 
insurance  plans  and  would  enact  penalties  for  nonconformance.  The  bill  also  eliminates  the 
ability  of  insurers  to  discriminate  based  on  health  status,  claims  experience,  medical  history 
or  evidence  of  insurability.  The  bill  also  forbids  self  insurance  for  companies  with  fewer 
than  100  employees. 
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Congresswoman  (Dakar's  proposal  would  forbid  private  insurance  carriers  to  sell 
insurance  plans  that  duplicate  the  basic  services  covered  by  her  proposal.  Insurers  would 
have  to  meet  Federal  standards  and  could  sell  qualified  health  benefit  plans  at  community 
rates.  Finally,  her  proposal  would  allow  states  to  restrict  the  number  of  qualified  carriers 
within  their  jurisdictions  that  met  Federal  standards. 

Congresswoman  Johnson's  Health  Equity  and  Access  Reform  Today  Act  would 
require  small  employer  carriers  to  offer  MedAccess  plans  that  include  certain  basic  benefits, 
are  issued  to  small  employer  applicants  regardless  of  risk  and  conform  to  other  consumer 
protection  requirements  regarding  underwriting  the  premium  rating. 

Congressman  Waxman's  health  reform  proposal  would  forbid  insurers  to  offer  plans 
for  self-insurance  or  employment  related  insurance  unless  it  was  offering  the  plan  in  a  state 
that  had  enacted  conforming  standards  to  the  bill.  This  provision  of  the  bill  would  be 
effective  after  the  third  year  of  enactment. 

Congressman  Matsui's  proposal,  the  Children  and  Pregnant  Women's  Health 
Insurance  Act  would  reform  small  business  insurers.  The  bill  requires  the  implementation  of 
Federal  standards  for  insurers  that  include  provisions  prohibiting  exclusions  based  on  pre- 
existing conditions  and  health  status  or  claims  experience,  medical  history  or  lack  of 
evidence  of  insurability  of  individuals. 


Emphasis  of  Prevention  and  Primary  Care 

Nine  of  the  proposals  currently  under  review  by  this  Committee  contain  helpful 
provisions  emphasizing  preventive  services  and  access  to  primary  care.  The  Oakar  and 
Johnson  proposals  include  provisions  for  grant  programs  to  create  health  promotion 
programs.  Congresswoman  Johnson's  bill  would  create  a  grant  program  for  Community  and 
Migrant  Health  Centers  to  provide  primary  health  care  services. 

The  following  bills  call  for  preventive  and  primary  care  services.  Some  of  the 
proposals  are  more  comprehensive  than  others,  and  some  do  not  purport  to  include  an 
exhaustive  list. 

•  H.R.  16,  National  Health  Insurance  Act 

•  H.R.  650,  Mediplan  Health  Care  Act 

•  H.R.  1300,  Universal  Health  Care  Act 

•  H.R.  3393,  Children  and  Pregnant  Women's  Health  Insurance  Act 

Congressman  Pease's  proposal,  Universal  Health  Insurance  Act,  H.R.  1255  calls  for 
inclusion  of  preventive  services  in  the  standard  package  of  benefits  that  will  be  specified  by 
the  Secretary  of  DHHS. 

The  Chairman's  bill,  H.R.  3205,  adds  many  screening  and  preventive  services  to 
those  services  currently  covered  by  Medicare  that  will  be  covered  under  this  proposal.  The 
bill  also  targets  some  preventive  measures  to  children  and  pregnant  women. 

Congressman  Waxman's  proposal,  the  Pepper  Commission  Health  Care  Access  and 
Reform  Act  provides  for  coverage  of  significant  preventive  and  primary  care  services  for  any 
qualified  health  plan.  The  bill  also  extends  many  primary  care  programs  including 
immunization  programs  and  the  National  Health  Service  Corps  through  the  year  2000. 


Permit  States  to  Experiment/Modify  ERISA  Preemption 

Approximately  half  of  the  health  reform  proposals  under  consideration  by  this 
Committee  would  provide  the  States  with  some  latitude  in  implementing  their  health  system 
reform.  Congresswoman  Oakar  and  Congressmen  Dingell  and  Matsui  would  allow  the  States 
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to  establish  their  own  programs  as  long  as  they  were  in  keeping  with  and  achieved  the  goals 
of  the  Federal  legislation. 

The  Waxman  proposal  would  require  a  State's  regulatory  program  to  meet  specific 
requirements  that  would  be  reviewed  by  the  Secretary  of  DHHS.  The  Johnson  bill  would 
allow  States  to  establish  standards  for  small  employer  health  benefit  plans  as  long  as  they 
were  more  stringent  than  the  standards  established  by  NAIC. 

Finally,  Congressman  Russo's  proposal  would  provide  States  with  the  option  of 
administering  his  program  altogether.  States  would  be  allowed  to  contract  with  third  parties 
to  process  claims  under  the  new  system. 


Summary  of  Comments  on  Specific  Proposals 

To  summarize  this  section  of  my  prepared  testimony,  while  NAPH  could  support  a 
number  of  the  bills  before  you  today  in  general,  and  would  prefer  to  see  the  Committee 
develop  a  new  measure  that  draws  upon  the  best  elements  of  several  proposals. 

Of  greatest  concern  to  NAPH  members  about  all  of  these  proposals  is  their  failure  to 
take  into  account  the  need  to  preserve  and  rebuild  a  health  infrastructure,  particularly  in  our 
nation's  inner  cities.  No  matter  how  universal  it  is  on  paper,  national  health  insurance  alone 
will  by  no  means  guarantee  the  availability  of  needed  health  services  to  everyone.  We  need 
only  study  the  Medicaid  program  today  to  understand  the  tremendous  inequities  that  are 
likely  to  continue  to  exist  well  past  the  adoption  of  any  national  health  scheme.  Many  urban 
areas  simply  lack  sufficient  numbers  of  providers  to  meet  current,  let  alone  expanded,  health 
needs.  Of  those  urban  providers  who  do  exist,  the  doors  of  many  are  too  often  closed  to  the 
poor,  regardless  of  their  insurance  status.  And  in  some  states,  over  half  of  all  the  people 
who  should  be  eligible  for  Medicaid  are  never  successfully  enrolled  in  that  program,  due  to  a 
variety  of  factors.  All  of  these  problems  must  be  addressed  by  this  Committee  in  designing 
any  new  national  health  plan. 

Finally,  we  are  especially  pleased  that  most  of  the  proposals  upon  which  we  have 
been  asked  to  comment  today  avoid  the  so-called  "competitive"  approach  that  is  in  vogue  in 
some  quarters.  While  perhaps  appropriate  for  breakfast  cereals  and  fast  food  restaurants,  we 
believe  that  "competition"  is  of  limited  value  in  broadening  access  to  care  for  the  indigent. 
That  does  not  mean  that  managed  care,  which  is  often  part  of  "competitive"  proposals,  does 
not  have  a  potential  place  in  any  new  universal  access  system;  properly  designed  managed 
care  programs  can  be  of  great  benefit  in  making  preventive  services  and  continuity  of  care 
available  for  the  first  time  to  the  poor. 

UNTIL  UNIVERSAL  COVERAGE  BECOMES  A  REALITY.  CONTINUED 
EFFORTS  MUST  BE  MADE  TO  REFORM  THE  EXISTING  PROGRAMS. 


Medicare  Disproportionate  Share  Hospital  and  Medical  Education  Adjustments  Must  Be 
Preserved  and  Increased. 

Medicare  is  a  relatively  smaller  proportion  of  the  patient  load  in  safety  net  hospitals 
than  in  the  rest  of  the  industry  (only  18%,  as  compared  to  34%  on  average  for  the  industry 
as  a  whole).  However,  Medicare  is  the  single  most  important  third-party  payor  in  many 
safety  net  hospitals,  and  as  such,  constitutes  an  essential  part  of  patient  care  revenues. 

Great  strides  have  been  made  in  mandating  Medicare  payment  adjustment  increases 
for  "disproportionate  share  hospitals;"    Congress  has  also  refrained  from  making  any  further 
reductions  in  the  indirect  teaching  adjustment.  This  has  resulted  for  the  first  time  in  actual 
real  dollar  gains  in  Medicare  reimbursement  for  safety  net  hospitals,  although  these  gains 
have  not  succeeded  in  erasing  the  significant  operating  deficits  of  such  hospitals  (such  deficits 
currently  average  over  $9  million,  or  -6%). 
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Ironically,  these  real  gains  have  also  resulted  in  the  Medicare  disproportionate  share 
adjustment  coming  under  fire  for  the  first  time  in  the  legislative  process.  In  particular,  it 
was  argued  in  the  1990  reconciliation  act  debate  that  "it  is  not  the  role  of  the  Medicare 
program  to  finance  care  for  the  uninsured."  However,  this  debate  proved  to  be  positive  for 
safety  net  hospitals,  in  that  it  gave  legislators  an  opportunity  to  state  clearly  that  Medicare, 
along  with  all  other  payors,  does  have  a  continued  role  in  sharing  the  burden  of  financing 
care  for  low  income  patients,  and  the  specialized  services  offered  by  safety  net  hospitals, 
—  at  least  until  such  time  as  our  nation  achieves  universal  health  coverage. 

Medicaid  Reforms  Are  Essential. 

Until  universal  coverage  becomes  a  reality,  efforts  to  reform  the  Medicaid  Program 
must  continue.  Recent  improvements  in  the  Medicaid  program  have  expanded  eligibility  for 
pregnant  women  and  children;  permitted  states  to  continue  using  a  variety  of  mechanisms  for 
providing  extra  payments  to  disproportionate  share  hospitals;  and  allowed  public  and  private 
hospitals  in  nearly  20  to  participate  in  the  financing  of  Medicaid  expansions  through 
voluntary  donations  and  die  transfer  of  funds  by  local  governments  to  states.  In  addition,  20 
additional  states  have  used  provider  taxes  or  all-payor  systems  to  redistribute  revenues  and 
enhance  Medicaid  payments. 

On  September  12,  HCFA  issued  interim  final  regulations  that  would  essentially 
terminate  the  ability  of  most  of  these  states  to  make  use  of  these  vital  alternative  sources  of 
funding.  NAPH  is  convinced  that  many  aspects  of  these  regulations  are  illegal,  hopelessly 
ambiguous,  and  in  clear  violation  of  the  OBRA  1990  budget  agreement  reached  by  the 
Congress  and  the  Administration. 

While  we  are  aware  that  Medicaid  is  not  within  the  jurisdiction  of  this  Committee,  it 
is  imperative  that  you  lend  your  important  support  to  our  efforts  to  convince  HCFA  to 
withdraw  these  regulations,  so  that  states  will  be  permitted  to  continue  to  make  use  of 
these  alternative  sources  of  revenues. 

Even  with  the  availability  of  the  augmented  payment  sources  described  above,  only 
about  half  of  all  states  pay  significant  differentials  to  "disproportionate"  safety  net  hospitals. 
And  a  number  of  states  continue  to  subject  hospitals  to  inadequate  base  payment  rates  as 
well,  as  is  evidenced  by  the  proliferation  of  lawsuits  brought  by  hospitals  against  state 
Medicaid  agencies  around  the  country.  Both  reasonable  and  adequate  Medicaid  payment 
rates,  and  meaningful  disproportionate  share  hospital  payments,  must  be  enforced  upon 
all  states.    The  proposal  of  Health  Subcommittee  Chairman  Pete  Stark  to  mandate  minimum 
Medicaid  payments  to  hospitals,  tied  to  Medicare  payment  levels,  is  a  welcome  step  in  this 
direction. 

The  Indigent  Care  Role  of  the  Private  Sector  Must  Be  Clarified  and  Strengthened. 

Until  universal  coverage  becomes  a  reality,  the  indigent  care  role  of  the  private  sector 
and  other  health  care  providers  must  be  clarified  and  strengthened.  The  need  for  health 
services  by  uninsured  patients  continues  to  escalate  dramatically;  at  the  same  time, 
competitive  and  reimbursement  pressures  are  driving  many  private  hospitals  (and  other 
providers)  to  aggressively  seek  ways  to  reduce  services  to  uninsured  safety  net  patients. 
Quite  simply,  the  willingness  and  ability  of  private  providers  to  shift  the  costs  of 
uncompensated  care  to  privately  insured  individuals  have  been  significantly  eroded  in  recent 
years.  But  safety  net  patients  should  not  have  to  rely  on  the  grudging  enforcement  of 
legal  rights  against  private  hospitals.  We  believe  that  mechanisms  can  and  must  be 
established  to  encourage  a  sharing  of  the  burden  by  all  health  care  providers,  public  and 
private,  and  that  the  business  community  must  also  be  involved  in  this  effort. 
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A  New  National  Capital  Financing  Initiative  Is  Needed  To  Rebuild  And  Equip  America's 
Institutional  Health  Safety. 

Safety  net  hospitals  also  face  a  substantial  need  for  adequate  capital  to  rebuild  and 
equip  our  nation's  health  infrastructure.  A  new  NAPH  study,  which  I  have  submitted  to 
your  staff,  estimates  that  there  are  at  least  $15  billion  in  unmet  capital  needs  among  these 
essential  urban  providers.  Yet  these  hospitals  also  face  significant  barriers  in  obtaining 
access  to  capital,  as  well  as  in  their  ability  to  repay  incurred  debts  entirely  from  patient  care 
revenues.  In  order  to  meet  these  needs,  a  new  Federal  capital  financing  initiative  is  clearly 
needed.  Options  for  such  an  initiative  might  include  direct  federal  grants  and  loans,  debt 
service  subsidies,  and  credit  enhancements  such  as  mortgage  or  bond  insurance.  While  we 
do  not  envision  such  a  program  directly  involving  Medicare  capital  payments,  it  may  be 
possible  to  draw  upon  the  financial  strength  of  the  Medicare  trust  fund  to  enhance  the  credit 
of  safety  net  hospitals.  Eligibility  for  such  a  new  program  should  clearly  involve  a  high 
standard  of  need  in  urban  and  rural  areas,  and  hospitals  accepting  assistance  should  probably 
also  be  willing  to  meet  long-term  indigent  care  and  community  service  requirements,  and 
perhaps  other  reporting  and  utilization  requirements.  We  look  forward  to  working  with  this 
Committee  to  develop  some  appropriate  options  in  this  area. 

Most  assuredly,  we  do  not  lack  for  resources  to  increase  health  coverage  and 
implement  other  needed  health  system  reforms.  All  we  need  is  a  commitment  to  devote  a 
small  proportion  of  our  nation's  projected  future  increased  health  spending  to  filling 
coverage  gaps  and  meeting  unmet  needs.  This  is  something  we  should  easily  be  able  to 
accomplish  if  we  can  simply  bring  some  greater  governmental  and  private  sector  discipline  to 
the  way  our  resources  are  currently  spent.  On  behalf  of  the  governmental  and  private 
entities  that  comprise  NAPH,  we  are  pleased  to  offer  you  our  partnership  and  support  in  this 
effort. 


I  would  be  happy  to  answer  any  questions  you  may  have. 

Mr.  McDermott.  Thank  you. 
Mr.  Sweeney. 

STATEMENT  OF  ROBERT  H.  SWEENEY,  PRESIDENT,  NATIONAL 
ASSOCIATION  OF  CHILDREN'S  HOSPITALS  AND  RELATED  IN- 
STITUTIONS 

Mr.  Sweeney.  Thank  you,  Doctor. 

I  am  Robert  Sweeney,  and  I  am  president  of  the  National  Asso- 
ciation of  Children's  Hospitals.  I  feel  a  little  bit  like  a  lilliputian 
between  giants  with  these  two  distinguished  gentlemen  here,  but  I 
will  try  to  hold  my  own. 

I  appreciate  the  opportunity  to  testify  in  the  interest  of  the  chil- 
dren of  the  families  that  children's  hospitals  serve.  And  we  have 
submitted  a  statement  for  the  record. 

We  are  particularly  encouraged  by  legislative  proposals  that 
would  provide  universal  coverage  building  on  the  existing  public/ 
private  system.  It  would  establish  a  uniform  benefit  package,  in- 
clude reform  of  the  private  health  insurance  market,  especially  for 
small  employers. 

We  are  also  encouraged  that  so  many  of  these  bills,  in  part  or  in 
whole,  take  steps  to  recognize  that  the  health  care  needs  of  chil- 
dren in  general,  and  the  patients  at  children's  hospitals  in  particu- 
lar, are  different  from  those  of  adults,  and  particularly  the  elderly. 

We  know  particularly  that  Mr.  Stark  and  Mr.  Matsui  would 
begin  the  process  with  coverage  of  women  and  children.  And  if,  in 
these  budget-constrained  times  such  programs  could  be  recognized 
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as  an  investment  in  America's  future  and  its  future  productivity, 
rather  than  more  narrowly  interpreted  as  adding  a  burden  to 
today's  economy,  we  think  this  might  be  a  good  way  to  get  the 
process  started  with  moms  and  kids. 

Health  care  reform  for  children  is  more  than  just  a  matter  of 
children  requiring  a  different  package  of  health  benefits  that  en- 
courage primary  care  utilization.  It  is  also  a  matter  of  the  financial 
requirements  of  children's  health  care. 

Typically  the  costs  of  providing  care  for  children,  for  a  child  for  a 
year  is  quite  reasonable — about  $900.  But  those  children  who  must 
be  hospitalized  frequently  require  intensive  and  expensive  services. 
We  note  that  several  bills,  including  those  of  the  chairman,  and 
Representatives  Stark,  Matsui,  Waxman,  and  Senators  Mitchell 
and  Rockefeller,  specifically  call  for  modifications  of  the  DRG-based 
prospective  payment  rules  for  children  and  children's  hospitals. 

This  is  fully  consistent  with  what  HCFA  has  said  recently,  that 
the  prospective  payment  of  the  DRG  classifications  in  particular 
may  not  always  be  appropriate  for  a  younger  population,  such  as 
the  ones  treated  most  often  in  children  s  hospitals. 

In  our  written  statement  we  provide  five  examples  of  the  kind  of 
more  specific  consideration  we  believe  needs  to  be  given  in  compre- 
hensive health  care  reform  legislation  if,  in  fact,  it  is  to  be  effective 
for  protecting  the  interests  of  children. 

There  are  an  awful  lot  of  vested  interests  in  this  health  care 
scene  today  and  it  is  going  to  be  terribly  difficult  to  satisfy  the  in- 
terests of  all  and  still  make  reform.  Perhaps  if  we  could  all  focus 
on  a  vested  interest  that  we  should  all  hold  foremost  and  that  is 
the  well-being  and  the  future  of  this  country,  we  could  make  some 
progress.  And  we  believe  the  future  of  this  country  is  in  the  hands 
of  our  children. 

You  don't  have  to  lift  your  nose  too  far  above  the  horizon  to  rec- 
ognize that  this  country  is  in  a  precarious  situation  economically 
and  seemingly,  public  policy  regarding  this  is  to  pass  that  issue 
along  and  the  burden  of  its  solution  to  our  children. 

Yet,  of  the  64  million  children,  20  percent  live  in  poverty;  25  per- 
cent under  the  age  of  6.  Of  the  33  million  uninsured,  nearly  30  per- 
cent are  children.  One  out  of  every  six  children  has  no  financial 
access  to  health  care.  More  than  56  percent  of  these  children  are 
from  homes  in  which  at  least  one  adult  is  employed  full-time  year 
round.  And  87  percent  live  with  a  parent  who  is  employed  either 
full  or  part  time  at  some  point  during  the  year.  Too  many  of  our 
children  are  poorly  housed,  and  estimates  range  from  100,000  to 
400,000  who  are  not  housed  at  all. 

So  this  is  what  the  future  of  our  Nation  has  to  sustain  it.  Every 
other  nation  provides  for  its  children.  Every  industrialized  nation 
provides  for  the  health  care  with  the  sole  exception  of  South 
Africa. 

There  is  an  old  African  proverb,  Mr.  Chairman,  which  seems  so 
appropriate  to  this  discussion,  and  it  takes  a  village  to  raise  a 
child.  Village  America,  in  its  own  self-interest,  must  turn  to  the 
needs  of  its  children — my  children  and  your  children.  For  if  my 
children's  needs  are  not  met,  then  your  children,  in  their  adult- 
hood, will  be  faced  with  their  support,  in  addition  to  struggling 
with  the  burden  of  debt  we  have  consigned  to  them. 
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I  would  close  with  two  observations.  We  recognize  that  while  spe- 
cific issues  need  to  be  addressed  by  Congress,  children's  hospitals 
also  have  a  serious  obligation  to  be  prepared  to  operate  in  an  envi- 
ronment that  will  be  much  more  attuned  to  cost  containment. 

And  we  know  that  guaranteeing  access  to  health  care  represents 
the  beginning,  not  the  end  of  guaranteeing  access  to  care. 

We  see  patients  every  day  who,  although  eligible  for  Medicaid, 
have  not  been  immunized,  or  are  in  a  poor  state  of  health,  because 
they  have  not  been  able  to  gain  access  to  the  health  care  they 
need,  due  to  their  systematic  constraints  or  the  lack  of  appropriate 
orientation  of  their  parents. 

Mr.  Chairman,  we  look  forward  to  the  pleasure  of  working  with 
the  committee  in  this  challenging  activity. 

Thank  you,  very  much. 

[The  prepared  statement  follows:] 
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Testimony- 
Robert.  H.  Sweeney,  President 
National  Association  of  Children's  Hospitals 
and  Related  Institutions 

"Comprehensive  Health  Insurance  Legislation" 

Committee  on  Hays  and  Means 
U.S.  House  of  Representatives 
Washington ,  DC 

October  10,  1991 


Mr.  Chairman  and  members  of  the  Committee,   I  am  Robert  H. 
Sweeney,   President  of  NACHRI  —  the  National  Association  of 
Children's  Hospitals  and  Related  Institutions.     On  behalf  of 
NACHRI ' s  members  and  the  families  they  serve,   I  thank  you  for  the 
opportunity  to  testify  before  the  Committee  today. 

NACHRI  represents  more  than  100  institutions  in  the  United 
States,   including  free-standing  children's  hospitals,  pediatric 
departments  of  major  medical  centers,  and  specialty  hospitals 
such  as  pediatric  rehabilitation  and  chronic  care  facilities. 
Virtually  all  of  the  children's  hospitals  are  teaching  hospitals 
and  research  centers .     Many  also  function  as  regional  referral 
centers  for  specialized  pediatric  care. 

While  they  are  best  known  as  tertiary  level  hospitals 
providing  specialized  inpatient  care  for  very  sick,  disabled,  or 
injured  children,   children's  hospitals  also  are  major  providers 
of  outpatient  care.     This  includes  not  only  emergency  and 
specialty  care  in  ambulatory  settings  but  also  primary  and 
preventive  care.     Indeed,   the  children's  hospital  functions  as 
the  primary  care  pediatrician  for  children  in  the  community,  as 
well  as  the  specialized  hospital  for  children  with  acute  and 
chronic  care  conditions  throughout  the  region. 

SiiTmna  T-y 

In  commenting  on  the  many  different  comprehensive  health 
reform  bills  before  Congress,   including  the  Chairman's,  the 
American  Hospital  Association  and  others  address  the  broad 
concerns  of  the  hospital  community.     Rather  than  reiterate  these 
concerns,   I  draw  on  the  unique  experience  of  NACHRI ' s  members  as 
children's  advocates  as  well  as  providers  of  care  to  children, 
including  children  with  catastrophic  health  care  needs  and 
children  of  low  income  families,   to  speak  to  five  policy  issues: 

1 )  If  it  enacts  negotiated  rate  setting  by  provider  type  in  the 
context  of  global  budgeting,  Congress  should  make  room  at 
the  negotiating  table  for  specialized  providers  such  as 
children's  hospitals  to  negotiate  rates  reflective  of  the 
special  costs  they  incur. 

2)  If  it  enacts  Medicare  DRG-based  payment  methodology  as  the 
standard  for  all  rate  setting,  with  revisions  for  children 
and  children's  hospitals.  Congress  should  recognize  that  the 
revisions  require  considerably  more  than  just  the 
modification  of  the  DRG  classification  system. 

3 )  If  it  enacts  national  rate  setting  linking  private  payment 
rates  to  public  rates.  Congress  should  recognize  that 
discounted  public  payment  rates  that  do  not  cover  costs,  as 
now  exists  under  Medicaid,  cannot  continue. 

4)  If  it  enacts  policies  promoting  managed  care,  Congress 
should  be  sure  that  it  does  not  exclude  regionalized  and 
specialized  health  care  services,  such  as  the  critical  care 
of  infants  and  emergency  care  services. 

5)  If  it  enacts  universal  access  policies  based  on  a  private 
insurance  model,  Congress  should  recognize  that  the  need  for 
disproportionate  share  payment  adjustments  will  continue  for 
those  hospitals  with  an  atypical  patient  population. 

_f 
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Acknowledgment  of  Congressional  Leadership 

NACHRI  commends  Members  of  Congress  for  demonstrating 
leadership  in  responding  to  the  urgent  need  for  reform  of  health 
insurance  by  sponsoring  legislation  to  establish  universal 
access.     In  particular,  NACHRI  is  encouraged  that  several  of 
these  proposals,   including  the  Chairman's: 

•  provide  universal  coverage, 

•  build  on  a  public/private  partnership  that  expands 
private  coverage  while  reforming  public  programs , 

•  establish  a  uniform  national  benefit  package,  including 
catastrophic  coverage,  as  well  as  primary  and 
preventive  care,  and 

•  include  reform  of  the  private  health  insurance  market, 
particularly  for  small  employers. 

NACHRI  appreciates  also  the  provisions  in  many  bills,  which 
recognize  that  the  health  care  needs  of  children  in  general  and 
the  patients  of  children's  hospitals  in  particular  are  different 
from  the  needs  of  adults.     In  testimony  which  we  submitted  for 
the  record  of  the  Committee's  April  1991  hearings  on  "Long-Term 
Strategies  for  Health  Care  Reform, "  NACHRI  described  in  detail 
children's  unique  health  care  needs  as  well  as  the  high  incidence 
of  uninsured  children  among  low  income,  working  families. 

NACHRI  notes  with  special  appreciation  the  provisions  for 
hospital  reimbursement  in  several  bills  which  recognize  that 
Medicare  prospective  payment  rules  must  be  revised  to  reflect  the 
different  needs  of  children  and  children's  hospitals.  For 

example,  in  different  ways  bills  by  Senator  Mitchell,  Senator 
Rockefeller,  Representative  Waxman,  Representative  Matsui,  and 
the  Chairman  call  for  modifications  of  Medicare  DRG-based 
prospective  payment  for  children  and  children's  hospitals,  or  the 
exclusion  of  children's  hospitals  from  them  entirely.  These 
provisions  are  consistent  with  the  assessment  of  the  Health  Care 
Financing  Administration  (HCFA) .     For  example,   HCFA  stated  in 
its  August  30th  update  of  the  Medicare  DRG  classification  system 
for  FY  1992: 

While  (HCFA  is)  aware  of  the  fact  that  changes  we  make  in 
the  Medicare  DRG  system  have  an  impact  on. .. (children's) 
hospitals  with  regard  to  other  payment  systems  that  use  our 
DRGs...the  prospective  payment  system,  and  the  DRG 
classifications  in  particular,  are  based  on  Medicare  data 
and  are  designed  for  the  Medicare  population,  that  is,  the 
elderly  and  the  disabled.     Therefore,  changes  and 
modifications  that  we  make  to  that  system  may  not  always  be 
appropriate  for  a  younger  population,  such  as  the  one 
treated  most  often  in  children's  hospitals.     ( Federal 
Register,  August  30,   1991,  page  43211). 

Additional  Points  Requiring  Consideration 

The  bills  I  noted  above  take  an  important  first  step  toward 
recognizing  the  different  health  care  needs  of  children  and 
children's  hospitals.     However,  legislation  needs  to  acknowledge 
them  more  specifically.     I  will  discuss  the  kinds  of  specific 
responses  that  are  needed  with  respect  to  five  recurring  features 
of  several  major  bills:   1)  negotiated  rate  setting  in  the  context 
of  global  budgeting,   2)  DRG-based  payment,   3)  national  rate 
setting  that  links  private  payment  rates  to  public,  4)  managed 
care,  and  5)  disproportionate  share  payment  adjustments. 

1 )   If  it  enacts  negotiated  rate  setting  by  sector  in  the 
context  of  global  budgeting,  Congress  should  make  room  at  the 
negotiating  table  for  specialized  providers  such  as  children's 
hospitals  to  negotiate  rates  based  on  the  costs  of  providing  care 
to  their  distinctive  patient  populations.     Such  unique  providers 
cannot  be  represented  by  a  single  voice  for  an  entire  industry. 
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The  services  of  children's  hospitals  differ  measurably  from 
those  of  general  hospitals  —  because  their  patients  are 
exclusively  children,  their  services  are  highly  specialized  and 
often  regionalized,  and  their  commitment  to  caring  for  patients 
of  low  income  families  is  exceptionally  high.  For  example, 
pediatric  patients  —  in  both  the  pediatric  units  of  general 
hospitals  and  the  general  units  of  children'  hospitals  —  require 
about  50%  more  nursing  care  than  do  adult  patients.  The 
pediatric  case-mix  intensity  of  children's  hospitals  is  about 
twice  that  of  general,  non-teaching  hospitals.  And  the  proportion 
of  its  care  that  a  children's  hospital  provides  to  patients  whose 
families  depend  on  public  assistance  or  charity  averages  more 
than  three  times  that  of  a  general  hospital. 

If  health  care  reform  legislation  were  to  require  negotiated 
rate  setting  —  regardless  of  whether  it  would  be  at  the  federal, 
state,  or  local  level  —  NACHRI  believes  it  is  essential  that 
Congress  afford  children's  hospitals  the  opportunity  to  negotiate 
directly  to  determine  reimbursement  that  reflects  the  true  needs 
of  their  patients  and  the  resource  requirements  of  the  services 
they  provide. 

2 )  If  it  enacts  Medicare  DRG-based  payment  methodology  as 
the  standard  for  all  rate  setting,  with  revisions  for  children 
and  children's  hospitals,  Congress  should  recognize  that  the 
revisions  require  a  good  deal  more  than  just  modifying  the  DRG 
classification  system. 

Even  with  a  pediatric  modified  DRG  classification  system, 
DRG-based  prospective  payment  would  be  limited  in  its  applica- 
bility to  children  and  children's  hospitals  for  several  reasons: 

•  The  Medicare  cost  report  does  not  provide  accurate  data 
on  the  cost  of  pediatric  hospital  care.  Instead, 
hospitals  report  their  average  costs  for  all  patients, 
which  results  in  an  under-reporting  of  the  true  costs 
of  pediatric  care  and  an  over-reporting  of  the  costs  of 
adults'  care. 

•  Medicare  payment  policies  do  not  reflect  the  much 
higher  incidence  of  high  cost  and  long  stay  cases  among 
children  than  adults  —  the  so-called  outlier  patients 
—  resulting  from  children  being  more  likely  to  become 
sicker,  faster  and  to  need  intensive  care  more  often 
than  adults  when  hospitalized. 

•  Medicare  reimbursement  for  medical  education  was  not 
designed  to  address  the  specialized  training  required 
by  pediatric  physicians,  nurses,  'and  technicians.  Nor 

does  it  reflect  the  fact  that  children's  hospitals  — 
with  less  than  10%  of  all  pediatric  hospital  beds  in 
the  country  --  account  for  nearly  a  quarter  of  all 
pediatric  residencies. 

•  Medicare  reimbursement  for  capital  was  not  designed  to 
take  into  account  the  more  intensive  facility  needs  of 
children . 

It  is  important  that  legislation  acknowledge  explicitly  the 
necessity  of  adjustments  in  DRG  classification,   cost  reporting, 
rate  setting,  outlier  policies,  and  GME,  as  well  as  capital 
reimbursement,   in  establishing  payment  methodology  appropriate 
for  pediatric  hospital  patients  in  general  and  the  patients  of 
children's  hospitals  in  particular. 

3 )  If  it  enacts  national  rate  setting  linking  private 
payment  rates  to  public  rates.  Congress  should  recognize  that 
discounted  public  payment  rates  that  do  not  cover  costs,  as  now 
exists  under  Medicaid,  cannot  continue. 

Over  the  last  several  years,  children's  hospitals  have 
devoted  an  increasing  percentage  of  their  care  to  children  under 
Medicaid  —  nearly  40%  on  average  in  1990.     However,  at  the  same 
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time,  Medicaid  reimburses  a  declining  percentage  of  the  cost  of 
their  care  —  about  7  2  cents  for  every  dollar  of  cost  in 
providing  the  service  in  1990. 

Several  bills  recognize  that  payment  rates  linked  to  public 
rates  would  have  harmful  consequences  for  the  financial  stability 
of  providers.     In  response,  the  bills  propose  to  establish 
Medicare  payment  rates  as  the  standard  against  which  payment 
adequacy  should  be  measured,   since  it  generally  exceeds  Medicaid. 

However,  the  Medicare  standard  creates  three  problems  for 
the  providers  of  pediatric  hospital  care,  particularly  those 
serving  large  Medicaid  patient  populations.     First  and  foremost, 
as  discussed  above,  Medicare  is  an  inappropriate  standard  for 
reimbursement  for  pediatric  patients.     Second,  proposals  such  as 
Senator  Mitchell's  foresee  linkage  of  private  reimbursement  to 
public,  rates,  but  a  gradual  transition  over  a  number  of  years  in 
improving  the  public  rates.     This  would  have  serious  adverse 
consequences  for  providers  such  as  children's  hospitals  that  now 
are  devoting  a  significant  percentage  of  their  care  to  publicly 
assisted  patients  and  rely  on  higher  paying,  private  pay  patients 
to  cross-subsidize  the  cost  of  care.     Finally,  to  the  extent  that 
Medicare  itself  is  discounted,  the  problem  remains. 

4)  If  it  enacts  policies  promoting  managed  care,  Congress 
should  make  sure  that  it  does  not  exclude  regionalized  and 
specialized  health  care  services,  including  critical  and 
emergency  medical  services,  for  children. 

In  many  states,  children's  hospitals  have  developed  highly 
specialized  services  concentrated  in  a  single  location  to  serve 
children  in  need  of  such  services  throughout  a  large  region.  On 
the  one  hand,  such  regionalization  responds  to  the  lower 
incidence  of  congenital  and  chronic  health  conditions  among 
children  and  the  need  for  both  economies  and  quality  of  scale. 

On  the  other  hand,   such  regionalization  not  only  requires  a 
significant  investment  of  resources  but  also  the  continued 
referral  of  patients.     If  focused  primarily  on  cost  containment, 
managed  care  could  undermine  access  to  specialized  health  care 
services,  unless  it: 

•  includes  the  appropriate  number  and  breadth  of  types  of 
pediatric  specialists  in  each  region  served  by  a 
managed  care  plan; 

•  establishes  timely  and  well-publicized  processes  for 
approving  referrals  to  less  frequently  used 
sub-specialists  and  providers  with  experience  in  the 
treatment  of  rare  or  unusually  complicated  illneses; 
and 

•  provides  for  contracting  with  and  referrals  to 
hospitals  whose  staff  include  the  full  range  of 
pediatric  specialties  and  sub-specialties  to  ensure 
essential  care  coordination. 

While  there  should  not  be  undue  restrictions  on  managed 
care,  as  a  number  of  the  bills  recognize,  it  is  important  to 
remember  that  state  regulation  of  managed  care  has  grown  in 
response  to  documented  cases  of  abuses .     In  establishing  policy 
to  promote  managed  care,   legislation  also  should  assure  timely 
access  to  appropriate,  quality  services. 

5)  If  it  enacts  universal  access  policies  based  on  a 
private  insurance  model.  Congress  should  recognize  that  the  need 
for  disproportionate  share  payment  adjustments  will  continue. 

Fundamental  to  the  private  insurance  model  of  health 
coverage  are  co-payments  by  beneficiaries  that  both  contain 
insurer  costs  and,  hopefully,  encourage  more  efficient  health 
care  utilization  on  the  part  of  the  consumer.     However,  providers 
of  care,  who  see  a  disproportionate  share  of  patients  of  low 
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income  families  least  able  to  meet  their  co-payment 
responsibilities,  will  continue  to  experience  payment  shortfalls. 

Similarly,  because  patients  of  low  income  families  have  on- 
average  more  intensive  health  care  needs,  even  within  a  specific 
diagnosis,  providers  who  serve  a  disproportionate  share  of  such 
patients  will  be  vulnerable  to  inadequate  reimbursement  under 
systems  such  as  PPS  that  pay  according  to  average  patient 
experience  in  a  community,  region,  or  nationally,  rather  than 
according  to  the  experience  of  the  patients  of  an  individual 
institution . 

Because  children  are  disproportionately  represented  among 
poor  families  —  one  out  of  five  children  is  poor  --  providers 
specializing  in  the  hospital  care  of  children  will  incur  costs  of 
care,  in  both  payment  shortfalls  and  intensity  of  care,  that 
other  hospitals  may  not  incur.     Disproportionate  share  payment 
adjustments  will  be  necessary  to  reflect  these  differences. 

Conclusion 

Mr.  Chairman,   in  conclusion  I  would  like  to  make  two 
additional  points  drawn  from  the  experience  of  children's 
hospitals  which  are  pertinent  to  the  legislation  that  you  are 
reviewing . 

NACHRI  recognizes  that  while  the  specific  issues  we  have 
identified  need  to  be  addressed  by  Congress,  children's  hospitals 
have  a  serious  obligation,  as  do  all  health  care  providers,  to  be 
prepared  to  operate  in  an  environment  which  will  be  much  more 
attuned  to  cost  containment.     We  know  that  involves  more  than 
children's  hospitals  seeking  continually  to  improve  the 
efficiency,  appropriateness,  and  effectiveness  of  the  care  they 
provide.     It  also  involves  playing  an  ever  greater  role  in 
promoting  healthful  behavior  and  informed  health  care 
consumption,   in  stimulating  charitable  donations  to  complement 
public  investment,  and  in  working  with  payers  —  public  and 
private  alike  --  to  establish  reimbursement  policies  that 
encourage  more  cost-effective  behavior  on  the  part  of  both 
patient  and  provider. 

At  the  same  time,  NACHRI  also  recognizes  that  guaranteeing 
either  private  health  insurance  or  public  assistance  for  all 
Americans  represents  the  beginning  —  not  the  end  —  of 
guaranteeing  access  to  health  care,  as  our  member  hospitals  know 
all  too  well  from  their  delivery  of  care  to  children  who  now  are 
assisted  by  Medicaid  and  therefore  are  regarded  as  "insured." 

These  are  the  same  children  who,  despite  their  Medicaid 
eligibility,  have  more  intensive  inpatient  care  needs,  because 
the  primary  and  preventive  health  care  they  require  is  not 
available  in  their  communities.       These  are  the  same  children 
who,  despite  their  Medicaid  eligibility,  are  admitted  to  our 
hospitals  without  such  protection,  because  they  have  not  been 
able  to  enroll  in  Medicaid.     These  are  the  same  children  who, 
despite  their  Medicaid  enrollment,  have  not  received  their 
necessary  immunizations  because  of  inadequate  parent  education 
and  awareness  or  service  availability. 

Much  more  is  needed  to  guarantee  access  to  care  for  all  of 
America's  children,  but  establishing  financial  access  through 
universal  coverage  is  the  first  major  and  essential  step. 
NACHRI  is  eager  to  work  with  the  Committee  in  addressing  the 
issues  we  have  raised  and  in  advancing  health  care  reform. 
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Mr.  McDermott.  Thank  you. 
Mr.  Bromberg. 

STATEMENT  OF  MICHAEL  D.  BROMBERG,  EXECUTIVE  DIRECTOR, 
FEDERATION  OF  AMERICAN  HEALTH  SYSTEMS 

Mr.  Bromberg.  Thank  you,  Mr.  Chairman. 

I  will  try  to  be  brief.  Our  10-point  position  is  attached  to  our  tes- 
timony. We  are  for  comprehensive  reform.  I  think  we  have  laid  out 
a  comprehensive  plan.  I  want  to  say  that  because  then  I  want  to 
concentrate  on  why  I  think  we  ought  to  look  at  incremental 
reform.  And  focus  my  testimony  on  cost  containment. 

Those  are  the  two  points  I  really  want  to  focus  on.  I  would  start 
off  by  saying  that  we  are  deeply  concerned  about  proposals  which 
would  put  the  Federal  Government  too  much  at  the  core  of  the  de- 
cisionmaking in  a  field  as  important  as  health  care  and  as  fragile 
as  health  care,  because  we  are  particularly  concerned  that  if  Gov- 
ernment controls  the  prices,  budgets  and  expenditures  that  could 
lead,  and  probably  will  lead  inevitably  to  serious  short-falls  in  qual- 
ity and  access. 

On  the  other  hand,  there  is  a  whole  list  of  cost  control  provisions 
we  do  support.  And  I  want  to  try  to  distinguish  the  two  for  the 
committee. 

If  you  look  at  the  underlying  reasons  why  health  costs  have 
soared,  I  would  list  six:  unrestrained  demand — which  I  want  to 
come  back  to — lack  of  price  competition,  market  failure,  particular- 
ly for  small  employers;  the  cost  shift,  particularly  from  inadequate 
Government  reimbursement;  defensive  medicine;  and  the  lack  of 
treatment  protocols  to  narrow  the  variations  in  physician  practice 
patterns  throughout  the  country. 

If  you  just  take  those  six,  I  would  say  that  when  you  divide  up 
cost  control  proposals  into  two  groups,  we  would  be  for  the  group 
that  would  address  directly  these  six  problems  and  try  to  solve 
them.  And  we  would  be  against  that  group  which  ignores  them  and 
just  tries  to  put  a  lid  on  top  of  it.  And  that's  where  I  think  we  need 
to  go  in  terms  of  incremental  reform  as  well. 

In  other  words,  there  are  two  ways  to  solve  the  cost  problem. 
One  is  very  easy,  just  put  Government  in  charge  of  it  and  put  a 
limit  on  it  and  see  what  happens,  and  what  falls  out  and  what 
shakes  out.  And  the  other  way  is  to  try  and  address  the  underlying 
causes  or  the  driving  forces  for  reform. 

The  cap,  the  budget  cap  cost  control  method  we  are  against  for 
several  reasons.  We  believe  it  is  anticompetitive  and  unfair  to  hos- 
pitals, because  those  plans  would  not  set  caps  or  price  controls  on 
our  wages  that  we  pay,  which  is  55  to  60  percent  of  our  total  costs, 
nor  on  the  costs  we  pay  our  suppliers  or  anything  else.  So  to  be 
fair,  any  price  control  system  should  go  beyond  just  hospital  prices 
and  go  to  our  wages. 

We  worry  about  what  would  happen  to  our  technological  im- 
provements. We  worry  about  the  business  of  geographically  allocat- 
ing among  the  50  States  some  kind  of  Federal  ceiling  or  target, 
which  then  would  be  enforced  in  a  regulatory  fashion  when  States 
would  start  arguing  about  which  ones  are  behind  and  which  ones 


874 


are  ahead,  and  what  adjustments  should  be  made  in  the  formulas, 
as  we  now  do  about  Medicare  payment  rates. 

We  worry  about  a  stifling  impact  on  the  growth  of  anything  in- 
novative in  terms  of  the  delivery  system.  Managed  care  is  a  con- 
cept which  is  still  evolving,  somewhat  promising.  We  think  it  is 
part  of  the  solution,  but  we  don't  know  what  it  is  going  to  look  like 
in  4  or  5  years,  but  I  know  that  if  we  had  a  total  regulatory  system, 
it  probably  wouldn't  even  be  there  because  it  isn't  there  in  Canada 
and  other  places  that  have  government  cost  controls. 

We  have  listed  in  our  testimony  a  number  of  the  problems  with 
the  system.  I  think  there  are  two  in  particular.  One  is  the  lack  of  a 
real  safety  net.  We  have  to  do  something  about  that.  When  60  per- 
cent of  the  poor  are  not  covered  by  Medicaid,  which  the  public 
thinks  covers  the  poor,  something  is  wrong  with  the  system.  And  it 
leads  me  to  conclude  that  if  the  Government  can't  do  that  right, 
what  makes  us  think  they  can  do  a  single  payer  system  right? 

I  think  the  fact  that  Medicaid  is  a  State  program  has  inhibited 
it.  It  should  be  federalized,  and  if  you  can't  federalize  Medicaid, 
you  should  put  in  Federal  minimum  standards.  And  if  you  can't  do 
that,  it  ought  to  be  replaced  with  something  different  that  covers 
all  the  poor. 

We  go  into  some  data  on  page  3  on  why  State  rate  setting  has 
not  really  proved  its  effectiveness  or  growth.  We  talk  about  why 
expanding  Medicare  reimbursement  would  cripple  facilities.  We 
talk  about  some  of  the  incremental  reforms.  The  Matsui  proposal  is 
certainly  one  we  would  like  to  consider.  We  have  some  problems 
with  the  payment  mechanism  of  it,  but  think,  if  you  are  going  to  do 
something,  why  not  cover  25  percent  of  the  uninsured  with  one  bill 
instead  of  waiting  for  a  debate  on  comprehensive  reform  which  is 
going  to  take  several  years. 

We  support  small  employer  insurance  reform  and  there  are  four 
bills  before  the  committee,  we  mention  on  page  4,  which  are  fairly 
bipartisan  in  nature  which  we  think  could  be  done  immediately  at 
little  or  no  cost  to  the  Government. 

The  one  I  would  like  to  spend  some  more  time  on  but  don't  have 
the  time  to,  which  I  think  is  the  number  one  thing  we  really  need 
to  do  if  we  are  going  to  address  the  issue  of  demand  is  changing  the 
Tax  Code.  It  just  seems  to  me  that  if  we  had  a  system  in  this  coun- 
try where  employers  paid  for  food,  and  food  was  bought  by  employ- 
ers but  was  taxed  subsidized  so  that  it  didn't  appear  on  tax  re- 
turns, we  would  have  a  lot  more  food  being  eaten  at  much  higher 
prices,  and  we  would  have  a  bill  before  your  committee  to  put  price 
controls  on  food. 

And  the  same  with  anything  else.  Health  is  the  only  fringe  bene- 
fit, it's  the  only  area  of  the  entire  economy  and  society  where  there 
is  no  restraint  and  no  limit  in  the  Tax  Code.  If  you  really  want  to 
do  something  about  cost  containment,  I  think  that  is  the  place  to 
start,  because  it  would  send  a  signal  to  the  insurance  industry  that 
they  ought  to  do  more  about  managed  care,  and  us,  too,  and  sec- 
ondly it  has  a  side  benefit.  It  raises  enough  money,  if  done  correct- 
ly, raises  more  than  enough  money  to  take  care  of  every  poor  child 
in  the  country  and  maybe  give  tax  credits  to  all  the  small  employ- 
ers in  the  country  who  can't  afford  to  buy  insurance. 
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I  will  stop  at  that  point,  and  say  that  I  really  wanted  to  empha- 
size those  two  areas  of  the  two  different  ways  to  do  cost  contain- 
ment and  the  issue  of  the  Tax  Code  being  one  of  them.  And  this 
issue  of  incrementalism. 

People  are  going  around  pooh-poohing  incrementalism.  The 
people  who  want  comprehensive  care — and  I  consider  myself  one  of 
those,  maybe  it  is  a  different  kind,  but  I  want  a  comprehensive  so- 
lution— those  who  are  pooh-poohing  incremental  care  as  something 
supported  by  people  who  don't  really  care  about  it.  They  maybe 
ought  to  realize  that  there  is  a  middle  ground  called  major  incre- 
mental reform  where  there  is  a  package  of  6,  7,  8,  9,  10  items 
which  maybe  have  some  bipartisan  support;  consensus  which  could 
help  millions  of  Americans  right  now,  like  those  who  are  in  job- 
lock  who  can't  switch  jobs  because  they  are  afraid  that  they  won't 
be  insured.  And  it  is  almost  irresponsible  not  to  do  those  things 
that  we  know  how  to  do  quickly,  where  there  is  agreement  because 
some  would  rather  wait  a  couple  of  years  until  after  the  election 
for  a  bigger  debate  on  a  bigger  subject. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  follows:] 
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PREPARED  STATEMENT  OF  MICHAEL  D.  BROMBERG,  EXECUTIVE  DIRECTOR, 
FEDERATION  OF  AMERICAN  HEALTH  SYSTEMS 

Mr.  Chairman  and  Members  of  the  Committee,  my  name  is 
Michael  D.  Bromberg  and  I  am  Executive  Director  of  the  Federation 
of  American  Health  Systems,  the  national  association  which 
represents  investor-owned  health  systems.  Our  members  include 
more  than  1,400  hospitals  as  well  as  integrated  health  plans 
which  insure  several  million  Americans. 

We  appreciate  the  invitation  to  appear  before  the  Committee 
to  discuss  the  important  issue  of  health  care  reform.  Members  of 
the  Ways  and  Means  Committee  have  played  an  important  role  in  the 
current  debate  on  how  to  improve  our  nation's  health  care  system. 
Several  committee  members  from  both  parties  have  introduced 
legislation  seeking  significant  changes  in  health  care  coverage 
and  cost  containment. 

We  applaud  you,  Mr.  Chairman,  and  Committee  Members  for 
taking  the  initiative  in  assuring  that  needed  health  care  reform 
takes  its  rightful  place  at  the  top  of  our  nation's  priorities. 
For  too  long,  health  care  access  has  not  been  part  of  our 
nation's  political  agenda. 

However,  we  are  deeply  concerned  about  several  proposals 
placing  the  federal  government  at  the  center  of  many  important 
spending  decisions  governing  health  care.  A  health  care  system 
in  which  government  controls  prices  and  sets  budgets  will  lead, 
inevitably,  to  serious  shortfalls  in  quality  and  access. 

Cost  Controls 

Clearly,  health  reforms  are  needed  to  exp  id  access  to 
coverage  and  encourage  cost  containment  to  make  that  coverage 
affordable.  However,  we  believe  significant  progress  toward 
achieving  those  two  goals  can  be  made  without  enacting  a 
universal  coverage  bill  with  government  control  over  all  the 
dollars  in  the  health  system. 

Mr.  Chairman,  your  bill  (H.R.  3205)  spells  out  the  cost  of 
such  a  comprehensive  program  envisioned  in  many  of  the  bills 
introduced.  Your  bill  includes  taxes  that  would  have  to  be 
raised  to  finance  a  universal  health  care  system.  You  are  to  be 
commended  for  putting  the  issue  squarely  on  the  table  and  forcing 
people  to  face  it  directly,  up  front,  rather  than  ignore  the 
issue  of  financing  until  after  promises  of  full  and  immediate 
access  have  been  made.  Health  care  access  and  financing  are 
issues  that  cannot  be  separated  in  this  important  debate. 

We  strongly  support  many  of  the  cost  control  provisions  in 
the  bills  introduced  by  Members  of  the  Committee,  such  as 
increased  managed  care  and  health  outcomes  research  and  the  use 
of  treatment  protocols,  because  these  are  aimed  at  eliminating 
unnecessary,  ineffective  and  inappropriate  treatment. 

On  the  other  hand,  we  strongly  oppose  provisions  which  would 
establish  arbitrary  national  "voluntary"  or  mandatory  expenditure 
targets  or  caps  and  require  all  payer  rates. 

These  provisions  are  anti-competitive  and  unfair  to 
hospitals  because  they  would  not  set  caps  on  wages  which  comprise 
more  than  half  of  hospital  costs  or  limit  the  cost  of  supplies 
hospitals  must  purchase. 

Technological  improvements  would  be  stifled  by  a  ceiling  on 
expenditures . 

Geographical  allocation  of  the  national  expenditure  caps 
would  be  a  political  nightmare  because  of  existing  variations  in 
quality  and  per  capita  spending  among  the  states. 

All  payer  rates  would  also  stifle  the  growth  of  managed  care 
and  other  innovative  financing  and  delivery  systems  as  evidenced 
by  the  much  lower  penetration  of  HMOs  in  rate  setting  states. 
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Several  of  the  proposals,  such  as  H.R.  1300  sponsored  by 
Representative  Russo,  represent  a  giant  step  toward  the  type  of 
Canadian  and  European  controls  which  have  rationed  the 
availability  of  new  technologies  and  created  waiting  lists  for 
services  Americans  demand  and  expect. 

Price  controls  in  other  sectors  of  the  economy,  such  as  rent 
controls  and  oil  price  controls,  when  tried,  have  produced  a 
decline  in  the  quality  and  variety  of  the  products  or  services 
and  an  absence  of  consumer  choice. 

Health  care  is  the  second  largest  industry  in  the  United 
States,  employing  nearly  ten  million  people,  about  four  million 
of  them  in  our  nation's  hospitals. 

The  health  care  delivered  in  America  is  the  finest  in  the 
world  for  those  who  have  access  to  it  and  can  afford  to  pay  for 
it.  The  vast  majority,  87  percent,  of  Americans  are  insured  or 
covered  by  health  plans.  For  these  individuals  there  are  no 
waiting  lists;  they  have  access  to  the  best  trained  health 
professionals  in  the  world,  the  latest  in  medical  technology  and 
outstanding  facilities.  The  system  has  serious  problems,  however, 
and  those  problems  are  increasing  at  an  alarming  rate.  Access  and 
af fordability  gaps  in  the  system  are  the  two  major  issues  which 
need  to  be  addressed. 

Problems  in  our  Health  System 

Nearly  60  percent  of  Americans  living  below  the  federal 
poverty  line  are  not  eligible  for  Medicaid,  up  from  40  percent 
twenty  years  ago.  That  gap  must  be  eliminated  or  substantially 
narrowed  if  America  is  to  claim  to  have  a  national  policy  in 
health  care.  We  believe  a  federal  policy  is  needed  to  assure 
access  and  financing  for  this  population  group.  We  support 
federalization  of  the  Medicaid  program  —  or  at  least  federal 
minimum  standards  for  Medicaid  eligibility,  benefits  and  payment 
for  services. 

Fifteen  million  or  more  Americans  work  for  employers  who  do 
not  provide  insurance.  Most  of  these  people  work  for  small 
employers  who  do  not  have  access  to  large  group  coverage  and 
affordable  insurance  rates.  A  myriad  of  state  laws  mandating 
services  which  must  be  covered  in  health  insurance  plans  present 
a  real  obstacle  to  small  employers  seeking  affordable  coverage 
for  their  employees.  We  support  efforts  to  enact  small  employer 
insurance  reforms  as  a  first  step  to  expand  adequate  employment 
based  coverage  of  needed  medical  and  mental  care  for  all 
Americans  who  work. 

Uncompensated  care  provided  by  hospitals  has  grown  from 
about  $3  billion  in  1980  to  about  $10  billion  in  1990.  Investor- 
owned  private  hospitals  provide  uncompensated  care  which  exceeds 
five  percent  of  their  revenues.  Private  payers,  employers,  and 
other  health  plans  are  increasingly  unwilling  to  cross-subsidize 
indigent  care  costs  or  the  shortfalls  from  reduced  Medicare  or 
Medicaid  payments. 

Costs  continue  to  increase  for  providers  as  well  as 
consumers  and  payers  of  health  care  services.  The  major  obstacle 
to  cost  containment  is  the  lack  of  incentives  for  selecting  cost 
effective  coverage.  The  federal  tax  code  provides  exactly  the 
wrong  incentives  by  treating  all  employer  purchased  health 
insurance  as  an  exclusion  from  income.  This  perpetuates  the 
notion  that  the  right  to  health  care  carries  with  it  little 
responsibility  for  cost  containment  on  the  part  of  those  using 
j  the  system. 

Private  Initiatives 

I  ... 

There  are  encouraging  signs  in  the  business  community  that 
managed    care    plans,     which    emphasize    utilization    review  and 


i 


878 


appropriate  levels  of  care,  hold  much  promise  for  cost 
containment  through  the  selection  of  quality,  cost  conscious 
providers  and  the  use  of  quality  based  protocols  for  treatment. 

Allied  Signal,  using  a  plan  developed  by  CIGNA,  experienced 
a  four  percent  increase  in  health  costs  in  1989  compared  to  a  39 
percent  rise  in  1987.  Allied  estimates  its  1989  costs  were  20 
percent  less  than  they  would  have  been  under  the  previous  plan. 

Using  a  Prudential  point  of  services  plan,  Southwestern  Bell 
—  whose  per  employee  costs  had  been  growing  at  a  20  percent 
annual  rate  —  lowered  the  increase  to  well  under  ten  percent  in 
1989.  Proctor  &  Gamble,  with  a  similar  plan  established  by 
Metropolitan,  lowered  its  annual  rate  of  increase  from  15  percent 
to  a  little  over  six  percent. 

These  "point-of-service"  plans  offer  employees  a  choice  of 
reduced,  little  or  no  cost  sharing  if  they  use  network  physicians 
with  the  freedom  to  go  outside  the  network  if  they  pay 
significant  amounts  of  their  own  money,  usually  20  percent  of  the 
costs  after  a  higher  deductible. 

These  types  of  managed  care  programs  would  proliferate  if 
the  tax  code  incentives  were  restructured  to  reward  cost 
effective  purchase  of  health  coverage.  In  addition  to  creating 
the  incentives  for  cost  effective  health  plans,  a  limit  on  the 
tax  exclusion  for  health  insurance  also  would  generate  the 
revenues  to  expand  coverage  for  those  most  in  need.  Health  is  the 
only  fringe  benefit  which  is  not  capped  and  a  small  fraction  of 
the  approximately  $50  billion  in  lost  annual  revenues  from  the 
tax  exclusion  could  subsidize  care  for  the  neediest  segment  of 
our  population. 

Lower  income  employees  could  also  be  exempted  from  such  a 
change  in  the  tax  code  to  assure  a  fair  and  equitable  redistri- 
bution of  the  tax  subsidy  for  private  insurance. 

The  Case  Against  Government  Cost  Controls 

Some  states  have  tried  rate  controls  on  hospitals  for  more 
than  a  decade,  but  they  do  not  have  a  better  record  in 
controlling  costs  than  states  which  have  relied  on  market  forces. 
For  example,  per  capita  hospital  spending  in  the  four  largest 
rate  setting  states  (Maryland,  Massachusetts,  New  Jersey,  and  New 
York)  grew  at  an  average  annual  rate  of  8.1  percent  over  the 
1985-88  period  while  the  market-oriented  states  of  Minnesota, 
California,  Delaware  and  Colorado  experienced  a  7.1  percent 
average  growth  rate.  The  national  average  growth  rate  during 
those  years  was  7.8  percent.  (Lewin/ICF  Analysis  of  Hospital 
Expenditures  and  Revenues,  February  1990.) 


Some  of  the  proposals  such  as  H.R.  1717  introduced  by 
Representative  Gibbons  and  H.R.  650  by  Representative  Stark 
suggest  extending  Medicare  reimbursement  to  all  payors.  Growth 
in  hospital  expenditures  as  a  percentage  of  the  gross  national 
product  has  remained  virtually  constant  for  the  last  decade  at 
about  4.3  percent.  Hospitals  have  contained  their  growth. 
Furthermore,  Medicare  operating  margins  for  hospitals  continue  to 
deteriorate.  Many  hospitals  receive  less  from  the  Medicare 
program  than  it  costs  to  provide  care  to  Medicare  patients. 
Extending  this  reimbursement  system  to  more  of  a  hospital's 
revenues,  will  increase  the  burden  on  those  hospitals 
experiencing  shortfalls  from  the  Medicare  program. 

Federal  controls  on  total  health  expenditures  substitute 
government  power  for  consumer  decisions  and  discourage  improve- 
ments in  quality  and  value.  Research  and  development  of  new 
medical  technologies  and  delivery  systems  would  be  inhibited. 
Providers  would  have  little  incentive  to  participate  in  managed 
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care  networks  once  their  rates  for  all  payors  were  set.  Price 
controls  without  controls  on  wages  or  supplies  would  be  unfair 
and  would  drive  down  operating  margins  already  at  dangerously  low 
levels.  The  process  of  distributing  health  care  dollars  among 
states  as  well  as  providers  would  raise  serious  political  and 
geographic  issues.  Low  cost  states  and  lower  cost  providers  might 
find  their  revenues  capped  despite  greater  need  to  improve  the 
quality  of  care  while  more  influential  but  higher  cost  providers 
use  political  skills  rather  than  relative  performance  to 
influence  the  rate  commissions  which  control  the  health  care 
dollars. 

Managed  care  distinguishes  between  needed  and  unnecessary 
medical  treatment.  Government  expenditure  controls  focus  on 
budgets,  not  the  necessary  costs  of  quality  care. 

Incremental  Reforms 

Some  of  the  rhetoric  used  in  the  debate  by  those  who  favor 
universal  coverage  paints  the  options  for  reform  as  comprehensive 
reform  versus  incremental  reform  and  portrays  the  latter  as  minor 
changes  which  preserve  the  status  quo.  That  is  an  unfair 
characterization  of  some  proposals  which  could  have  a  major 
impact  on  the  system.  That  kind  of  characterization  makes  little 
sense  when  we  understand  that  the  enactment  of  programs  like 
Medicare  and  Medicaid  were  incremental  reforms.  Pending 
proposals  for  universal  coverage  for  pregnant  women  and  child 
care  such  as  that  recently  introduced  by  Representative  Matsui 
(H.R.  3393)  are  also  incremental  reforms  which  would  have  a  major 
impact  on  the  system.  While  we  cannot  support  that  provision  of 
H.R.  3393  which  extends  the  Medicare  payment  system  to  privately 
insured  children,  we  do  support  the  balance  of  the  proposal  as  a 
major  step  in  solving  the  access  problem. 

Experience  tells  us  that  Congress  and  the  American  people 
rarely  seek  convulsive,  overnight  solutions.  This  is 
particularly  true  when  there  is  no  clear  consensus  on  the  answer 
to  the  critical  problems  facing  our  health  care  system. 

Poll  after  poll  conducted  by  the  media  and  a  variety  of 
interest  groups  reveals  that  while  many  share  the  view  that 
health  care  reform  is  an  important,  critical  need,  they  cannot 
agree  on  what  should  be  done  and  most  importantly,  given  our 
experience  with  repeal  of  the  Medicare  catastrophic  legislation 
who  should  pay  for  it. 

However,  out  of  these  various  public  opinion  polls,  several 
common  issues  arise  again  and  again.  They  include,  the  lack  of 
portability  of  health  insurance  (job  lock) ,  the  high  cost  of 
health  insurance  for  small  employers,  the  cost  of  defensive 
medicine,  overutilization  or  inappropriate  utilization  of  health 
care  services,  problems  with  the  Medicaid  program  and  the 
delivery  of  health  care  to  poor  children  and  pregnant  women. 
Some  of  these  are  problems  we  could  address  immediately,  with 
relatively  small  or  no  additional  federal  expenditures. 

There  are  major  incremental  reforms  which  we  would  strongly 
recommend,  which,  if  enacted,  would  bring  relief  to  millions  of 
Americans  by  making  coverage  more  affordable  and  more  available. 
These  include: 

1)  Small  employer  insurance  market  reform  based  on 
pooling  of  high  risk  individuals,  narrowing  premium 
differentials,  and  assuring  that  changing  jobs  will  not  result  in 
lost  coverage  by  limiting  pre-existing  condition  rules. 
Legislation  sponsored  by  Representatives  Kennelly  (H.R.  3410), 
Johnson  (H.R.  1565),  Chandler  (H.R.  2453)  and  Grandy  (H.R.  1230) 
all  address  these  issues  and  should  be  considered  by  the 
Committee  as  soon  as  possible; 


880 


2)  Federalizing  the  acute  care  portion  of  Medicaid  or 
replacing  Medicaid  with  refundable  tax  credits  for 
insurance.  Expanding  coverage  for  the  poor  financed  by 
a  ceiling  on  the  current  tax  subsidy  for  employer  paid 
insurance ; 

3)  Enacting  tax  incentives  for  cost  effective  coverage, 
including  managed  care  programs,  by  enacting  a  ceiling 
on  the  current  tax  subsidy  for  employer  paid  insurance 
and  by  pre-empting  state  mandated  benefits  and  state 
anti-managed  care  laws; 

4)  Malpractice  reform  to  reduce  the  costs  of  defensive 
medicine; 

5)  Assuring  fair  reimbursement  in  government  programs  to 
reduce  the  cost  shift  to  employers  and  other  private 
payers ;  and 

6)  Accelerating  the  development  of  medical  treatment 
protocols  to  assure  necessary  care  and  eliminate 
unnecessary  care. 

These  proposals  represent  real  change,  not  the  status  quo, 
and  they  add  up  to  major  incremental  reforms  which  should  be 
enacted  now  while  we  continue  to  debate  more  controversial  and 
potentially  dangerous  reforms. 

There  is  a  consensus  on  many  of  the  major  incremental 
changes  listed  above  as  well  as  a  chance  to  achieve  bi-partisan 
support  for  them.  It  would  be  tragic  to  opt  for  partisan  politics 
when  real  progress  could  be  made  toward  the  twin  goals  of 
expanding  access  and  containing  costs. 

Given  the  number  of  health  care  reform  bills  just  recently 
introduced,  it  is  clear  that  we  have  not  run  out  of  ideas.  Many 
of  these  bills  contain  components  of  the  major  incremental 
reforms  I  have  mentioned.  Surely,  this  is  the  path  we  should 
take  to  make  important  progress  toward  the  goals  of  improving 
access  and  controlling  health  care  costs. 

Summary 

The  Federation  believes  it  is  time  to  strengthen  the  world's 
best  health  care  delivery  system  by  enacting  reforms  designed  to 
provide  access  to  that  system  to  all  Americans  and  to  inject 
incentives  to  make  that  care  affordable. 

We  do  not  advocate  government  control  of  all  health 
expenditures.  In  fact,  we  believe  such  a  system  would  deprive 
consumers  of  the  choices  which  make  up  one  of  the  great  strengths 
of  the  current  system.  If  a  deficit  ridden,  insolvent  government 
takes  control  of  all  health  spending,  quality  and  access  will 
suffer  as  arbitrary,  budget  driven  controls  on  spending  are 
imposed.  Innovation  and  research  and  development  of  new 
technology  would  be  curtailed  and  consumers  would  be  the  big 
losers  in  a  government  controlled  system. 

Government  does  have  a  major  role  to  play,  however.  Only 
government  can  remove  some  of  the  obstacles  to  competition  and 
cost-containment  by  reordering  incentives  such  as  the  ones  we 
have  discussed  here  today.  Government  also  has  a  responsibility 
to  the  disadvantaged  and  should  act  as  a  payer  of  last  resort  for 
needed  coverage. 

The  major  faults  in  our  present  system  include  the  open 
ended  tax  subsidy  for  employee  health  benefits  which  encourages 
spending  without  any  restraint  and  the  lack  of  government 
coverage  for  over  ten  million  poor  people  at  the  same  time  we 
subsidize  or  spend  nearly  $150  billion  on  health  care  for  middle 
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and  upper  middle  income  Americans  through  Medicare  and  the  tax 
code.  Until  these  two  major  issues  are  addressed,  gaps  in 
affordability  and  access  will  remain  threats  to  the  very 
strengths  of  the  current  system  which  we  ought  to  be  preserving. 

The  "safety  net"  in  health  care  is  not  working  as  well  as  it 
should  because  the  Medicaid  program  has  not  met  its  promise  to 
provide  care  for  the  poor.  The  fact  that  only  about  40  percent 
of  those  living  in  poverty  are  now  eligible  for  Medicaid  compared 
to  60  percent  ten  years  ago  proves  this  program  needs  to  be 
strengthened.  We  support  federalizing  the  program,  but  in  lieu 
of  that,  we  support  federal  minimum  standards  for  state 
eligibility,  benefits  and  payment  levels. 

We  also  support  acceleration  of  efforts  to  develop  treatment 
protocols  based  on  health  outcomes  research  to  eliminate 
unnecessary  care,  use  of  pooling  techniques  to  provide  access  to 
affordable  coverage  for  small  employers,  malpractice  reform  and 
expansion  of  public  programs  with  federal  minimum  standards  to 
cover  all  people  living  below  the  poverty  line. 

For  fifty  years^^jr  more  we  have  debated  the  issue  of 
national  health  insurance.  Political  and  ideological  differences 
over  the  appropriate  scope  "bf\government '  s  role  have  brought 
about  a  stalemate.  If  progress  on  the  interrelated  issues  of 
access,  cost  and  quality  is  to  be  made,  we^need  to  focus  on  the 
areas  of  consensus  and  forge  a  bipartisan  Alliance.  There  seems 
to  be  a  consensus  on  small  employer  insurance  reforms, 
malpractice  reform  and  increased  access  for  the  poor.  I  believe 
the  health  community  is  ready  to  work  with  Congress  to  take  a 
major  step  toward  establishing  health  policy  reforms.  We  cannot 
support  a  government  controlled,  single  payor  system  for  the 
reasons  stated  above,  but  we  can  and  do  support  efforts  to 
encourage  appropriately  managed  care  to  contain  costs  and  assure 
quality. 

We  appreciate  this  opportunity  to  appear  before  the 
Committee  and  our  industry  is  willing  and  anxious  to  work  with 
you  on  steps  to  improve  the  American  health  system.  (Attached  to 
our  testimony  is  a  summary  of  our  proposals  for  a  national  health 
policy. ) 
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:02-833-3090  access  to  quality  care  at  a  reasonable  cost.     The  Federation  of 

American  Health  Systems  believes  that  progress  toward  these  goals 

requires  the  following: 

Vtichael  D.  Bromberg.  Esq. 

executive  Director  1)      A  cap  on  the  amount  of  employer  paid  health  insurance  that 

is   tax   free   to   the  employee;   these   revenues   should  bk  used  to 
finance  the  increased  costs  of  an  expanded  Medicaid  program. 
Purpose:  To    restrain  demand   and   establish    incentives  forxlower 
cost  health  insurance  plans.  \^ 

2)  Expansion    of    employment-based    private  insurance  coveraoeV 

Employers  should  offer  a  minimum  benefit  package  to  their 
employees,  or  in  the  alternative,  pay  a  tax  on  wages  paid.  Early 
retirees,  self-employed,  and  all  others  under  age  65  not  covered 
by  insurance  would  be  subject  to  a  "buy  insurance  or  be  taxed" 
requirement  with  tax  credits  for  small  employers. 

3)  Medicaid  reform:  federal  minimum  standards  for  Medicaid 
eligibility,  benefits,  and  payment  for  services;  gradual 
conversion  of  Medicaid  to  a  program  that  subsidizes  private 
health  insurance  plans  with  subsidies  related  to  income,  and  a 
buy-in  option  for  the  unemployed  and  uninsurable  regardless  of 
income. 

4)  Federal  pre-emption  of  state  mandatory  benefits  laws,  and 
the  substitution  of  a  national  minimum  benefits  package. 

5)  Repeal  of  state  laws  banning  limitations  on  patient  freedom 
of  doctor  or  hospital  choice. 

6)  gradual  conversion  of.  Medicare  to  a  program  with  Private 
insurance  options,  and  immediate  expansion  of  Medicare  demonstra- 
tion projects     to     test     preferred  provider  fPPO)  and  other 

insurance  options.  To  ease  the  burden  on  private  payers. 
Medicare  payment  rates  should  be  derived  not  by  government  fiat, 
but  by  competition  among  health  plans. 

7)  Taxation  of  the  actuarial  value  of  the  Medicare  benefit, 
with  an  exemption  for  low  income  beneficiaries. 

8)  Research.  development.  and  dissemination  of  data  for 
developing  nedical  practice  protocols,  to  increase  quality  and 
reduce  unnecessary  services. 

9)  Study  cf  the  desirability  of  federal  government  re-insurance 
(catastrophic  stop  loss)   for  all  Americans. 


10)  Federal  malpractice  reform  such  as  limits  on  contingent  fees 
for  plaintiff  attorneys  and  limits  on  punitive  damages  and  awards 
for  pain  and  suffering. 
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Mr.  McDermott.  Thank  you. 

As  I  sat  here  listening  today,  I  couldn't  help  wondering  how,  in 
spite  of  the  declining  number  of  admissions  and  shorter  lengths  of 
stay  in  hospitals  and  fewer  staff  beds,  total  hospital  costs  can  still 
be  growing  at  10  percent  each  year,  more  than  twice  the  rate  of 
inflation. 

You  are  shaking  your  head.  I  will  give  you  a  chance  to  answer, 
but  what  do  you  think  is  an  acceptable  rate  of  inflation?  What  do 
you  think  is  an  acceptable  rate  of  growth,  and  how  would  you 
reach  that? 

All  of  you,  I  would  appreciate  comments  from  all  of  you.  Because 
it  is  one  of  those  issues  we  are  obviously  going  to  try  and  deal  with. 

Mr.  Gage,  or  Mr. — anywhere,  you  can  start  anywhere. 

Mr.  Bromberg.  Well,  let  me  start,  Mr.  Chairman.  I  would  like  to 
distinguish  between  costs  per  admission  and  total  costs.  Total  hos- 
pital costs,  aggregate  hospital  spending  in  this  country  has  been 
flat  for  8  years.  It  has  been  4.3  percent,  or  between  4.1  and  4.3  per- 
cent of  the  GNP  for  8  years.  It  hasn't  budged,  while  health  costs,  in 
general,  have  gone  from  9  to  12.2  percent  of  the  GNP. 

We  have  been  flat.  That  means  that  we  have  basically  been 
growing  at  the  GNP  which  is  pretty  low.  Costs  per  case  have  been 
growing  at  10  percent  a  year,  and  the  reasons  for  that  vary  all  the 
way  from  nursing  salaries,  all  the  way  up  to — and  the  major  one 
being  intensity.  The  fact  that  technology  has  allowed  so  many  of 
the  lower  cost  cases  to  be  done  out  of  the  hospital,  such  as  cataract 
surgery,  such  as  all  sorts  of  laser  surgery  has  resulted  in  the  typi- 
cal average  hospital  patient  being  much  more  acutely  ill  and  those 
costs  have  gone  up. 

Technology  has  played  a  role  in  it,  all  sorts  of  reasons,  but  I 
would  say  wages,  severity  and  technology  are  the  three  biggest.  Ev- 
erybody keeps  saying  hospital  costs  are  going  through  the  roof, 
they  are  not.  In  fact,  I  looked  at  some  of  these  bills  that  put  ex- 
penditure targets  on  the  economy  and  I  thought  to  myself,  you 
know,  if  we  had  one  of  these  regulatory  control  bills  that  said,  we 
are  only  going  to  put  price  controls  on  those  sectors  of  the  industry 
whose  rates  of  increase  go  up  more  than  the  GNP-plus  one,  and 
had  that  been  in  effect  for  the  last  8  years,  we  never  would  have 
had  price  controls. 

Mr.  McDermott.  It  seems  to  me  that  if  you  take  that  position, 
essentially  what  you  are  saying  is  that  health  care  costs  are  a  bal- 
loon, you  squeeze  it  one  place,  it's  going  to  go  somewhere  else,  is 
that  correct? 

Mr.  Bromberg.  That  squeezed  the  hospitals  and  so  it  went — 
that's  been  the  experience. 

Mr.  McDermott.  That's  been  the  experience. 

Mr.  Bromberg.  I  am  not  sure  that's  a  direct  result  of  the  regula- 
tion or  a  direct  result  of  technological  advances,  which  enable  bal- 
loons to  go  up. 

Mr.  McDermott.  It  may  be  reimbursement  rates,  maybe  a  lot  of 
things  caused  that  to  happen. 
Mr.  Bromberg.  Right. 

Mr.  McDermott.  Now,  if  you  look  at  that,  you  would  have  to 
come  to  the  conclusion  that  if  you  don't  have  a  total  system  around 
the  whole  balloon  you  are  never  going  to  control  costs.  What  you 


884 


are  doing  is  simply  squeezing  the  costs  out  of  hospitals  and  they 
are  going  to  go  out,  doctors  are  going  to  develop  their  own  oper- 
ations, do  all  their  procedures  outside  the  hospital,  and  you  won't 
have  saved  a  dime. 

Mr.  Bromberg.  I  would  have  to  agree  with  you  but  I  would  say 
that  there  are  two  

Mr.  McDermott.  Then  how  can  you  come  away  from  the  conclu- 
sion that  you  need  a  universal  system  that  covers  the  whole  prob- 
lem? 

Mr.  Bromberg.  Because  my  conclusion,  sir,  is  that  there  are  two 
ways  to  have  that  system.  One  is  to  have  the  Government  run  it 
and  act  as  a  single  payer,  or  regulate  the  system.  And  quite,  frank- 
ly, I  just  don't  trust  the  Government  to  do  a  good  job  of  that.  But 
the  other  way  to  do  it  is  to  encourage  managed  care  which  is  a 
system  to  encourage  the  insurance  industry  to  move  toward  capita- 
tion, toward  managed  care,  toward  being  that  single  system  and  let 
them  deal  with  hospitals  and  physicians;  let  some  hospitals  be  at 
the  base  of  managed  care  and  with  their  medical  staffs  become 
more  like  HMOs  but  watch  these  things  evolve,  because  there  is  no 
one  here  smart  enough  to  write  the  exact  form  it  should  take. 

And  I  am  with  you.  I  think  you  have  to  control  the  whole 
system.  I  think  you  have  to  get  the  physician  and  hospital  incen- 
tives in  line  instead  of  being  different  but  that  the  way  to  do  that 
is  not  to  delegate  it  to  some  agency  in  Washington,  D.C.,  or  some 
formula  for  reimbursement  written  here.  And  the  reason  is  we 
have  had  experience  with  the  Government  and  how  they  do  these 
things  and  it  hasn't  proved  right.  Hasn't  proved  it  can  work. 

Mr.  McDermott.  It  hasn't?  You  don't  call  Canada  who  spends  8.5 
percent  or  9  percent  of  its  gross  national  product  better  than  the  13 
percent  we  are  at  presently  in  this  country? 

Mr.  Bromberg.  No,  absolutely  not  better.  I  would  much  rather 
be  in  America  and  I  would  say  that  if  you  took  all  the  drug  abusers 
and  cocaine  addicts  and  mothers  who  had  never  had  prenatal  care 
and  all  the  lifestyle  and  smoking  and  drinking  in  this  country  you 
would  see  the  data  would  be  the  same,  too.  But  the  quality  of  care 
is  better. 

Mr.  McDermott.  So  you  are  saying  the  difference  in  America  is 
because  we  are  worse  people  than  Canadians. 

Mr.  Bromberg.  The  quality  of  care  is  better  here,  there  is  no 
doubt  in  my  mind  about  that.  It  may  be  pretty  similar  on  primary 
care  but  when  you  get  into  the  specialty  areas,  I  would  much 
rather  be  an  American  if  I  needed  open  heart  surgery  than  be  in 
Canada. 

Mr.  McDermott.  I  would  appreciate  the  other  groups  talking  a 
little  bit  about — the  chairman  proposed  a  bill,  H.R.  3205,  that  has  a 
gradual  phase-down  of  the  inflation.  What  is  your  feeling  about 
what  will  happen  if  we  implemented  the  chairman's  bill  and  gradu- 
ally by  the  year  2000  brought  growth  down  to  the  inflation  rate, 
what  do  you  think  would  be  the  impact  on  the  health  care  system? 

Mr.  Sweeney.  I  will  address  that,  first  if  I  may,  Mr.  Chairman? 

Mr.  McDermott.  Certainly. 

Mr.  Sweeney.  From  the  vantage  point  of  the  children's  hospitals 
and  because  of  the  other  features  of  the  chairman's  bill,  particular- 
ly primary  preventive  care  for  mothers  and  children,  we  know  the 
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Institute  of  Medicine  has  said  that  with  adequate  prenatal  care  the 
incidence  of  low  birth  weight  could  be  reduced  by  one-third.  Thirty 
percent  of  the  patient  days  in  children's  hospitals  nationwide  are 
for  distressed  newborns. 

If  other  social  pathologies  can  be  addressed,  we  know  that  we 
can  see  a  reduction  in  the  utilization  of  hospital  services  for  chil- 
dren. A  case  in  point,  we  run  a  little  data  system  on  discharge  data 
from  children's  hospitals.  We  have  500,000  discharges  a  year  going 
into  that  data  base. 

Just  a  cursory  look  at  it  the  other  day,  2,000  children  in  1990  ad- 
mitted to  children's  hospitals  with  the  sequelae  of  measles.  Now, 
those  2,000  children  cost  somebody  $20  million  in  hospital  care.  I 
know  that  you  will  appreciate  that  a  child  with  measles  who  gets 
to  a  children's  hospital  is  a  child  that  has  had  a  pretty  serious  re- 
action to  the  measles  situation. 

Mr.  McDermott.  Those  are  the  short-term  costs? 

Mr.  Sweeney.  That  was  the  hospital  costs — $20  million  in  hospi- 
tal charges  for  those  kids. 

A  properly  constructed  immunization  program,  of  course,  would 
cost  considerably  less  to  take  care  of  those  kids.  We  are  now  orga- 
nizing, in  conjunction  with  the  Junior  League,  the  American  Acad- 
emy of  Pediatrics,  and  other  children's  hospitals  across  the  country 
an  immunization  drive.  One  of  our  hospitals  in  Ft.  Worth,  Tex.,  the 
other  day,  the  last  couple  of  weeks  was  in  two  shopping  malls  and 
they  immunized  2,900  kids  who  had  not  been  immunized.  These  are 
kids  that  are  out  there,  they  are  in  school  systems,  and  they  are  in 
publicly  supported  day  care  programs,  and  yet  nobody  is  getting 
them  immunized. 

Mr.  McDermott.  You  are  at  the  end  of  the  pipeline.  Whose  re- 
sponsibility is  it  to  do  that?  The  Federal  Government's,  the  State 
government  to  get  them  immunized? 

Mr.  Sweeney.  Yes.  Well,  as  I  said  in  my  remarks  it  takes  a  vil- 
lage to  raise  a  child.  It  is  the  responsibility  of  all  of  us,  the  respon- 
sibility obviously  starts  with  the  parents,  but  where  the  parent  is 
not  able  or  not  willing  that  does  not  absolve  the  rest  of  us  of  the 
responsibility  in  my  view.  And  then  it  goes  to  the  extended  family 
and  the  local  community  and  city  and  State  and  Federal  Govern- 
ment. 

In  whose  interest  is  it  that  children  not  be  left  handicapped  by 
meningitis,  as  a  consequence  of  measles?  It  is  in  all  our  interests.  It 
is  as  much  in  the  interest  of  the  educators,  as  it  is  in  the  interest  of 
the  health  care  providers. 

We  see  our  hospitals  now  getting  clogged  up  with  kids  who  are 
the  victims  of  substance  abusing  mothers.  Ten  percent  of  the  births 
in  this  country  this  year  are  going  to  be  to  women  abusing  drugs. 
That  is  375,000  babies.  There  is  a  test  project  in  Florida,  to  get 
those  kids  to  get  into  kindergarten  and  first  grade  and  it  is  costing 
$40,000  per  child  in  counseling  and  psychological  care  and  one-on- 
one  attention  to  get  those  kids  ready  for  school. 

These  are  costs  that  could  be  wrung  out  of  our  institutions  and 
applied  more  appropriately  and  more  effectively  earlier  on  in  the 
system.  We  like  to  say  we  don't  want  to  be  put  out  of  business,  but 
we  sure  would  like  to  go  out  of  business. 

Mr.  McDermott.  How  about  the  public  hospitals? 
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Mr.  Gage.  Well,  let  me  perhaps  approach  this  from  a  slightly  dif- 
ferent perspective,  because  we  don't  recognize  the  universe  that 
you  have  described  as  the  premise  for  your  question. 

Our  hospitals  are  full.  Over  one-third  of  the  patients  in  58  of  our 
hospitals  that  we  surveyed  last  year  have  no  form  of  insurance. 
And  so  our  response,  while  superficially  perhaps  the  same  as 
Mike's,  that  simply  holding  down  the  rate  of  growth  in  hospital 
costs  across  the  board  would  not  do  the  job,  perhaps  for  a  different 
reason,  because  it  would  perpetuate  a  system  today  that  is  so  in- 
equitable that  basically  the  fat  would  get  fatter  and  the  lean  would 
get  leaner. 

And  what  we  need  is  to  institutionalize  a  drastic  redistribution  of 
resources  so  that  those  patients  who  have  no  form  of  insurance  can 
be  covered,  their  services  can  be  paid  for  one  way  or  the  other, 
either  by  giving  them  a  card  or  by  finding  some  way  to  support 
that  portion  of  the  spending  that  is  currently  going  on  and  the 
services  that  are  being  provided  to  them. 

Our  hospitals  are  budget  managed,  for  the  most  part.  Probably 
this  segment  of  the  industry  would  have  the  least  difficulty  with 
the  most  highly  regulatory  system  in  any  of  the  bills  before  you. 
We  followed  the  New  Jersey  and  Maryland  rate-review  States  care- 
fully over  the  last  several  years  and  see  a  great  deal  of  potential 
for  the  rest  of  the  country  in  those  States,  because  they  do  institu- 
tionalize the  sharing  of  the  burden  even  without  reaching  the  stage 
of  national  health  insurance  or  universal  coverage. 

So  we  don't  think  holding  down  inflation,  alone,  is  the  answer, 
however.  We  think  it  needs  to  be  part  of  a  much  broader  and  more 
comprehensive  set  of  reforms. 

Mr.  McDermott.  Let  me  ask  a  question.  Mr.  Stark  has  made  a 
suggestion  of  extending  Medicare  gradually  down  through  the 
entire  system  as  a  way  of  getting  universal  coverage. 

What  would  be  the  impact  on  your  hospital,  if  you  received  Medi- 
care rates  for  all  your  patients? 

Mr.  Sweeney.  I  will  tell  you,  for  the  children's  hospitals,  Medi- 
care paying  the  way  it  is  structured  now,  it  would  be  a  pretty  quick 
sheriffs  sale,  because  

Mr.  McDermott.  Explain  that.  Be  more  explicit.  That  is  a  good 
quip  for  the  newspaper,  but  for  the  members,  in  the  record,  explain 
what  that  means. 

Mr.  Sweeney.  What  it  means  is  that  the  prospective  payment 
system,  as  HCFA  itself  admits,  was  not  organized — the  classifica- 
tion system  does  not  describe  pediatric  diagnoses.  The  other  parts 
of  the  payment  system,  such  as  outlier  policies  and  that  sort  of 
thing,  are  not  constructed  to  deal  with  the  way  children  manifest  a 
need  for  resources. 

Second,  if  you  were  just  to  take  the  indemnity  program  for  the 
elderly  and  place  it  on  the  younger  population,  you  are  missing, 
really,  the  important  part  of  health  needs — you  are  missing  the 
preventive  part. 

Mr.  McDermott.  Do  you  think  it  is  possible  to  take  the  DRG 
system  that  we  presently  use  on  adult  hospitals  and  transpose  it,  or 
make  adjustments,  for  the  pediatric  hospital? 

Mr.  Sweeney.  Yes.  I  would  like  to  have  a  friendly  hand  doing  it, 
rather  than  an  enemy. 
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Mr.  McDermott.  You  would  like  to  sit  at  the  table. 
Mr.  Sweeney.  We  would  be  glad  to  help. 

Mr.  McDermott.  Mr.  Gage,  with  public  hospitals,  if  all  your  pa- 
tients received  Medicare  rates,  what  would  your  problem  be  in 
terms  of  charity  care  and  uncompensated  care  at  that  point? 

Mr.  Gage.  I  think,  apart  from  agreeing  with  Mr.  Sweeney  about 
the  need  to  be  sensitive  in  certain  DRGs,  and  with  respect  to  out- 
lier for  premature  babies  who  spend  months  in  neonatal  intensive 
care  units,  we  do  not  think  that  would  be  such  a  bad  deal.  It  would 
be  a  net  increase  for  a  substantial  portion  of  our  patient  popula- 
tion, starting  from  those  who  bring  no  reimbursement  with  them 
now. 

We  would  point  out  that  the  Medicare  system  is,  to  a  certain 
extent,  taking  into  account,  now,  some  of  those  costs,  due  to  the 
work  of  this  community,  through  the  disproportionate  share  adjust- 
ments which  now  periodically  come  under  attack  from  the  inspec- 
tor general  and  others. 

We  think  that  Medicare  is  adequately  picking  up  its  fair  share  of 
some  of  these  unreimbursed  costs,  and  we  think  a  transition  that 
included  some  sensitivity  to  that  would  make  a  lot  of  sense. 

Mr.  McDermott.  One  of  the  interesting  things  about  the  develop- 
ment of  the  Canadian  system  was  that  it  originally  developed  in 
the  Provinces  as  an  insurance  program  for  hospitals.  That  was  the 
original  step  in  British  Columbia  and  in  Saskatchewan.  And  it 
would  be  interesting  to  think  about  what  the  possibilities  would  be 
if  we  went  with  Medicare  in  all  hospital  cases. 

If  you  are  going  to  talk  about  incrementalism,  that  is  actually 
how  Canada  got  to  where  they  are.  So  it  is  an  interesting  history. 

What  about  you,  if  you  got  Medicare  for  everything? 

Mr.  Bromberg.  Well,  I  would  like  to  make  a  couple  of  points.  To 
answer  your  question,  I  think  all  of  our  hospitals  would  close,  for 
the  following  reason — and  it  is  not  the  DRG  system,  by  the  way.  I 
want  to  make  that  clear.  I  am  a  very  big  supporter  of  it.  In  1983, 
we  supported  the  law  that  created  it.  It  is  more  than  that,  and  I 
will  get  to  it  in  a  minute. 

Last  year,  according  to  the  Government  and  ProPAC — not  us — 
hospitals,  as  a  group,  all  5,800  of  them,  or  6,000,  lost  6  percent  on 
Medicare.  Their  costs  exceeded  what  they  received  by  6  percent. 
According  to  those  same  sources,  again  not  us,  because  we  quar- 
reled with  it,  8  years  ago  there  was  a  15  percent  profit  on  the 
DRGs  in  the  first  year.  We  said  at  the  time  it  was  10  

Mr.  McDermott.  You  are  talking  about  for-profit  hospitals  like 
yours? 

Mr.  Bromberg.  Oh,  no.  No.  No.  All  hospitals. 

Mr.  McDermott.  All  hospitals.  Moneys  left  after  costs. 

Mr.  Bromberg.  In  this  issue — there  is  no  difference  between  for- 
profits  and  nonprofits  on  this  issue,  believe  me. 

There  is  a  difference  in  these  few  hundred  hospitals,  here,  that 
are  inner  city  and  have  special  problems,  but  if  we  want  to  talk 
about  the  universe  of  5,800,  all  hospitals  are  now  losing  more  than 
6  percent  on  Medicare,  and  Medicare  is  about  42  percent  of  our 
income. 

So,  if  you  looked  at  the  industry  right  now,  the  hospital  industry 
on  the  whole,  I  think,  has  a  patient  profit-margin  of  0.5  percent, 


888 


and  an  overall  patient  margin  of  4.5  to  5  percent  on  nonpatient 
revenues,  when  you  include  them.  They  would  immediately  switch 
from  there,  from  a  positive,  to  a  6  percent  loss,  at  best. 
Now,  again,  I  want  to  stress  

Mr.  McDermott.  Are  you  saying  that  you  could  not  cut  6  percent 
out  of  your  budget? 

Mr.  Bromberg.  Well,  that  6  percent  is  going  to  be  9,  12,  15 — it  is 
6  percent  this  year.  It  has  gone  on  a  trend  line  from  plus  15  to 
minus  6  over  7  years. 

What  I  am  saying  to  you  is  not  that  at  all,  because  I  think  the 
DRG  system  has  a  lot  of  merit,  especially  if  it  is  used  by  insurers  in 
the  private  market  to  negotiate  rates. 

What  I  am  saying  to  you  is,  based  on  that  8-year  experience  that 
I  just  gave  you,  there  is  no  way  this  industry  can  trust  the  Govern- 
ment, which  is  budget  driven,  which  is  in  effect,  for  us,  like  an  in- 
solvent buyer.  If  we  were  a  drug  store,  and  we  had  one  customer 
buying  50  percent  of  our  products,  and  he  or  she  went  bankrupt, 
and  then  came  in  to  us  and  said,  "Look,  we  are  bankrupt.  We  are 
going  to  have  to  pay  you  70  cents  on  the  dollar,"  we  would  say  OK. 

But  if  you  then  came  in  and  said,  "We  would  like  to  set  all  your 
rates  now,  for  all  your  customers,"  what  kind  of  objectivity  would 
there  be  if  OMB,  or  this  Congress,  Republican  or  Democrat,  budget 
summit  after  budget  summit,  were  not  just  setting  our  Medicare 
reimbursement,  but  everybody's  in  this  country  so  that  there  is  no 
safety-valve,  no  yardstick,  no  private  sector  to  compare  it  to,  it  is 
an  issue,  sir  of  trust.  Period. 

It  is  not  DRGs,  it  is  trust.  We  cannot  trust  the  budget  process  of 
the  Government  to  say  what  that  right  rate  is. 

Now,  if  you  were  to  say  to  me  that  the  rhetoric  of  1983,  which 
says  the  fat  will  not  get  fatter,  and  the  lean  will  have  a  chance  to 
profit — the  whole  theory  of  it  was,  we  are  going  to  set  this  rate  so 
that  people  who  are  cost-effective,  low-cost  providers  who  do  cut 
that  6  percent  you  want  us  to  cut  would  make  a  surplus,  and  those 
who  cannot  would  suffer  a  loss,  and  in  the  early  years  it  was  an 
average,  so  50  percent  were  OK  and  50  percent  had  a  cut. 

But  that  is  gone.  We  do  not  believe  it  anymore.  It  is  not  true. 

But  I  think  we  are  ready  to  take  cost  containment  steps  to  nego- 
tiate rates  with  insurers.  When  managed  care  companies  come  in 
they  are  going  to  select  the  quality  doctors  and  the  quality  hospi- 
tals who  are  also  cost  effective.  And  the  marketplace  can  work,  and 
you  can  have  four  or  five  choices. 

But  a  single-payer  system,  or  Medicare  for  everyone,  takes  away 
choice  from  everybody.  It  takes  away  yardsticks.  It  takes  away 
comparison.  It  takes  away  competition.  And  we  cannot  trust  it. 

Mr.  McDermott.  It  is  pretty  hard  to  believe  that  you  could  give 
discounts  to  big  employers  that  come  into  your  hospital,  and  not  be 
able  to  cut  6  percent  across  the  board. 

Mr.  Bromberg.  Go  back  to  your  example,  Congressman.  Your  ex- 
ample was,  they  gave  them  a  discount  of  25  percent  when  they 
came  across  from  Canada. 

Mr.  McDermott.  Yes. 

Mr.  Bromberg.  We  are  giving  Medicare  30  percent,  and  we  are 
giving  Medicaid  45  percent,  so  yours  starts  to  look  pretty  good, 
your  example. 
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Mr.  Sweeney.  Mr.  Chairman,  just  two  quick  thoughts.  If,  indeed, 
Mr.  Stark's  proposal  that  would  cover  mothers  and  children  were 
to  be  enacted,  of  course  children's  hospitals  would  have  one  payer, 
so  it  would  get  our  attention. 

We  also  like  to  speak  for  the  interests  of  children.  In  the  interest 
of  children,  I  think  that  such  a  proposal  would  be  the  ideal  solu- 
tion, because  a  child's  access  to  health  benefits  would  be  universal. 

You  could  have  one  card.  You  would  not  have  to  worry  about 
whether  his  daddy  had  a  job  that  week  or  did  not  have  a  job  that 
week.  He  could  go  anywhere  in  the  country.  He  could  receive  the 
benefits. 

That  is  presuming  that  the  benefit  package  is  structured  appro- 
priately for  children. 

Mr.  Bromberg.  We  could  endorse  that,  too,  if  it  were  poor  chil- 
dren, and  maybe  all  children.  I  mean,  as  a  step  in  the  right  direc- 
tion. At  least  it  would  not  be  a  Government  system  for  everybody 
in  America.  It  would  still  keep  a  balance  of  private  and  public. 

So,  I  think  the  Matsui  bill  is  something  we  should  seriously  look 
at. 

Mr.  McDermott.  It  is  really  hard  to  understand  your  resistance 
to  a  Government  system,  when  you  go  to  Germany,  or  you  go  to 
France,  or  you  go  to  Canada,  or  you  go  to  Australia. 

Somehow,  the  Government,  in  your  mind,  has  no  role  in — except, 
I  guess,  picking  up  the  costs  for  poor  folks?  Is  that — how  do  you 
view  the  government's  role  in  this. 

Mr.  Bromberg.  I  view  the  Government's  role,  sir — if  you  look  at 
Mr.  Darman's  charts  this  morning,  it  will  tell  you  what  is  wrong 
with  the  Government's  role,  when  you  look  at  $150  billion  this 
country  is  now  spending  on  subsidizing  health  care — $100  billion  in 
Medicare,  and  another  $50  billion  in  the  Tax  Code,  most  of  which 
is  not  going  to  people  in  need. 

And  then  you  look  at  Medicaid,  which  is  where  it  should  be 
going,  and  it  is  not,  when  60  percent  of  the  poor  are  not  covered. 

And  then  you  get  Governors  in  here  from  Florida  and  Texas, 
who  do  not  even  have  an  income  tax,  telling  you  they  cannot  afford 
to  help  the  poor.  Yet  this  group,  this  Congress  here,  and  this  ad- 
ministration here,  are  spending  all  this  money  to  subsidize  people 
who  are  well-off. 

If  you  looked  at  the  Tax  Code,  if  you  just  looked  at  the  Tax  Code 
and  rearranged  it  a  little,  you  could  do  more  to  change  health  de- 
livery, health  financing,  expand  access,  cover  every  poor  child  in 
America,  do  all  sorts  of  things,  instead  of  looking  for  the  magic 
bullet  in  the  single  system,  if  you  looked  at  the  underlying  cause. 

I  think  you  should  look  at  that  Tax  Code,  and  do  not  make 
changes  that  are  going  to  hurt  poor  people.  Take  some  money  away 
from  people  who  can  afford  it,  and  you  will  find  a  tremendous  re- 
source to  change  the  system. 

Mr.  McDermott.  I  think  this  is  probably  a  good  place  to  stop. 

The  Chairman  has  said  that  his  bill  is  the  first  step  in  the  long 
march  of  health  care  reform.  We  finished  the  first  week  of  slogging 
along.  We  will  see  you  again. 

Thank  you  all. 

[Whereupon,  at  3:30  p.m.,  the  hearing  was  adjourned,  to  recon- 
vene at  10  a.m.,  Tuesday,  October  22,  1991.] 
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